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INDEPENDENT OFFICES APPROPRIATIONS FOR 1955 


Tuespay, Fresruary 2, 1954. 
HOUSING AND HOME FINANCE AGENCY 
OFFICE OF THE ADMINISTRATOR 
WITNESSES 


ALBERT M. COLE, ADMINISTRATOR 

B. T. FITZPATRICK, DEPUTY ADMINISTRATOR AND GENERAL 
COUNSEL 

JAMES W. FOLLIN, DIRECTOR, DIVISION OF SLUM CLEARANCE AND 
URBAN REDEVELOPMENT 

PERE F. SEWARD, ACTING COMMISSIONER, DIVISION OF COMMU- 
NITY FACILITIES AND SPECIAL OPERATIONS 

J. STANLEY BAUGHMAN, PRESIDENT, FEDERAL NATIONAL MORT- 
GAGE ASSOCIATION 

JOHN M. FRANTZ, DIRECTOR, BUDGET AND ORGANIZATION STAFF 

WILLIAM ABELL, LOAN EXAMINER FOR ALASKA AND PREFABRI- 
CATED HOUSING LOAN PROGRAMS 

NATHANIEL J. EISEMAN, BUDGET ANALYST 


Amounts available for obligation 


1953Jactual | 1954 estimate | 1955 estimate 


Appropriation or estimate $4, 606, 000 $3, 215, 550 $2, 900, 000 
Reimbursements from non-Federal sources 1, 327, 908 1, 245, 125 1, 215, 000 
Reimbursements from— 

“Revolving fund (liquidating programs), Office of the 
Administrator, Housing and Home Finance Agency,” 
pursuant to Public Law 207 

Other accounts 


Total available for obligation 
Unobligated balance, estimated savings 


Obligations incurred 
Comparative transfer to— 
“Revolving fund (liquidating programs)” 
“Office of the Administrator (housing loans to educational 
institutions)” 


Total 4, 516, 675 


Norte.—Reimbursements from non-Federal sources are fees and payments from revolving fund accounts 
for administrative and nonadministrative expenses, as authorized by sec. 502 (c) (3) of Public Law 901, 


6,007,846 | 4,663,675 | 4, 243, 000 

P 5, 977, 844 4, 663, 675 4, 243, 000 
861,960) 147,000 | 

4, 243, 000 
| = 
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Obligations by activities 


Description 1953 actual | 1954 estimate | 1955 estimate 
‘1. Agencywide program coordination and supervision ____. __ $869, 531 3, $947, 000 
2. Slum clearance and urban redevelopment. ..___.._. vs 1,711, 509 1, 815, 550 1, 953, 000 
3. Housing loans to educational institutions... ......_.._... 317, 066 625 875, 000 
4. Liquidating 694, 749 , 500 340, 000 
6. Project inspection and audit... 90, 348 553, 000 528, 00 
7. Housing researc 533, 312 600 
8. Programing of defense housing and community facilities. 890, 644 205, 000 om 
11, Services performed for other 
| 5, 298, 789 4, 516, 675 4, 243, 000 
Obligations by objects 
Object classification 1953 actual | 1954 estimate | 1955 estimate 
Total number of permanent positions. 1, 026 849 767 
Average number of all employees---.............-.-..---.-.--- 730 602 562 
Average salaries and grades: 
General schedule grades: 
01 Personal services: 
EE LLL EAN $4, 606, 658 $3, 830, 344 $8, 570, 754 
Regular pay in excess of 52-week base_._..____.______- 17, 749 14, 756 13, 746 
Payment above basic rates..........................-- 8, 150 6, 300 3, 400 
Total personal services... .........--...-...-....--.- 4, 682, 557 3, 851, 400 3, 587, 
03 Transportation of 4, 552 4, 3, 
04 Communication 101, 466 79, 425 93, 575 
06 Printing and reproduction... 92, 901 65, 800 55, 400 
07 Other contractual services, miscellaneous. ---___..._.-..- 23, 579 . 900 19, 225 
Services performed by other agencies_..._...._.._....- 92, 112 42, 700 45, 000 
08 Supplies and materials... 37, 039 32, 400 30, 575 
09 Eqvipment 12, 020 15, 975 21, 800 
5, 107 3, 750 3, 850 
ran cdtex.anccneupabekscsdscauseusnauts 5, 298, 789 4, 516, 675 4, 243, 000 
Analysis of expenditures 
1953 actual | 1954 estimate | 1955 estimate 
Unliquidated obligations, start of year_._.............-...--.- $1, 010, 338 $646, 822 $473, 372 
Obligations incurred during the year_.._.._........---.-..-.-. 5, 977, 844 4, 663, 675 4, 243, 000 
6, 988, 182 5, 310, 497 4, 716, 372 
Deduct: 
Adjustment in obligations of prior | 
1, 401, 846 1, 448, 125 1, 343, 000 
Unliquidated obligations, end of year._._..._...-......--- 646, 822 473, 372 520, 550 
4, 845, 606 3, 389, 000 2, 852, 822 
Expenditures are distributed as follows: i 
Out of current authorizations_-_.....-.......--.------.---- 4, 143, 490 2, 889, 000 2, 506, 000 
Out of prior 702, 116 500, 000 346, 
Mr. Corron. The committee will be in order. 


The committee is happy to welcome here this morning the Admin- 
istrator and his associates on the staff of the Housing and Home 
Finance Agency. We are always glad, of course, to have our friend 
and highly esteemed former conmagte: the Administrator, Albert M. 

. T, Fitzpatrick, Deputy Admin- 


Cole, who is accompanied by Mr. 
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istrator and General Counsel; James W. Follin, Director, Division of 
Slum Clearance and Urban Redevelopment; Pere F. Seward, Acting 
Commissioner, Division of Community Facilities and Special Opera- 
tions; J. Stanley Baughman, President, Federal National Mortgage 
Association ; and John M. Frantz, Director, Budget and Organization 
Staff. 

GENERAL STATEMENT 


Mr. Cole, you have a statement to make to us. Do you desire to 
read it in toto, which we will be glad to have you do, or do you wish to 
insert it in the record and paraphrase it orally to us? 

Mr. Cote. Mr. Chairman, I will paraphrase it, but I will read some 
parts of it. 

Mr. Corron. We are glad to have you read it all if you wish. It will 
be inserted in the record in whole, and, Mr. Cole, you may proceed 
and read such parts as you desire and supplement it with any addi- 
tional remarks. 

Mr. Corr. Mr. Chairman and gentlemen, it would be a notable 
understatement for me to say that it has been a busy year since I 
appeared before this committee last March, a few days after my ap- 
pointment as Administrator. A day and a half seems all too short to 
try to acquaint you fully with what we have been doing, are doing, 
and plan to do. I will try to take very little of your time with an 
opening statement, but. perhaps some general remarks will be helpful 
to the committee in the conduct of the hearing. 

First, let me say that I think we have made progress. I mean that 
modestly ; fase | we have not accomplished everything I could have 
wished for, or that you perhaps would think desirable. But I do 
firmly feel that we have made real progress toward the goals that 
President Eisenhower and his administration have set, and that we 
have laid the basis for further progress in the coming year. I hope 
you will agree with me on this judgment when we have concluded this 
discussion, 

When I was here last, I explained that my first assignment from 
the President was to make a complete survey of the housing agencies 
and their programs, and to make recommendations to him. That has 
been my No. 1 job in the months since then. I went into these mat- 
ters first myself. As you probably know, I held a series of meetings 
all over the country with all kinds of people who had ideas or interests 
in housing. I wanted to know what they thought—the builders, lend- 
ers, consumers, trade-union leaders, mayors, materials distributors, 
civic leaders, and others. 

The results of this method of investigation were very interesting 
and informative to me, and I think they had a good deal to do with 
the President’s decision to go a step further—which he did by appoint- 
ing, last September, an Advisory Committee composed of 22 men of 
real prominence in the various phases of the housing economy. He 
instructed me, as Administrator, to serve as chairman of that Com- 
mittee. 

The Advisory Committee met first on September 30, 1953. It 
worked, and worked hard, until its report was submitted to the Presi- 
dent on December 14. The report has since been printed and copies 

_provided to all members of Congress, so I will not take time to sum- 
marize it here. 
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In my opinion, the Advisory Committee did a remarkable job. Of 
course, they did not wholly agree among themselves, nor did I agree 
with all their conclusions. But they did a very important thing: 
they found a lot of common ground on which men of different attitudes 
pref convictions can get together and agree on a concrete program. 
The main outlines of that program, with some modifications, were 
contained in the message of the President transmitted to the Congress 
on January 25. Without taking the time to go into it in detail, I want 
at this point only to identify what seems to me the main theme of the 
Committee’s report and the President’s message—that it has become 
a national objective to make it possible for all American families to 
have good homes in good neighborhoods, and that a vital part of reach- 
ing that objective is a broader, more integrated attack on the whole 
problem of urban blight and the processes of slum formation, with the 
Federal Government providing encouragement and financial assist- 
ance, but with the main burden resting, as it must rest, on local govern- 
ments and private enterprise. 

The committee also made certain recommendations in connection 
with administrative organization. T of course had given that matter a 
great deal of study and thought also, and T have made my own recom- 
mendations to the President. Since the President now has these mat- 
ters under consideration and has not yet made his decisions in the 
matter, I am sure you will understand why I feel it would be inappro- 
priate for me to discuss those recommendations in detail at these 
hearings. I do think it is quite proper to say that in general they 
draw upon the conclusions and advice of the Advisory Committee. 

Now, Mr. Chairman, before we get into the general budget picture, 
T would like to deal quite frankly with some of the criticisms or causes 
for dissatisfaction which, it seems to me, have troubled this commit- 
tee in connection with the Agency and its programs. I am stating 
these points in my words rather than yours, of course, and you may not 
feel that IT have exactly caught your point. But I believe these mat- 
ters have been real sources of concern to the committee. 

I bring these points up because it seems to me that if this Agency 
is to do the job that the administration and the people expect of it, 
we must have, not your doubtful tolerance, but your positive support. 
To make that possible, we had best get doubts and reservations out on 
the table and talk plainly about them. 

First, I think this committee has felt in the past that the Agency 
had too many employees on the Federal payroll. You expressed that 
feeling last year by making pretty deep cuts in the budget requests— 
even in the revised budget requests that Mr. Dodge had approved, 
which themselves were well below the so-called Truman budget. I 
don’t mind telling you that your figures were not easy to live with 
and keep the work moving, but it has been done. Between January 1 
1953, and December 31, 1953, total Agency employment has dropped 
from 12,430 to 11,000, and there are another 100 or more in process of 
being dropped. This does not mean vacant positions'‘abolished. These 
figures refer to actual full-time employees removed from the rolls. 

Second, I think your committee has felt, to put it very simply, that 
the Agency spent too much money, and called on the Treasury too 
freely. We have worked on that problem, and will continue to work 
onit. The 1,500 people ay? om the rolls so far represent more 
than $9 million annually in direct cost to the Government. The total 
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of administrative and nonadministrative expense items under limita- 
tion in the budget before the committee next year is more than $10 
million below the total available for the same items this year. Not all 
of that represents further reductions in employment, of course. In 
addition to these things, we have tightened up on lending programs 
and concentrated on returning funds to the Treasury. We ines sub- 
mitted a tight budget that calls for continuing these policies during 
the rest of this year and next year. 

Third, I think your committee has felt that the Agency was slow 
in getting out of certain kinds of business which ought to be wound up 
and terminated as quickly as possible. You suggested in your last 
report that I might well set up a sort of collection and liquidation 
department. We have given this whole problem a lot of attention. 
In the budget, we have proposed to combine six of the programs in 
the Office of the Administrator into a single liquidating program. This 

lan will go a considerable way toward carrying out your suggestion. 
Ve have also set ourselves to take a big bite out of the remaining war 
and emergency housing by disposition this year and next. If you 
approve our plans as set out in the budget, by the end of next year 
we will be getting down pretty close to a base of long-term, perma- 
nent programs. 

Fourth, I judge that this committee has not felt in the past that the 
various programs of the Agency were very well coordinated, particu- 
larly in the local communities where activities in connection with slum 
clearance, public housing, and FHA insurance may impinge on the 
same areas and the same people, in many cases. I want you to know 
that this is a major concern to me, and to the new commissioners. It 
will play an important part in the organizational recommendations 
which, 1 hope, will shortly be laid before the Congress for considera- 
tion. 

Fifth, your committee indicated to me at your last hearings that it 
was disturbed about the question of unnecessary duplication of activi- 
ties and skills. You pointed out the presence in several different parts 
of the Agency of attorneys, economists, land specialists, engineers, and 
soon. I would like to make two points about this item. First, I think 
part of the problem has been a misunderstanding about the facts. I 
don’t intend that as a criticism ; I simply feel, after being deep in these 
operations for nearly a year, that there is not by any means as much 
duplication or wasted effort as the committee suspected and believed 
might be involved. In part, the problem is that entirely different 
work is being done in various parts of the Agency by people or units 
of organization with the same professional skills, or with similar 
organizational titles. But the attorneys in the Administrator’s office 
are handling a quite different workload than those in PHA, for exam- 
ple. The engineer in a PHA field office may be primarily concerned 
with the maintenance of central heating plants, while the engineer in 
the field office of the Office of the Administrator may be reviewing the 
design of a college dormitory or the plans for a sewer extension. And 
soon. There is a possibility of duplication, of course, about which 
we must be watchful, but I really believe the problem is less serious 
than you seemed to fear in last year’s hearings. 

Second, however, let me say that I do not mean to suggest that the 
committee has not raised a good point. I believe that you have, and 
that we have to dig into it deeper than we have been able to do so far. 
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We simply have not had the time and staff to do everything we have 
wanted to do. Let me say, therefore, that as soon as the immediate 
problems of legislation and basic organization are out of the way, I 
plan to go into each of these similar functions, one by one, and thor- 
oughly. In saying that, however, I want to also mention that organi- 
zation or consolidation on the basis of similar skills is not necessarily 
in every case the economical or efficient approach. I think we will 
not be able to solve this problem with a rule of thumb; we will have 
to look carefully at the work, the people, and the relationships in each 
case, and decide how each can be set up most effectively. 

Finally, your committee has had very serious misgivings about the 
low-rent public housing program—both as to its basic merits and as to 
its administration. 

Speaking first to the merits, let me say this: If I could believe that 
there is a fair and feasible way to terminate the present program now, 
as to new construction, I would recommend it to the President and to 
you. I have not found it. Although I hesitate to speak for the whole 
membership of the Advisory Committee, I think it is fair to say that 
they began their work with a predisposition, perhaps a hope, that the 
low-rent program could be ended. Again, I think it is fair to say that 
the Advisory Committee recommended its continuation, not because 
they were or are promoters of public housing, but because they were 
honestly convinced that for at least the next few years it is a necessary 
program. They could not, in all honesty, conclude that they were 
prepared to offer workable proposals which would reasonably seem to 
make it unnecessary. 

The basic problem can be stated very simply. Everyone—literally, 
I think, everyone—agrees that it has become a national necessity to do 
something about clearing out existing slums and stopping the forma- 
tion of new slums. It makes no difference whether the question is 
approached from the point of view of human considerations, cold 
economics, practical politics, or any combination of these—the answer 
is the same. But in order to do what must be done, families must be 
moved out of slums and out of overcrowded and declining neighbor- 
hoods. Some, indeed many, of these families, have very low incomes. 
We believe we can go a considerable way toward enabling private 
enterprise to meet the problems of families of lower income than is the 
case now. We propose to do that. But these steps, while they will 
shrink the problem, will not make it disappear. 

So we come back, it seems to me, to the conclusion that for the 
time being—if we are to have a workable, across-the-board attack on 
urban slums and blight—we must continue a moderate program of fed- 
erally supported low-rent public housing. I do not mean indefinitely. 
Successful experience with the new programs recommended by the 
President will, I believe, reduce greatly the problem we confront. 
Beyond that, I not only hope but believe that a better method of meet- 
ing the needs of the lowest income families can and will be found. 
I do not propose to drop the exploration of such methods. 

On the basis of the considerations I have summarized, the findings 
of the President’s Advisory Committee, and the recommendations 
of the new PHA Commissioner, I recommended to the President and 
he has asked the Congress to approve a moderate, but stable, program 
of 35,000 additional units per year for the next 4 years, with the un- 
derstanding that the whole problem will be reexamined at the end of 
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the third year. The program submitted in the budget would cover 
the first year of this 4-year proposal. 

Let me make it clear, however, that I am not simply recommending 
continuation of the old program as such. On the contrary, I am rec- 
ommending basic changes in approach, policy, and administration. 
The formula for financing construction and fixing rents is essentially 
the same. In other basic respects, the program the President has pre- 
sented is very different. We do not propose to go on building public 
housing against an ever-growing deficiency in acceptable housing for 
families of low income. We propose to use this limited program as a 
tool in an overall approach to the provision of new housing and the im- 
provement of existing housing and neighborhoods—to cut the problem 
down in size while getting at its root cause. It is in that light that 
you should consider the recommendations in the budget and in the 

resident’s housing message. 

I strongly hope that this solution will commend itself to the Appro- 
priations Committees and to both Houses of the Congress. I think 
everyone involved—at the Federal level and the local level equally— 
needs a respite from the controversy and uncertainty which have 
surrounded this question and would benefit from a stable program 
for the next 4 years. The President’s proposal will permit the Con- 
gress, the Agency and the cities to sake plans and go to work with 
some assurance as to what the immediate future holds. 

On the score of administration, I feel we have done much to elimi- 
nate the sources of concern. That is properly an area for Mr. Slusser 
to discuss; I will simply say now that he and I are equally determined 
to do whatever is necessary to set at rest all legitimate doubts as to the 
propriety or the efficiency with which the public housing laws are 
administered. 

Perhaps I should speak briefly of the general assumptions used in 
preparing the budget estimates for the fiscal year 1955. You know, of 
course, that under the standard instructions we are required to leave 
out of account the effects of any new legislation. The budget, there- 
fore, assumes that the laws next year will read as they do now and 
takes no account of changes stemming from the recommendations of 
the Advisory Committee and the President. 

With that in mind, and because, when the budget was prepared, the 
mortgage market was in a rather disturbed condition, the estimates 
assume some decline in new housing starts—to a level of about 900,000 
for the fiscal year 1955. Again, that represents what we think might 
well happen if no action were taken in the meantime. I want to make 
it quite clear that it does not represent an attitude on the part of the 
administration that there should be such a decline. I have said pub- 
licly on several occasions that, in my opinion, a high level of new 
housing construction is important in terms of housing as such, and 
equally important to the stability of the general economy. I hope 
that start will be maintained above the million level, and that is one 
of the objectives of the President’s recommendations to the Congress. 

For logical consistency, however, the detailed estimates do reflect 
an assumed reduction. This, in turn, requires the assumption of 
lower workload in some areas, particularly in connection with the 
FHA. It is entirely possible, therefore—indeed, we hope—that the 
FHA workload will prove in fact to be substantially above that re- 
flected in the budget. 
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It has also been assumed that moderate improvement would con- 
tinue in the mortgage market, making funds available in sufficient 
quantity to support new financing at the assumed levels and to permit 
sales of somewhat less than $500 million in mortgages now in the 
FNMA portfolio. It has not been assumed that surplus funds seek- 
ing investment will be available in such quantities as to permit a more 
wholesale disposition of mortgages by the Government without inter- 
fering unduly with the supply of funds for new construction and 
without substantial and unnecessary loss to the Government. 

Before I conclude, I want to mention the fact that your hearin 
will give the committee an opportunity to become acquainted with the 
new heads of the major constituent agencies, who have been appointed 
since our session last year. 

Mr. Walter McAllister, Chairman of the Home Loan Bank Board, 
has been an outstanding figure in savings and loan activities in the 
Southwest for many years. 

The new Federal Housing Commissioner is Mr. Guy T. O. Holly- 
day, who comes to the Agency with long experience in mortgage fi- 
nancing, and a special interest in the field of rehabilitation and con- 
servation of existing neighborhoods—a field which has greatly in- 
terested your committee. 

The new Public Housing Commissioner is Mr. Charles Slusser, the 
distinguished former mayor of Akron, Ohio. Needless to say, Mr. 
Slusser has first-hand knowledge of the problems of cities in clearing 
and preventing slums and blight, and providing for the housing needs 
of families who must be displaced in this process. 

I have with me today the new Director of Slum Clearance and 
Urban Redevelopment, Mr. James W. Follin. Unfortunately, the 
Commissioner of Community Facilities and Special Operations, Mr. 
Hazeltine, is ill. 

Mr. Chairman, that concludes my introductory remarks. My as- 
sistants and I will do our best. to answer any questions you may have 
in mind about the budget before you for consideration. 

Mr. Corron. Thank you, Mr. Cole. That is a very excellent and 
well expressed statement which opens up many subjects for discus- 
sion. One of the most interesting parts of the statement has to do 
with public housing, but in view of the fact the public housing subject 
is to be considered tomorrow rather than today, I am going to refrain 
from going into that at this time, and simply go on with the busi- 
ness of the day reserving questions on that part of your statement 
until we come to them. I cannot speak for the rest of the committee, 
but I will defer my questions on that subject for the time being. 

Now, Mr. Reporter, please insert at this point page A-1 of the 
justifications. 

(The material referred to follows:) 


INTRODUCTORY NOTE 


The Housing and Home Finance Agency, established under the terms of Reor- 
ganization Plan No. 3 of 1947, administers the principal nonfarm housing pro- 
grams of the Federal Government. The Agency is composed of the following 
organizations: 

1. The Office of the Administrator—headed by the Housing and Home Finance 
Administrator. Reorganization Plan No. 22 of 1950, transferred the Federal 
National Mortgage Association to the Office of the Administrator, where it 
functions as a separate operating unit in corporate form. The Administrator is 


2045 


Chairman of the Board of Directors of the Association, while its operations are 
under direction of its President ; 

2. The Home Loan Bank Board—whose operations are administered by a 
three-man bipartisan board. The Board includes the Federal Savings and Loan 
Insurance Corporation whose operations are under the direction of a general 


manager ; 
3. The Federal Housing Administration—under the direction of a commis- 


sioner ; and 
4. The Public Housing Administration—also under the direction of a com- 


missioner. 

Each of the constituent units of the Housing and Home Finance Agency is 
responsible for the formulation and presentation of a budget program to support 
its assigned activities. The underlying program assumptions have been in each 
instance the subject of discussion and approval by the Administrator and the 
budget programs based upon such assumptions have also been reviewed and 
approved in terms of their relation to overall Agency policy. 

In this first volume are presented the justifications of budget estimates for 
the Office of the Administrator, including the Federal National Mortgage Associa- 
tion. The budget programs of the three constituent agencies are separately 
presented in volumes 2, 3, and 4 of this series, in the same order as their listing 
above. 

ORGANIZATION OF THE HOUSING AND HOME FINANCE AGENCY 


Mr. Corron. Mr. Administrator, on page A-1 appears an intro- 
ductory note which gives the overall components of the whole housing 
setup. It has always been a source of interest and some perplexity 
to some of us on the committee who try to have clearly in our minds 
the relationship of the Office of the Administrator with the separate 
agencies of the housing establishment. Iam not as familiar as I wish 
I were with the Housing Reorganization Plan of 1947. Every year 
members of this committee have asked questions on this point. It 
has seemed to us in the past that we had an administrative setup there 
and it was not clear to this committee how much actual authority and 
how much actual participation the Administrator and the Office of the 
Administrator had with the Home Loan Bank Board, the Federal 
Housing Administration and the Public Housing Administration. 
Now ,you have touched on that in page A-1. Would you amplify it? 

Mr. Corr. Yes. The Reorganization Plan of 1947, to which you 
referred, provided for the organization of the HHFA. The HHFA 
is the overall agency which has general supervision and coordination 
authority with respect to the three so-called constituent agencies— 
namely, the Home Loan Bank Board, the Federal Housing Admin- 
istration and the Public Housing Administration. Without describ- 
ing the activities of these three agencies, which I am sure you are 
familiar with, the Home Loan Bank Board has supervision of and 
insurance of the savings and loan institutions generally 

Mr. Corron. Pardon me for interrupting, but maybe I did not make 
my question clear. What I am trying to establish is the actual author- 
ity of the Administrator over these component parts. 

Mr. Corz. The extent of the actual authority is described in the 
word “general” as regards supervision and coordination. His actual 
authority is to coordinate the activities of the various agencies; to 
supervise them; to discuss with them broad matters of policy having 
to do with policies laid down by the Congress legislatively ; to deter- 
mine whether or not the activities of the three constitutents are co- 
ordinated so as to accomplish the objective which Congress has laid 
down in broad policy objectives; and secondly, to coordinate the activi- 
ties with respect to administrative policies on the part of the executive 
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branch, and to determine that these three agencies having to do with 
housing are coordinating their efforts along the lines and the policies 
laid down not only by the Congress but by the Administration, by the 
President. Thirdly, it is to coordinate the activities of the three con- 
stituents with respect to their operations in the field. 

Now, the actual authority, frankly, is a bit fuzzy. It is my opinion 
that the Administrator can discuss with the various constituent agen- 
cies the question of whether or not they are following through with 
policy, whether or not the broad approach is an integrated approach. 
But it is very doubtful that the Administrator can say “This is a 
matter of policy; you must follow through in a given activity and 
carry out this specific activity according to that policy.” It is not 
clearly defined—the authority is not clearly defined in the present 
reorganization plan, quite truthfully. 

Mr. Corron. Then your answer, when it is all boiled down—and 
it is not your fault or the fault of the agency, it is in the basic law— 
is that you have got this rather elaborate setup of an administrative 
office of the Administrator, which may be working all right because 
your colleagues are cooperating, but actually you have all this setup 
without any real authority over these agencies. 

Mr. Cork. That is right. 

Mr. Corron. Do you believe that is a healthy situation? 

Mr. Corr. No, I do not. 

Mr. Corron. Would it be your recommendation that it be remedied 
if we are going to have a working organization ? 

Mr. Core. It would seem to me, Mr. Cotton, that to give an agency 
supervision and coordination responsibility without the authority is 
an unworkable organization. 


SALARIES AND Exrrenses 


Mr. Corron. Now, Mr. Reporter, let us turn to page A—4 and insert 
pages A-4 through A-6, and I think I will include page A-7 as well. 
(The information referred to follows :) 


SUMMARY OF THE OA BUDGET 


As shown in tables I and ITI at the end of this section, the OA budget estimate 
for staff expenses for 1955 presented in this justification is $3,615,000, as compared 
with $3,963,675 for the current fiscal year—a decline of about 10 percent. These 
totals are made up of the following sums: 


1954 1955 
Get $3, 215,550 | $2,900, 000 


The most important trends in the OA budget program are the following: 

1. A reduction in total man-years of employment in the OA—490 for the 
budget year as compared with 536 for the current year. 

2. A virtually constant level of staff time devoted to general Agency super- 
vision and coordination. 

3. A slight growth in administrative expense and staff time for the slum 
clearance and urban redevelopment program, occurring over a period during 
which the workload in that program increases very materially. 

4. A very marked curtailment in the various programs assigned to the Office 
for completion and liquidation. 


= — 
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These major trends are developed in more detail in the discussion which 
follows. 


Main features of OA programs 


The activities supported by the funds requested in the budget and the average 
employment projected for the current and budget years will be found in table II. 
In the following paragraphs each of these activities is briefly identified and 
discussed. 

1. Agency supervision and coordination.—Reorganization Plan No. 3 of 1947, 
which established the Housing and Home Finance Agency, established the 
Administrator as head of the Agency and assigned to him the responsibility for 
general supervision and coordination of the housing programs and functions of 
the constituent units of the Agency. Most of the staff units of the Office of the 
Administrator participate in the program of agencywide program coordination 
and supervision. A total of $947,000 is provided for this activity for 1955. 
This amount will support an average employment of 127—the same staff level 
as that for the current year. In addition to the normal functions, additional 
emphasis will be placed on coordination of Ageney activities and operations in 
the field. Carrying into effect the results of the studies of Agency organization 
and program operations just completed will undoubtedly constitute a most 
important part of this staff activity. 

2. Slum clearance and urban redevelopment.—Title I of the Housing Act of 
149 provides statutory authority for the program of slum clearance and urban 
redevelopment. The program is administered by the Division of Slum Clear- 
ance and Urban Redevelopment including the Slum Clearance Branch of the 
Division of Law. 

The budget program for 1955 contemplates the addition of a substantial num- 
ber of new local programs and a great increase in the number of projects 
actually in the execution stage. However, the program also reflects—perhaps 
even more significantly—progressive development of policies designed to secure 
maximum local community initiative and responsibility, involving conservation 
and rehabilitation in addition to clearance. Both title I itself and the special 
provisions of the First Independent Offices Appropriation Act, 1954, are designed 
to limit Federal aid to those communities engaged in a positive local eftort to 
eliminate existing slums and the causes of slum formation; further, title I aid 
is intended to be confined to situations which cannot be remedied by rehabilita- 
tion or other means short of clearance and redevelopment. 

It is anticipated that 40 new localities will enter the program and final plan- 
ning will be begun on 75 additional projects, while by the end of 1955, 143 
projects will be in the development stage when land acquisition, clearance, 
improvement, and disposition are going on. Complete capital grant payments 
on 24 projeets and partial payments in connection with another 60 projects are 
estimated to total $67 million by the end of 1955. <A total of $28 million has been 
appropriated to date and appropriation of the additional $39 million is requested 
for 1955. Administrative expenses of the slum clearance and urban redevelop- 
ment program are expected to increase from $1,815,550 to $1,953,000 in 1955. 


This increase would support an additional 17 man-years, 


3. Housing loans to educational institutions —Under title IV of the Housing 
Act of 1950, the Administrator makes long-term low-interest loans to certain 
institutions of higher learning to assist in provision of housing for students and 


‘faculty. The budget program for 1955 assumes that the loan authorization will 


be increased from $150 to $175 million by the release of an additional $25 million 
of the statutory authorization for use during the budget year. It is estimated 
that as many as 400 colleges and universities (including many of the smaller 
schools previously excluded by virtue of the so-called defense restriction) may 
apply for loan assistance during the current and budget years. Efforts will be 
made to encourage private financing at maximum levels. The requested authori- 
zation for administrative expenses for 1955 is $875,000—a small increase over 
the $360,625 available during the current fiscal year. 

4, Liquidating activities —The budget program contemplates important prog- 


ress toward final liquidation of the following programs: 


(a) The Alaska housing program: 

(b) The prefabricated housing loan program; 

(c) The program of maintenance and disposition of defense public works: 
(d) The defense community facilities and services program; and 

(e) The two public works advance planning programs. 


| 
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It is proposed to establish a liquidation revolving fund to which the assets and 
liabilities of these six programs in liquidation will be transferred for administra- 
tion on a business-enterprise basis. Liquidating dvidends will be declared to the 
Treasury as sums in excess of requirements accumulate. The total budget pro- 
gram for the new revolving fund contemplates substantial realization for the 
Treasury on existing assets during 1954 and 1955, at a declining administrative 
cost—$340,000 as compared with a total of $484,500 available for the individual 
programs during the current year, 


SOURCES OF FUNDS RELATED TO BUDGET PRESENTATION AND JUSTIFICATION 


The staff expenses of the Office of the Administrator are supported by funds 
from several different sources. These fall into four main classes: 

1. Appropriations from the Treasury.—The only appropriation for staff ex- 
penses requested for 1955 is under the head, “Salaries and expenses.” 

2. Authorization to use corporate funds for administrative expenses.—The 
First Independent Offices Appropriations Act, 1954, included several author- 
izations of this character. For fiscal 1955 2 authorizations are requested—1 for 
the college housing loan program and the second to cover the 6 programs in 
liquidation under the head, “Liquidating programs.” 

3. Allocations or advances of funds appropriated to other agencies.—Funds 
appropriated to the Office of Education, Department of Health, Education, and 
Welfare, are advanced for the functions performed by the Office of Administra- 
tor on behalf of the Commissioner of Education. 

4. Authorization to defray nonadministrative expenses from fees.—The ex- 
penses of protecting the Government’s interests by engineering inspection and 
audit of projects carried out through certain financial-aid programs of the Office 
are classified as nonadministrative and are required to be compensated by fixed 
fees assesed against the beneficiaries of these programs. 

Funds from these several sources support the operating expenses of a single 
integrated organization. For efficiency and economy, staff and common services 
for all programs are consolidated so that there is a single legal staff, a single 
audit staff, a single compliance staff, etc. In only a few cases can an entire 
organization unit be identified with a single operating program or a single source 
of funds. Similarly, in no instance is the full conduct of a program confined to a 
single organization unit. 

Some individual appropriations and authorizations provide for more than one 
program or activity. For example, in 1955 the appropriation “Salaries and ex- 
penses” covers the programs of agency wide program coordination and super- 
vision and slum clearance and urban redevelopment. The authorization “Liqui- 
dating programs” covers the 6 programs in liquidation. A majority of the em- 
ployees of the total office work on or serve, and their expenses are charged to, 
more than 1 program or activity. An expense distribution system to maintain 
costs by programs is kept in the official books, subject to audit. This system is 
designed to produce reasonably accurate results without resorting to elaborate 
and expensive cost-accounting procedures. 


Mr. Corron. In these pages, Mr. Administrator, you have outlined 
very well for the committee the story of this year’s budget recommen- 
dations. I gather from reading these pages that you are succeeding 
in reducing the activities and expense in practically all phases of your 
work except the slum clearance and urban redevelopment program, 
and because of the new emphasis and the new policy with regard to 
that program there is some increase. 

Mr. Cots. Yes, a small increase. That is correct. But otherwise 
it is a definite reduction, both in activity and personnel. 

Mr. Corron. I seem to recall that later on in these justifications 
there is a slight increase in the college housing. 

Mr. Cox. That is correct. But that also, again, is by reason of 
the increased authorization. 

Mr. Corton. As to the slum clearance and urban redevelopment 
and the college peggy are they the only phases in the 
ey as far as the Office of the Administrator is concerned, that 

ave an increase either in personnel or in requested appropriations? 


| 

j 
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Mr. Franz. Mr. Cotton, that is true as to personnel. There is a 
small dollar increase in the supervision and coordination item, which 
actually is due fundamentally to a change in bookkeeping. Formerly 
we did not charge that program with its proportionate share of the 
space on which we pay rent; now we do, which is a shift of charges. 

Mr. Corton. You called my attention to one of them. Now are 
those three the only phases of your office that are increased in your 
budget ¢ 

Mr. Coz. Yes, that is right. 

Mr. Corron. Starting at the bottom of page A-4 you have a very 
good summary of the activities, and your first one “Agency Super- 
vision and Coordination” states in part: 

Responsibility for general supervision and coordination of the housing pro- 
grams and functions of the constituent units of the agency. 

That is just what we have been talking about in connection with 
page A-1 and the general authority of the Administrator. 

Mr. Cote. That is correct. 

Mr. Corron, On page A-6—and we are coming to all of these, of 
course, in more detail later—you have just touched on one point. Will 
you touch on it again at this time, as to the reasons for the increased 
activity in housing loans to educational institutions ¢ 

Mr. Cote. Yes. 

Mr. Corron. Is it more appropriations or what? 

Mr. Core. An increase in the authorization, expanding the pro- 

ram. 
7 Now, as you recall, there was an overall limitation of $300 million. 
That was restricted during the Korean war, and then each year the 
President in the budget has authorized a certain part of this $300 
million to be used. This year we expect that to increase. 

Mr. Corron. I am passing over this rather hurriedly because each 
one of these will come later. 


LIQUIDATING ACTIVITIES 


On the fourth activity, “Liquidating activities’—and I am much 
interested in your preliminary statement from reading the justifica- 
tions last night—I think you are to be commended for coming up with 
a suggestion on a situation that, as you know, has concerned this com- 
mittee for a long time, and having a concrete proposition for this gen- 
eral pooling of the liquidation. I want, for the record at this point, 
some information. Inthe Alaska housing program, I think I observed 
later in the justifications, there has been no new projects started, and 
I believe you used the words in the justification “no new ones are 
contemplated.” 

Mr. Core. That is correct. 

Mr. Corron. The prefabricated housing loan program, do you plan 
of that? 

r. Cotz. We do not plan any more of that. 

Mr. Corron. There is no more of that? 

Mr. Core. No. 

Mr. Corron. The program of maintenance and disposition of de- 
fense public works. 

Mr. Corr. That, of course, is liquidating, and we are continuing 
with that at a very satisfactory rate, I believe. 
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Mr. Corron. In other words, items a, b, and c, the first three of 
those programs, definitely, as far as you are concerned, have no new 
ventures of any kind? 

Mr, Cox. That is right, very definitely. 

Mr. Corron. Now, item d, the defense community facilities and 
service programs, and item e, the two public works advance planning 
programs, are those programs part of the President’s plan for standby 
to take care of any threatened recession or depression ? 

Mr. Coxe. First, the defense community facilities program is not. 
We are not recommending any continuation of the defense community 
facilities program. 

Mr. Corron. That is all over? 

Mr. Corr. Yes. 

Mr. Corron. So now we are down to the last one, item e. 

Mr. Coir. The advance planning programs. This particular ad- 
vance planning program we are liquidating. Now, as you are aware, 
the President has suggested or has recommended an advance planning 
program which is a part of the President’s budget. 

Mr. Franrz. That is correct. There is nothing about it in this book 
of justifications, however. 

Mr. Corron. It has nothing to do with item e? 

Mr. Frantz. That is right. 

Mr. Corron. On this item e, the two public works advance planning 
programs, have you come to an end or not? 

Mr. Frantz. Yes, sir. One of those expired in 1947 and the other 
in 1951 as far as commitments for new work are concerned. 

Mr. Corron. So that all that we have in any of these liquidating 
activities are some loans or grants yet to be made that have been 
promised heretofore ? 

Mr. Franvz. That is correct, Mr. Cotton. 

Mr. Corron. And, of course, refinancing and so forth, but there are 
no new ventures of any kind in any one of these? 

Mr. Franrz. That is correct. 

Mr. Corron. That is definite and final? 

Mr. Cote. That is very definite and very final. 

Mr. Corron. There is nothing to prevent your making new commit- 
ments in the Alaska housing program, is there, if you saw fit? 
ye Core. Under the lawe T don’t know. Mr. Fitzpatrick, is 
there ? 

Mr. Frrzpatrick. The law itself permits you to make new commit- 
ments; the decision not to make them was administrative. 

Mr. Corron. I got the impression as I read these justifications that 
that one was purely a matter of decision on your part and you could 
go ahead if you want to. : 

Mr. Corr. Yes; but I am not planning to. 

Mr. Frantz. I think there is this additional point on that, Mr. 
Chairman—that the language proposed for this liquidating revolving 
fund itself defines the purposes for which the fund would be available, 
and it would not be available for new ventures even though the basic 
authority in the act is still there. 

Mr, Corron. In other words, when you pay back money you cannot 
lend it over, and you have exhausted the appropriation you have 
there; so actually your hands are tied. 

Mr. Franrz. Unless the Congress were to appropriate more money 
under the basic statute. 
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Mr. Corron. The other four items, b, c, d, and e, could you proceed 
with any new ventures in any of those four if you changed your mind ¢ 

Mr. Coxe. Certainly not under b. Only as to d up to June 30. 

Mr. Corron. That is the defense community facilities and service 
program; you do have authority up to June 30. 

Mr. Cotz. Right. 

Mr. Corvon. All the rest of the program outside of items a and d 
is legally and definitely terminated so there can be no new ventures 
regardless of the decision of the Administrator or the agency ? 

Mr. Yes. 

Mr. Corton. I note it says there is “a declining administrative 
cost—$340,000 as compared with a total of $484,500 available for the 
individual programs a the current year.” 

That is a decided reduction, but in view of the fact that your activi- 
ties must be steadily declining, will you justify the fact that there 
is not a greater reduction ? 

Mr. Coxe. Let me first speak to that. I have been constantly im- 
pressed wtih the problems involved in this Alaska housing program 
and in the prefabricated housing program particularly. They were 
instituted in an atmosphere of getting a job done, in my judgment, 
without too much thought as to quite how it would be done. And may 
I say that the business of collecting on the prefabricated loans is a very 
involved and a complex situation, with hundreds of thousands of dol- 
lars invested by the Government in all sorts of companies throughout 
the country, with all kinds of security, even down to collateral in the 
form of inventories, and the collection, the law suits, the auditing, the 
following through with it is a tremendous operation. We have some 
in Alaska, for instance, where we have problems in working out these 
large housing projects, and finally liquidating them, and it involves a 
lot of administrative activity. 

Mr. Corron. Thank you. We will come to that later. I probably 
should not have brought it up at this point anyway. 


SOURCES OF FUNDS 


Now, proceeding rather rapidly, the sources of funds that you have 
outlined here are very clear, of course. No. 1, appropriations from 
the Treasury, we are familiar with that, and No. 2, the authorization 
to use corporate funds, we quite understand, I think. As to No. 3, 
allocations or advances of funds appropriated to other agencies, you 
are receiving funds from other agencies for work that you do in their 
programs ? 

Mr. Corr. Yes, sir. For instance, the Department of Health, Edu- 
cation, and Welfare allocates funds with respect to the construction 
of schools under their program, which has been delegated to this 
agency. 

ie. Cancon. What is the reference in the justification where you 
go into detail on those funds? 

_ Mr. Franrz. That appears, Mr. Cotton, on page H-6, table II-A. 
It shows the activities and the amounts involved—under the heading 
“Other Budgeted Activities.” 

Mr. Corron. I would like to have that table inserted in the record, 
page H-6, table IT—A. 

(The table referred to follows :) 
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Mr. Corron. Now, the school construction; you received that from 
what agency ? 

Mr. Frantz. From the Office of Education in the Department of 
Health, Education, and Welfare. 

Mr. Corron. In the present fiscal year of 1954 you received $800,000 ? 

Mr. Franz. That is correct. 

Mr. Corron. You anticipate in 1955, $850,000 ? 

Mr. Franz. That is right. 

Mr. Corron. It is not quite clear what you mean by “disposition.” 

Mr. Cote. “Disposition” is the program of disposing of so-called 
Lanham Act houses which were built during World War II. 

Mr. Corron. You receive $100,000 on that one? 

Mr. Coxe. Yes. That is from the actual disposition activities or 
proceeds. 

Mr. Corron. It does not come from any other agency ¢ 

Mr. Corr. No. 

Mr. Frantz. That is right. The funds are administered by PHA. 

Mr. Corron. I will be going into that. I was interested in what 
you received from other agencies. 

On page H-6, table II—A, does it show what you received from the 
Defense Department ? 

Mr. Frantz. We have no transfers from the Defense Department, 
Mr. Cotton. The only one that is not shown here is the funds that 
are allocated to us by the FOA for point 4 activities. Those do not 
appear in the budget because the point 4 budget is usually not sub- 
mitted until about April. 

Mr. Corron. Will you insert at this point in the record, or give it 
to us right now, the total amounts that your agency anticipates re- 
cine from other agencies, and a comparison with the current fiscal 

ear 
‘ Mr. Frantz. Yes, sir. 

Mr. Corron. Do you have separated in any form the personnel in 
your agency that is devoted to this work and being paid from what 
you receive from other agencies ? 

Mr. Frantz. In some cases we do, Mr. Cotton. 

Mr. Corron. You could not give us a summary of how many man- 
years or how many actual positions ? 

Mr. Frantz. Man-years we can, and we can tell you, in effect, how 
many pores we would reduce our force if we did not have the funds 
from the other agencies. We cannot in all cases identify the individual 


employees. 
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Number of man-years supported frem reimbursements from other Government 


agencies 
| In January 1 In 1954 In 1955 
employment budget budget 
School construction administrative and nonadministrative 
(from Office of Education, Department of Health, Educa- 
Disaster relief (from emergency fund for the President) 2 


1 These figures do not include the staff working here and overseas on point 4 activities (on Jan. 1, 1954, 
9 departmental and 16 overseas). Money for these activities is supplied by Foreign Operations Adminis- 
tration whose budget is not prepared until later in the year. Also excluded are temporary reimbursable 
details of individuals to other agencies. While there are usually a few man-years in this category, no 
estimates are made for the current and budget years since the amounts are insignificant and dependable 
estimates cannot be made. 


Mr. Corron. T am taking too much time, and we will cover these 
rapidly. No. 4, authorization to defray nonadministrative expenses 
from fees. 

Mr. Corr. You find those in the same table under “Nonadministra- 
tive”, page H-6, table II-A. 

Mr. Corron. For the record, what, in general, are the fees that you 
charge or receive, and from whom ? 

Mr. Corr. Those are for engineering and supervisory activities in 
the field—audit, inspection of slum clearance—— 

Mr. Corron. Do the fees come from local housing organizations, 
local housing authorities, or from States, from cities, or from in- 
dividuals? 

Mr. Cotr. They come from the funds which are allocated either in 
loans or grants, generally. Let’s take slum clearance and urban re- 
development. A loan or grant is made to the local redevelopment 
authority to clear the slums and then to redevelop them. Out of that 
fund, then, certain fees are charged which really are part of the Fed- 
eral Government’s funds with, the exception of this—— 

Mr. Corron. I lend you a hundred dollars and then I charge you 
$10 for advising you what to do with the hundred dollars. 

Mr. Cotx. Almost but not quite. You lend me the hundred dol- 
Jars and I put up $3314, too, under the loan-and-grant proposal. So 
the local government pays part of it. But these are the fees that come 
from project funds for supervision and engineering and auditing. 

Mr. Corron. Thank you. 

; = Cor. The rest of those nonadministrative items are generally 
similar. 


PERSONAL SERVICES BY ACTIVITY AND ORGANIZATION UNITS 


Mr. Corron. Let us proceed to page A-10, and, Mr. Reporter, in- 
sert at this point in the record the tables on pages A-10 and A-11. 
(The material referred to follows :) 
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Housing and Home Finance Agency, Office of the Administrator—Comparison by 
organization unit 


Actual, 1953 | Estimate, 1954 Estimate, 1955 
Organization unit | 
Posi- | Man-| Posi- | Man- | Posi- | Man- 
tions | years | tions | years | tions | years 
Administrator and Deputy Administrator..............__.- 8 7.0 6 6.0 6 5.9 
4 2.4 2 2.0 2 2.0 
Compliance and special investigations. 11 9.0 13 | 12.0 13 12.0 
International housing activities__.................--.-- 7 6.2 5 4.0 4 4.0 
Division of Information 13 12.3 10 9.0 9 8.9 
Division of Plans and Programs. .......................-.. 61 56, 2 40 | 32.5 27 25. 2 
Division of Law (excluding Slum Clearance Branch). __..__- 46| 410 31 | 29.6 29 27.4 
Division of Slum Clearance and Urban Redevelopment- -___- 155 | 145.1 159 | 147.3 159 | 157.7 
Slum Clearance Branch, Division of Law...............--- 35 8 36 32. 3 37 36.4 
46 41.5 29 26.3 23 22.3 
86 71.2 64 61.1 55 51.8 
29 24.6 23 22.2 23 21.6 
69 56.7 46 44.4 40 38.6 
Division of Field Coordination__- 5 3.5 5 4.1 3 2.9 
Regional offices: 
Regional representative ..........................-...... 39 24.1 22 14.3 18 11.3 
Community requirements... 46 | 37.2 25 19.6 19 14.3 
Regional counsel... 18 | 10.9 18 9.7 14 8.6 
48 | 34.3 20 | 16.5 15 13.5 
32] 28.3 18 12.2 18 11.9 
Financial analysis and control......................---- 12 91 12 11.5 12 10, 1 
Subtotal, regiomal offiees...- 195 | 143.9 115 | 83.8 96 69.7 
Miscellaneous reimbursable and 4.3 |- 
Positions and average 836 | 711.9 621 | 536.3 0 | 490 
$4, 514, 876 $3, 426, 400 $3, 118, 100 
550, 802 500, 575 459, 900 
5, 075, 678 3, 926, 975 3, 578, 000 
Services performed by other agencies_...........-.-.-------- 88, 769 36, 700 37, 000 
5, 164, 447 3, 963, 675 3, 615, 000 


Mr. Corron. I gather, Mr. Cole, that those two tables come as near 
being the master tables for this set of justifications as anything. 
Mr. Corr. Yes; that is right. 


AGENCYWIDE PROGRAM COORDINATION AND SUPERVISION 


Mr. Corron. Referring to page A-10, very rapidly, it shows your 
agencywide program coordination and supervision, and that is a very 
stately name for what ? 

Mr. Coz. Let’s see if I can say it. 

Mr. Corron. Is that the general supervisory work of the Adminis- 
trator’s office ? 

Mr. Coz. That is right. 

Mr. Corron. You are asking for $947,000 which is $24,000 above 
last year’s appropriation. 

Mr. Frantz. The same amount of personnel; a little increase in 
money due to the change in accounting to which I referred. 


SLUM CLEARANCE AND URBAN REDEVELOPMENT 


Mr. Corron. In slum clearance and urban redevelopment you are 
asking for an increase of approximately $137,000? 

Mr. Cote. The difference between $1,815,550 and $1,953,000. 

Mr. Corron. And the difference in man-years ? 
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Mr. Frantz. The difference in man-years is from an estimate of 251 
for this year to 268. 

Mr. Corron. About 17 ? 

Mr. Frantz. Yes. 

Mr. Corron. Housing research, you have completely dropped. Is 
that right? 

Mr. Core. Yes. 

Mr. Corron. As one member of the committee, I think you are to be 
commended for it. 

The “Programing of defense housing and community facilities” 
is, as we have already found, terminated. Is that correct? 

Mr. Coin. Yes; we are recommending that it be terminated, and it 
is terminated by law. 

Mr. Corron. “Defense production activities” has expired ? 

Mr. Cote. The same thing is true. 

Mr. Corron. And the President’s Advisory Committee was just for 
last year ? 

Mr. Yes. 

LIQUIDATING PROGRAMS 


Mr. Corron. And “Liquidating programs” ? 

Mr. Corr. Those are the six you mentioned a while ago. 

Mr. Corron. Yes, and you have the appropriation reduced by 
roughly $144,500, and the man-years reduced from 67 to 46.7. 

Mr. Core. Yes. 


HOUSING LOANS TO EDUCATIONAL INSTITUTIONS 


Mr. Corron. For “Housing loans to educational institutions,” you 
have an increase. 

Mr. Frantz. An increase of a little less than $15,000; from $360,- 
625 to $375,000. 

Mr. Corton. That is $15,000, and an increase in personnel or man- 
years of what? 

Mr. Frantz. About 214. 

Mr. Corron. There is no budget request for “Miscellaneous reim- 
bursable activities?” 

Mr. Frantz. That appears only in the actual year, and represents 
the miscellaneous details of personnel back and forth between agen- 
cies to do special jobs, which you do not budget for because you do 
not know about them in advance. 

Mr. Corron. You anticipate that there will be some, however ? 

Mr. Frantz. There are always small amounts. 

Mr. Corron. You have no way of knowing whether it is more or less 
than the current fiscal year? 

Mr. Frantz. That is correct. 

Mr. Corron. Now on page A-11, that simply puts into actual posi- 
tions what are referred to in terms of man-years on A-10? 

Mr. Frantz. That is correct. 


NUMBER OF EMPLOYEES 


Mr. Corron. I will not go into it item by item, the other members 
may be desirous of doing so, but in your overall personnel setup that 
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you referred to in your opening statement, Mr. Cole, what do today’s 
records show is the cobal Gane ersonnel in the Office of the Ad- 
ministrator, including FNMA, and then break it down into the Office 
of the Administrator and FNMA. 

Mr. Coxe. Including FNMA first? 

Mr. Corron. We have to add that up. 

Mr. Frantz. As of December 31, Mr. Cotton, we had 635 as a total 
in the Office of the Administrator without FNMA, but including the 
program of construction, which we carry on for the Office of Educa- 
tion, FNMA had 548. 

Mr. Corton. Referring to your office, the Office of the Administra- 
tor, you had how many? 

Mr. Frantz. Six hundred and thirty-five including the program 
for the Office of Education and the other—— 

Mr. Corron. How many positions did you have authorized ? 

Mr. Franvz. The total number of positions we have in the budget 
for this current year? 

Mr. Corron. Yes. 

Mr. Franrz. It is somewhat above that. I don’t remember the 
exact figure. 

Mr. Corron. Will you insert it at this point ? 

Mr. Frantz. Yes, sir. 

(The information referred to follows :) 

The number of positions in the 1954 budget which compares with January 1 
employment of 625 is 849. This figure includes positions which have been 
vacated and abolished since July 1. Both the employment and position figures 
include staff assigned to “Other budgeted activities” as well as to the “Net 
budget” presented in the justification. 

Mr. Corron. In other words, you have less than what you are 
authorized ? 

Mr. Frantz. That is correct. 

Mr. Corron. What is the situation with FNMA on that point? 

Mr. Frantz. I believe the same thing is true. 

Mr. Bavenman. The same thing is true. 

Mr. Corr. In other words, the FNMA has less than that authorized. 

Mr. Corron. You have covered, on pages B-3 to B-6, pages which 
I am not going to suggest be incorporated, the general functions of 
your office with relation to the Congress, the President, educating the 
public, and certain other miscellaneous functions. 

Mr. Core. Yes; very generally of course. 


SLUM CLEARANCE AND URBAN REDEVELOPMENT 


Mr. Corron. Then let us turn to page B-9, “Slum clearance and 
urban redevelopment.” Mr. Reporter, will you insert the table on 
page B-9 and also insert pages B-14 and B-18. 

(The material 


to follows :) 
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StuM CLEARANCE AND URBAN REDEVELOPMENT 


Program highlights 


[Dollars in millions] 


| 
Actual 1953 Estimate 


Number of localities with active local programs (cumulative) _- 
Local program operations active at end of period 
Preliminary planning surveys 
Final project planning 
Project development 
Planning advances: 
Number of commitments 
Amount of commitments 
Disbursements 
Temporary loans: 
Number of commitments _- 
Amount of commitments 
Disbursements 
Capital grants: 
Number of commitments 
Amount of commitments 
Disbursements 
Administrative expenses: 
Man-years 
Staff expenses 


Number of localities with grant reservations (cumulative) _____ 250 | 


B-14.—Summary of worklcad 


New activity Cumulative progress 


Actual | Estimate| Estimate} Actual Estimate | Estimate 
1953 1954 1955 1953 1954 955 


LOCAL PROGRAM ACTIVITY 


Capital grant reservations (net) 
programs initiated 


PROJECTS IN PLANNING 


Preliminary planning (surveys): 


Active at end of period .. 
planning (projects) : 
ioe at end of period _- 
PROJECTS IN DEVELOPMENT 
Approved 


Receiving grant pay ments- 
Completec 


290 
250 
116 | 117 | 107 
83 | 97 | 110 
43 | 143 
96 | 120 | 135 
$2.9 | $4.0 $4.5 
$3.0 | $2.8 $3.3 
$1.3 $2.6 $3.1 
13 | 46 60 
$40.9 | $06.0 | $120. 5 
$13.6 | $4.3 | $53.5 
$1.7 | $26.5 | $44.4 
21 | 49 60 
| $53.3 | $75.6 $81.6 
$7.8 | $20.2 $39.0 
| 
238.9 | 251.3 | 268.0 
| $1.7 | $1.8 | $1.9 
27 36 45 1689 | 205 | 250 
} | 
mat 39 55 70 | 68 | 123 193 
2 | 47 64 | 75 | 111 | 175 250 
= | 20 50 62 28 78 | 140 
| 
| 
pe 28 | 57 67 | 43 | 100 | 167 
7 | 21 | 7 | 28 | 84 
0 | 5 19 0 5 | 24 
Active at end of period.......__- 43 | 95 | | 
| | 
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Tasie B-18.—Summary of financing 
(Dollars in millions} 


New activity Cumulative activity 


Actual | Estimate} Estimate} Actual | Estimate! Estimate 
1953 1954 1955 1953 1954 1955 


PLANNING ADVANCES 


Commitments: 


96 120 135 285 405 540 
$2.9 $4.0 $4.5 $9.8 $13.8 $18.3 
3.0 2.8 3.3 7.9 10.7 14.0 
1.3 2.6 3.1 1.6 4.2 7.3 
TEMPORARY LOANS 
Commitments: 
13 46 16 6 122 
$40.9 $96. 0 $120.5 $49.8 $145.8 $266.3 
13.6 44.3 53.5 17.6 61. 115.4 
8 26.5 44.4 1.7 28.2 72.6 


21 49 60 23 77 137 
$53.3 $75.6 $81.6 $78.4 $154.0 $235. 6 
7.8 20. 2 39.0 7.8 0 67.0 


Mr. Corron. Refer, please, to page B-9, Mr. Administrator. Does 
this show the amount of the activities that have to do with projects 
already planned and authorized, and how many would have to do 
with new projects that have come into being or for which arrange- 
ments have been made during the present fiscal year ? 

Mr. Cote. Yes; if I understand your question correctly, this shows 
all of those projects on which we have loans, planning, temporary 
loans and grants. 

Mr. Corron. It includes all projects that you are embarked upon 
up to the present time? 

Mr. Frantz. That is right. 

Mr. Corron, It was not quite clear as I looked it over; can you indi- 
cate how many of these projects were embarked upon before the present 
fiscal year 1954, and how many were new projects that you have 
started or entered upon this fiscal year? 

Mr. Cote. Yes. Page B-14 covers that. 

Mr. Franrz. The figures on that table, Mr. Cotton, are actual as 
of June 30 for the 1953 column. 

Mr. Corron. In other words, by subtracting the capital grant reser- 
vation and local programs initiated in fiscal 1953 from fiscal 1954, it 
—_— the ~— to the new ones that have been entered upon during 
that year 

Mr Frantz. Those are shown, Mr. Cotton, in the 1954 column. 
On the left-hand side of the table is the new workload during the year. 

Mr. Corton. I see. 

Mr. Frantz. On the right-hand side is the cumulative total. 

Mr. Corron. I see. That says “New activity”. 

Mr. Frantz. That is right. 

Mr. Corron. For the record, give us the total of the new projects 
entered into in fiscal 1954, the current fiscal year, in slum clearance 
and urban redevelopment. 


— 
Commitments: 
| | | 
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Mr. Frantz. Yes, sir. These are, of course, estimates, since the 
year is only half over. We have 36 new local programs initiated dur- 
ing this year ; 56 new preliminary planning surveys approved to begin ; 
and 55 completed. 

Mr. Corron. You mean surveys completed ? 

Mr. Franrz. That is right; preliminary Lge pte surveys com- 
pleted. We will have 117 left active at the end of the year. We have 
64 new final planning surveys—which is a more advanced study— 
begun ; 50 completed, and 97 left active at the end of the year. New 
local programs initiated in new cities are estimated at 36. 

Mr. Corron. Is that the total of the new ones started ? 

Mr. Frantz. New programs begun; yes, sir. 

Mr. Corron. By begun, you mean if they have formed their local— 
what do you call it?) What is the local agency? 

Mr. Cote. Development authority, maybe a local redevelopment 
authority. 

Mr. Corron. They form the authority, and you have entered into 
arrangements with them and advanced money for planning. 

Mr. Frantz. That is correct. 

Mr. Corron. The first stage is planning. What comes next? 

Mr. Frantz. As we distinguish the items here, preliminary plan- 
ning is the initial planning to get the general characteristics of an 
area ; the second stage is final planning, which includes the delineation 
of a project, the establishment of the land values, preparation of re- 
development plans and other details of that kind; and the third stage 
is what we call development, which follows the execution of the loan 
and grant contract and involves the actual acquisition and clearance 
and disposition of the project land. 


HOUSING LOANS TO EDUCATIONAL INSTITUTIONS 


Mr. Corron. We will turn for a moment, please, to page D-3. We 
are going very briefly into the details of some of these various activi- 
ties. Mr. Reporter, will you insert, please, pages D-3, D-5, and D-6 
at this point in the record. 

(The material referred to follows:) 


Hovstne Loans To EpucatTIonaL INSTITUTIONS 
Program highlights 


Estimate 
Actual, 1953 1955 


Number of applications: 
Active during year 
Withdrawn or rejected 
Approved 
Pending at year end 

Loan amounts, approved applications: 
Commitments (millions) 
Disbursements (millions) 

expenses: 


Staff expe 
Services 


70 72 120 
$286, 386 $330, 825 $345, 000 
30, 680 29, 800 30, 000 
317, 066 360, 625 | 375, 000 
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PROGRAM ACTIVITY THROUGH DECEMBER 31, 1953 


The college housing program was authorized late in April 1950, and the Korean 
outbreak occurred before operations could begin. The uncertainties of the early 
defense period led to complete suspension of the program and operations were not 
authorized until nearly a year later, and then only for defense-related needs. To 
further restrict budgetary expenditures, use of the borrowing authorization was 
first limited to $40 million through fiscal 1952, and then raised to $100 million 
cumulatively to the end of the 1953 fiscal year, and $150 million to the end of 
fiscal 1954. Thus, over the past 3 years the authorization has averaged $50 
nillion per year. The budget assumes an additiona! $25 million for fiscal 1955. 

The following summary shows the number and amount of loan applications 
received and approved through the end of fiscal 1953 and during the first 6 months 
of the current year: 


Cumulative through 


Net increase 


Applications received: | 


Amount (millions)... i $167 | $206 | $39 
Applications approved: } | 

| 93 | 104 | il 


As a result of the considerable period elapsing between loan approvals and con- 
struction starts, long construction periods, and the use of equity funds by some 
institutions, actual disbursements in the 1953 fiscal year amounted to about $14 
million, but it is expected that some $35 million will be disbursed during the cur- 
rent fiscal year. 

In July 1953, the Administrator with concurrence of the Bureau of the Budget 
removed the defense restriction. As a result of opening up the program to many 
smaller colleges which had not previously been eligible, many of the applications 
received during the first half of fiscal 1954 were somewhat smaller in amount, 
averaging only $600,000 as compared with about $800,000 for those received 
previously. 

Through December 31, 1953, 23 applications were deferred or disapproved and 
40 were withdrawn. Applications were deferred chiefly through inability of the 
colleges to establish their need based on current rather than anticipated enroll- 
ments. While it is recognized that enrollments are expected to climb quickly 
during the next few years, it is believed that with limited funds the program em- 
phasis should be made in alleviating existing shortages rather than providing 
for anticipated needs. In other instances it has been necessary to disapprove 
applications because of the inability of the college to work out a feasible loan. 
In nearly all cases of approved loans it has been necessary for the institution 
(a) to raise rental and board bills and (b) to contribute substantial equity or 
pledge other revenue from existing debt-free buildings, student fees, or land- 
grant income. Where such other sources of income are not available and the 
college does not feel that it can charge $35 a month for one-half of a double 
room, there is no possibility of working out an acceptable loan. 

Applications withdrawn are largely those where the applicant has been able 
to work out some other method of financing the loan, such as gifts, or private 
financing. It has been the policy of the Agency to encourage private financing 
at all stages of the application process, as well as when the bonds of the insti- 
tutions are finally advertised. 


Mr. Corron. You have already told us briefly that you have a 
stepped-up er on loans to educational institutions because of 
the new authority granted by Congress. What is the total amount 


obligated in this program so far in this fiscal year? 

Mr. Frantz. That appears on page D-5, Mr. Cotton. Through 
December 31 we had approved an additional 11 loans amounting to 
$7 million. 

Mr. Corron. Those are new loans? 


cS 30, 1953 | Dee. 31, 1953 


Mr. Frantz. That is correct ; between June 30 and December 31. 

Mr. Corron. You show applications received, $39 million and ap- 
plications approved, $7 million. 

Mr. Frantz. That is right, sir. 

Mr. Corron. Have you a general estimate of how much you are 
likely to have obligated by the end of this year? 

Mr. Frantz. Yes, sir. That appears on page D-—5. 

Mr. Corron. I am talking now about fiscal 1954. 

Mr. Frantz. Yes. It involves approval of 90 additional loans and 
a commitment of $63 million. 

Mr. Corron. Let the record show what you anticipate will be the 
number of loans approved and the amounts for fiscal year 1955. 

Mr. Frantz. Fifty-two additional loans in 1955 for an estimated 
$36.4 million total commitment. 

Mr. Corron. What is the nature of this program? The college 
applies for the loan? 

Mr. Coxe. Yes. 

Mr. Corron. Who builds the housing? 

Mr. Corr. The college does. 

Mr. Corron. Through contract? 

Mr. Corz. Yes. 

Mr. Corron. It is approved by your agency, you supervise and 
follow through? 

Mr. Coie. We supervise and follow through and inspect. 

Mr. Corron. These are all loans, not grants? 

Mr. Corr. They are loans. The rate of interest now is about 314 
percent. We are developing means to encourage the loans to be 
taken over by private lenders. We see some possibility in the future 
that that might be developed. Certainly we are looking toward that. 
~ Mr. Corron. You mean by banks ? 

Mr. Cote. Well, by private lenders. I don’t know whether banks 
will take them. Insurance companies possibly. 

Mr. Corron. These loans are only to colleges and universities and 
not to other kinds of schools? 

Mr. Core, That is right. 

Mr. Corron. You are trying to develop a system whereby the loans 
will be-assumed by private lenders with some guaranty on your part 
or on the part of the Government ? 

Mr. Coie. No; we are trying to develop a means whereby we can 

Mr. Corron. You are just trying to unload them on somebody ? 

Mr. Core. Well, I do not like the word unload. We are trying to 
develop a means whereby private lenders will be interested in them. 
I am very much interested in that procedure. 

Mr. Corton. I did not mean to imply that they were not worthy 
and well considered loans. 

Mr. Corr. No, I realize that. 

Mr. Jonas. Do you have any requirement that the college, before 
you make the loan, is required to show that the money is not available 
from private sources? 

Mr. Corr. Yes. 

Mr. Jonas. Do you insist upon it? 

Mr. Core. Mr. Seward, will you comment on that? 

Mr. Sewarp. Yes, sir, we do. 

Mr. Jonas. What evidence do you require the college to submit? 
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Mr. Sewarp. Usually in the form of letters from banks or other 


lending institutions, 

Mr. Jonas. Do you not re sag a certificate on the part of the offi- 
cials of the university that they have exhausted all efforts to obtain 
the money ? 

Mr. Sewarp. Yes, sir. That is included in the application form. 

Mr. Firzrarrickx. Mr, Seward, are we not also including a require- 
ment, that prior to the time we buy any of their obligations they must 
also be publicly offered ? 

Mr. Sewarp. Yes, sir, they are advertised for public sale. 

Mr. Frrzparrickx. The system provides for a public offering with 
opportunity to take all or a substantial part of the total issue. 


REVOLVING FUND (LIQUIDATING PROGRAMS) 


Mr. Corron. Mr. Reporter, at this point will you insert pages E-1 
E-2, E-3, and E-+4. P 
(The material referred to follows:) 


% REVOLVING FUND (LIQUIDATING PROGRAMS) 


“Revolving fund (liquidating programs): There is established as of June 30, 
1954, a revolving fund, and the Administrator is authorized to credit said fund 
with all moneys hereafter obtained or now held by him, and to account under said 
fund for all assets and liabilities, in connection with (1) community facilities 
provided or assisted under title II of the Lanham Act, as amended (42 U.S. C. 
1531-1534), or under title III of the Defense Housing and Community Facilities 
and Services Act of 1951, as amended (42 U. S. C. 1592-1592n) ; (2) loans or 
advances made pursuant to title V of the War Mobilization and Reconversion Act 
of 1944 (58 Stat. 791), or the Act of October 13, 1949 (40 U.S. C. 451-458) ; (8) 
functions transferred under Reorganization Plan No. 28 of 1950 (5 U.S. C. 1332—- 
15, note), or authorized under sections 102, 102a, 102b, and 102c of the Housing 
Act of 1948, as amended (12 U. 8S. C. 1701g-1701g9-3) ; and (4) notes or other 
obligations purchased pursuant to the Alaska Housing Act, as amended (48 
U.S. C. 484 (a)): Provided, That said fund shall be available for all necessary 
expenses (including administrative expenses) in connection with the liquidation 
of the programs carried out pursuant to the foregoing provisions of law, includ- 
ing operation, maintenance, improvement, or disposition of facilities, and for 
disbursements pursuant to outstanding commitments against moneys herein au- 
thorized to be credited to said fund, repayment of obligations to the Treasury, 
and refinancing and refunding operations on existing loans: Provided further, 
That any amount in said fund which is determined to be in excess of requirements 
for the purposes hereof shall be declared and paid as liquidating dividends to the 
Treasury not less often than annually: Provided further, That during the current 
fiscal year not to exceed $340,000 shall be available for administrative expenses 
(including not to exceed $12,450 for travel) for the foregoing purposes, but this 
amount shall be exclusive of costs of services performed on a contract or fee 
basis in connection with termination of contracts and legal services on a contract 
or fee basis and of payment for services and facilities of the Federal Reserve 
banks or any member thereof the Federal home-loan banks, and any insured bank 
within the meaning of the Act of August 28, 1985, as amended, creating the Fed- 
eral Deposit Insurance Corporation (12 U. S. C. 264) which has been designated 
by the Secretary of the Treasury as a depository of public money of the United 
States: Provided further, That after the effective date of this Act no additional 
notes or obligations shall be purchased from funds appropriated pursuant to the 
Alaska Housing Act, as amended (48 U.S. C. 484 (d)), except for the furtherance 
or refinancing of an existing loan: Provided further, That except for extensions, 
or refinancing, of existing obligations the authority to issue obligations to the 
Secretary of the Treasury under section 1 (4) of Reorganization Plan No, 23 of 
1950 (5 U. 8S. C. 1832-15, note), shall terminate on June 30, 1954.” 


| 
| 
| 
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PROGRAMS COVERED BY LANGUAGE 


The language headed “Revolving Fund (Liquidating Programs)” is an author- 
ization for the expenses of the six liquidating programs of the office. These are: 
Alaska housing, prefab housing, maintenance and disposition of Lanham public 
works, construction of defense community facilities, and the two advance 
planning programs. 

A detailed justification of each of these six programs, including program 
policies, workload projection and operating results, will be found in the following 
pages. 

Explanation of language changes 

The proposed liquidating programs language would combine into a single 
revolving fund all of the assets and liabilities of the several programs. All 
receipts and disbursements, including repayments and recoveries, would go 
through the new account and liquidating dividends would be declared to the 
Treasury annually as sums in excess of requirements accumulate. 

This proposal would go a considerable way toward the recommendation of 
the House Independent Offices Appropriation Subcommittee, in its report on 
the first independent offices appropriation bill for 1954, that the Administrator 
should establish a “Collection and Liquidation Department.” While no organi- 
zation changes as such would be effected by the proposed language, it would from 
a financial standpoint set up what amounts to a separate corporation for collec- 
tions and liquidation, and thus bring about a major part of the clarification and 
simplification of financing which the committee presumably had in mind and 
make it easier for the committee to follow and appraise the progress and results 
of liquidation. 

In addition, the proposal would be a major step in furtherance of the general 
policies of the Appropriations Committees and the Bureau of the Budget in con- 
nection with presentation of and accounting for revolving funds and business- 
type enterprises, and would also go a long way toward clarifying and simplifying 
the OA budget presentation. 

There is still an appreciable amount of activity in the current year under 
the Alaska, prefab, and defense community facilities programs, but by the 
close of the year when this proposal would become effective, none of the three 
will warrant extensive separate attention. Workload in connection with ac- 
counting, apportionments, and financial reporting would be appreciably reduced 
and simplified. 

Liquidating programs—program highlights 


(Dollars in thousands] 


Estimated, | Estimated, 
Actual, 1953 1954 1955 


Commitments: 
Loans, new and refinancing $14, 543 
Less cancellations —4, 895 


9, 648 
10, 795 


15, 017 


e 2, 434 
Loan repayments and other realization on assets 21, 876 
Property transferred to: 
Other agencies 
governments. 


Amounts returned to Treasury: 
Net repayment of borrowings-. 
Net repayment of appropriations 
Collections credited to miscellaneous receipts 


expenses: 
Charged to revolving fund 
Charged to other accounts 


i —9, 165 ~$26 
4 Disbursements: 
10, 881 397 
32, 359 6, 544 
' | 3, 731 1, 269 
f 10, 000 10, 000 2, 135 
i PE SS —3, 500 23, 327 8, 940 
i 4, 224 4, 608 | 
710 | 485 | 340 
| 
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The OA is responsible for six programs which are in various stages of liquida- 
tion. These programs are no longer active from the standpoint of making new 
commitments to accomplish the purposes of the underlying statutes. The pro- 
gram for the budget year concentrates on the liquidation and recovery of the 
Federal investments outstanding. It contemplates the consolidation into the 
revolving fund of the six programs so that liquidation can proceed in a business- 
like fashion. 

The six programs are as follows: 

1. Alaska housing program (Public Law 52, 81st Cong., as amended by Public 
Law 531, 82d Cong.) authorized a $20 million revolving fund, of which $19 million 
has been appropriated, for loans to assist in developing housing in Alaska. 

2. Loans for prefabricating housing, transferred to the HHF‘A by Reorganiza- 
tion Plan No. 23 and enlarged by Public Law 139 (82d Cong.), authorized loans 
to business enterprises for the production and distribution of prefabricated 
housing components, and for large-scale site development. Funds are provided 
by borrowings from the Treasury. 

3. War public works program, authorized by the Lanham Act (42 U. S. C. 
1521) before and during World War II, from which there remains for collection 
or disposition some $1.7 million in loans to local governments, and public works 
projects with an original cost of $32.4 million. 

4. Defense community facilities program, authorized by Public Law 139 (82d 
Cong.), under which disbursements of loans and grants will be virtually complete 
by the close of the budget period, but collection of the loans to local governments 
will continue over a period of years. 

5. First advance planning program authorized by title V of the War Mobiliza- 
tion and Reconversion Act of 1944, under which some $26.9 million in advances 
are repayable if and when the projects thus planned enter construction. 

6. Second advance planning program, authorized by Public Law 352 (81st 
Cong.) and similar to the preceding program, under which $9.8 million in ad- 
vances are now repayable and an estimated $1.4 million in additional advances 
will be disbursed in the current year as remaining active planning projects are 
completed. 


Mr. Corron. On page E-1, Mr. Administrator, is the language pro- 
posed by you to bring about this pooling together of the liquidation 
agencies? 

Mr. Corr. Yes. 

Mr. Corron. And to create a revolving fund so that as the agencies 
are liquidated their funds can be gradually paid back to the Govern- 
ment with the expenses of the administration coming from the revolv- 
ing fund? 

Mr. Corr. That is correct. 

Mr. Corron. I note at the bottom of page E-2 it says: 


There is still an appreciable amount of activity in the current year under 
Alaska, prefab and defense community facilities programs— 


and on the top of page E-4 the statement— 


These programs are no longer active from the standpoint of making new com- 
mitments to accomplish the purposes of the underlying statutes. 

You have already explained no new commitments are being made, 
but when you say that there is an appreciable amount of activity 
you mean activity in the people paying off the loans or activity in 
continuing to build? 

Mr. Corr. No. Generally I mean continued activity in connection 
with the liquidation of them. For instance, on some of the Alaska 
loans they are continuing to build under previous authorizations. 

Mr. Corron. You mean activity on your part in liquidating? 

Mr. Core. That is right. 

Mr. Corton. I did not quite get the point of what activity you re- 
ferred to. We will come to the Alaska loans again ina moment. ~~ 
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ALASKA HOUSING PROGRAM 


Mr. Reporter, please insert at this point in the record page K-6 
of the justification. — 
(The material referred to follows :) 


Auaska Housine Program 


Program highlights 


[Dollars in thousands] 


Actual, Estimate, | Estimate, 
1953 1954 1955 
Loans approved: 
Number of units: 
Loans outstanding, close of year. -_......-.-.....-...---------- 13, 192 509 430 


It is believed that the Alaska housing program has reached the practical ecur- 
rent limit of its usefulness in solving the housing problem in Alaska. Addi- 
tional commitments shown for the current year cover cost increases on projects 
previously approved. No new loans are contemplated. 

Since 1949, 1,472 units have been started with loan assistance under this pro- 
gram, and another 4,538 units, principally in multifamily projects, have been 
assisted by liberalized FHA insurance terms, FNMA powers, in many instances 
as a direct mortgagee as is permitted by the Alaska Housing Act, have been or 
are to be employed in connection with 5,099 units of the total 6,010 units above. 
In addition, this program assisted with 727 units of minimum-standard housing 
constructed or improved under a native self-help program in remote areas. 

During the same period, the military services have built several thousand units 
for service personnel and civilian employees. There have been evident sigus of 
slackening demand at the price levels at which housing has been made available. 
It is the present intention, therefore, to bring this program to a close as rapidly 
as present loans can be liquidated. 

Only one project remains under construction, and FHA insurance endorse- 
ments should be obtained in time to permit the sale to FNMA during the current 
year of all underlying collateral of this type. There will remain for necessarily 
long-term liquidation about $500,000 of loans secured by second mortgages or 
notes of natives participating in the remote dwelling part of the program. 


Mr. Corron. You have several times referred to the activity up 
there and the expense and the cost of this liquidation program, Mr. 
Cole. I note at the bottom of page E-6 it says: 

Only one project remains under construction, and FHA insurance endorse- 
ments should be obtained in time to permit the sale to FNMA during the current 
year of all underlying collateral of this type. ‘Chere will remain for necessarily 
long-term liquidation about $500,000 of loans secured by second mortgages or 
notes of natives participating in the remote dwelling part of the program. 

I do not like to take the time of the rest of the committee, but will 
you tell us what is going on in Alaska, how you are progressing, and 
what you have left to do? 

Mr. Cote. As the committee is well aware, the problem of securing 
housing in Alaska is based mainly upon the military needs. All of 
the activities—with the exception perhaps of the remote area dwelling 
for natives of Alaska—all of the housing in Alaska was authorized 
and approved as a defense need. Therefore, the program was carried 
41872—54—pt. 33 
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pote 6 with FHA insurance and FNMA takeout—that is, the taking 
out of the mortgages by FNMA. Now, Alaska is remote, labor is 
difficult to obtain, material is high, people who have experience in 
building are few, and the problems have been momentous. Frankly, 
I am not satisfied with the way many of these individual projects have 
been carried out due to these problems which I have mentioned. 

As my people have reported back to me, many of these projects are 
well built, containing fine living quarters, well planned, but the prob- 
lems of land, the site development, the obtaining of sewer and water 
and lights, utilities, are almost incomprehensible. 

Foes Corron. You are not making a very good case for statehood for 
aska. 

Mr. Coir. I am making out a case of a very difficult situation with 
respect to housing in Alaska. If I can say briefly, then, much of the 
housing there is well constructed. Most of the contractors, most of the 
people there have done a good job. But in certain cases we have had 
some of the most difficult, perplexing problems that I have ever 
faced as Administrator in connection with these projects. 

Mr. Corton. These projects you are talking about, are they built 
or are they in process? 

Mr. Cote. Most of them are built, but some are still under 
construction. 

Mr. Sewarv. The construction is completed on all projects except 
one. 

Mr. Corron. What is that project? 

Mr. Sewarp. That is the Aleutian Homes pra 

Mr. Corron. What sort of project is that 

Mr. Sewarp. That is a project of some 330 houses, as I recall it, 
Mr. Cotton. That is about 90 percent complete? 

Mr. Apexi. About 85 percent. 

Mr. Corton. Is that for the use of military personnel ? 

Mr. Sewarp. Yes; a Navy installation. 

Mr. Frrzpatrick. Our loans are really construction financing, so 
that if the houses are completed and a permanent mortgage is avail- 
able for insurance and takeout, we are in a very good position. Our 
problem comes to get it through the construction period. 

Mr. Corron. The Navy wants these houses built for their own 
personnel; is that 

Mr. Firzpatrick. That is true in the Aleutian Homes case. 

Mr. Corron. They get you to build the houses. Do they assume 
the responsibility for them? Do you turn the houses over to the 
Navy or sell them to Navy personnel when they are built ? 

Mr. Frrzparrick. The houses would be sold or rented when built. 

Mr. Corron. To individuals? 

Mr. Frrzpvatrick. That is right. 

Mr. Corron. Would they be sold or rented ? 

Mr. Frrzparricx. In the Aleutian Homes case it is sales housing. 

Mr. Corron. In other words, you build the houses and sell them to 
Navy personnel who are stationed there ? 

Mr. Firzparrick. Either to individuals, or, if it is a rental project, 
they are rented to eligible 

Mn Corton. Do you sell the houses for what they cost you to build 
them 


¥ 
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Mr. Corr. We do not build them. They are built by a private con- 
tractor. 

Mr. Corron. You lend the money ? 

Mr. Sewarp. Yes, sir. 

Mr. Corron. Who holds the title to them before they are sold to 
somebody ? 

Mr. Sewarp. The government holds the security on the advance 
that we have made for construction, sir. 

Mr. Corton. Is there some local agency that borrows the money 
from you? 

Mr. Sewarp. Yes, sir. 

Mr. Corron. And arranges with the contractor ? 

Mr. Sewarp. Yes, sir; the Alaska Housing Authority. 

Mr. Corron. They really have title to the houses and dispose of 
them 

Mr. Sewarp. That is right. 

Mr. Corton. And rent or sell them as they choose ? 

Mr. Sewarp. When those houses are completed the mortgages are 
turned over to FNMA. 

Mr. Corron. I see. 

Mr. Cote. The private sponsor then owns and either sells or leases. 

Mr. — By private sponsor you mean the Alaska Housing Au- 
thorit 

har Coke. No, sir; the private sponsor. 

Mr. Corron. Suppose a house is built and nobody buys it for a while. 
Does that ever happen ? 

Mr. Corr. Yes. 

Mr. Corron. In the interim who owns that house? The Alaska 
Housing Authority ? 

Mr. Cote. No. The individual. We turn the whole project over to 
the individual. 

Mr. Corron. But no individual has come along. 

Mr. Coiz. Oh, yes; the individual bought it. 

Mr. Corton. Just the minute they are furnished they are all sold? 

Mr. Cotz. No. The individual contracts to build the houses, but 
in order to protect the interim loan the Alaska Housing Authority 
holds title. As soon as the houses are completed the housing authority 
turns the title over to the sponsor. 

Mr. Corton. You do not start building the house until some indi- 
vidual is prepared to buy it? 

Mr. Corr. No; that is correct. They have decided, in this case, 
there are 300 houses which people will buy, and then you, or the indi- 
vidual who makes the contract to borrow the money, builds them. 
When it is completed they are turned over to him to sell. 

oa Corron. By an individual, you mean a man doing it for invest- 
ment 

Mr. Cote. A corporation; yes. It is a corporation, a private cor- 
poration. 

Mr. Corton. They make their own terms with the persons who buy 
the individual houses afterward ? 

Mr. Jonas. Does your agency put up all the money, or does the 
sponsor put up some, and if so what proportion ? 

Mr. Cote. There is no set rule on it that applies to every case, of 
course, but in any proposal for a loan, people in the agency who 
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approve the loan must see to it that the sponsor has sufficient capital 
with which to conduct his operations, and do require a certain amount 
of cash to be put into each specified project. Mr. Seward can tell you 
the exact amount of money which is in the Aleutian homes case, if 
you are interested, and how much money the sponsor put into the 
project of his own money. They must meet FHA requirements on 
the capital. 

Mr. Corron. Will you insert that at this point ? 

(The information referred to follows:) 


The Agency has required that all projects assisted under the revolving fund 
program meet all requirements for FHA insurance, and an FHA commitment has 
been required as evidence on this point. Under the Alaska Housing Act, the Fed- 
eral Housing Administration applies the same requirements as to equity invest- 
ment on projects for which insurance is sought as it requires of stateside spon- 
sors—except that the Alaska Housing Act permits higher maximum mortgage 
amounts and ratios in order to stimulate housing construction in Alaska and in 
recognition of the higher construction costs which exist in the Territory. Gen- 
erally, the insurance commitments have been amounts not in excess of 90 percent 
of the replacement cost of the projects. The FHA in reviewing an application 
determines the amount of investment required of the sponsor to make the project 
insurable and makes this one of the conditions in issuing commitments. 

In addition, the Administrator made an independent determination in each 
case that sufficient equity money was available to give adequate protection to the 
construction financing, and on occasions, has required a substantial showing of 
equity capital over and above the minimum requirements of FHA. 

The Administrator also required assurances that the sponsoring corporation 
had available to it sources of funds to guarantee its financial capacity. These 
assets were usually assured by securing a guaranty to the revolving fund loan 
from the principal stockholders of the sponsor corporation individually. 

The Aleutian homes project referred to above is located in Kodiak, Alaska. 
It consists of 344 single-family housing units. The principal facts of this loan 
are as follows: 


FHA valuation at completion =— _. $5, 220, 000 
FHA insurance commitment . 4,701, 300 
Amount of construction loan ices 4, 230, 900 


Mr. Corron. The point is, the Alaska housing is being liquidated. 
What is your estimate as to how long it is going to take to liquidate it’ 

Mr. Corr. Well, Mr. Cotton, the program will end as soon as this 
one project is completed. Now, FHA will have insurance on all of 
the projects, and FNMA will hold the mortgages, and the ultimate 
termination of it will be at that time—when we get out of the insur- 
ance and holding the mortgages. But insofar as new activity is con- 
cerned, that will be completed this year. Am I right? 

Mr. Yes, sir. 

Mr. Corron. Except for the ones that are not completed. 

Mr. Corzr. No. Even they will be completed this year. 

Mr. Corron. The remote ones? 

Mr. Core. Oh, the remote ones—the housing for the natives of 
Alaska—— 

Mr. Corron. You are never going to get out of that, or it is safe 
to say it is rather problematical how long it will take to get out of 
that one? 

Mr. Corr. Yes. As to the remote dwelling part of it, the end of it 


is remote. 
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PREFABRICATED HOUSING LOAN PROGRAM 


Mr. Corron. Mr. Reporter, please insert pages E-7 and E-7 (a) 
at this point. 
(The material referred to follows:) 
PREFABRICATED-HoustnG LOAN PROGRAM 
Program highlights 


[Dollars in thousands] 


= Estimate, Estimate, 
Actual, 1953 1954$ 1955 

Loan commitments: 

Outstanding loans, close of year: 

Number of 16 12 2 


Reorganization Plan No. 23, effective September 7, 1950, transferred to the 
Housing and Home Finance Administrator, the RFC, authority for the program 
of providing financial assistance to the manufacturers of prefabricated houses 
and housing components. The transfer included a total of 137 loans or loan 
commitments aggregating some $37 million. 

Subsequently, title V of the Defense Housing and Defense Community Facil- 
ities and Services Act of 1951 (Public Law 139) authorized an expansion of the 
prefab-housing-loan program, especially for loans to assure the maintenance of 
productive capacity of the industry for national defense. Public Law 139 
provided a lending authority of $15 million for this purpose. Approximately 
$10 million in loan commitments have been made under the defense authority. 

The authority to make loans under these statutes has been withdrawn with the 
exception that loans may be made for the furtherance of, or for the refinancing 
of, any existing loan if the Administrator determines that such loan is in the 
interest of the Government. 

The budget program for the current and budget years projects the rapid liquida- 
tion of most of the outstanding loans. Simplification of the provisions of the 
loan contracts outstanding has already been accomplished—with 4 loans to 1 
manufacturer and 2 loans to another producer having been consolidated into 1 
loan to each borrower. These two loan commitments are reflected in the program 
summary table on the preceding page. 

During the balance of the year, concerted efforts will be made to secure the 
repuyment of outstanding loans. This requires the liquidation of the underlying 
collateral consisting chiefly of mortgages and dealer receivables. The success 
of these efforts will depend primarily on the availability of private financing. 
It is estimated that 10 of the 12 loans outstanding on June 30, 1954, will be re- 
paid during the budget year. The two loans outstanding at the end of 1955 are 
sound loans with maturities extending beyond the fiscal period. It is assumed 
that the two borrowers will resist efforts to renegotiate the loans beeause of the 
favorable terms on which the loans were originally written by RFC, 


WAR PUBLIC WORKS PROGRAM 


Mr. Corron. Let us turn to page E-8, the war public works pro- 
gram. Will you insert page E-8 in the record at this point? 
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(The material referred to follows:) 


War Pusitic Worxs PrRoGRAM 


Program highlights 


Actual, Estimate, Estimate, 
1953 1954 1955 

Number of properties, close of year: 

Under lease with purchase option....................-.--- 49 40 35 

Sales of property and local bond repayments...........-.....- $190, 000 000 
Income from rents and interest.................-..---..------- 244, 000 205, 000 167, 000 
Property transferred to: 

1, 500, 000 3, 731, 000 1, 269, 000 

31, 220, 000 18, 832 15, 861, 000 


The responsibility for maintenance and disposition of defense and war public 
works constructed during World War II under authority of the Lanham Act of 
1940, as amended, was transferred to the Housing and Home Finance Admin- 
istrator on May 24, 1950, by Reorganization Plan No. 17 of 1950. The original 
program involved 1,572 public works projects costing over $179 million con- 
structed in the vicinity of various military establishments, industrial centers, 
and critical defense housing areas from 1941 through 1945. At the beginning 
of the current year, the disposal job included 81 projects, plus collections under 
49 lease-purchase contracts and 19 bond issues. 

Transfers to other Federal agencies, departments, and programs.—Public Law 
176, 83d Congress, authorized the transfer to another Federal agency or depart- 
ment, without reimbursement, public works projects constructed under title II 
of the Lanham Act, as amended, upon the request of the head of such agency 
or department when the project is required for continued operation of a related 
project or facility under the jurisdiction of such agency or department. Since 
July 1, 1953, 25 projects have been transferred and it is anticipated that 21 
additional projects will be transferred under this authority to the armed services, 
the Panama Canal, and other Federal agencies during fiscal 1954. Upon receipt 
of a request from the head of another agency or department showing need for 
the project, the OA will prepare appropriate documents authorizing the transfer 
and, when necessary, inspect the project jointly for such agency or department 
and arrange for the transfer of the physical property. In addition, inventories 
of personal property will be required for many of the projects prior to transfer. 

There were also at the beginning of the 1954 fiscal year 18 facilities serving 
defense housing projects and accordingly withheld from disposition pending 
decisions regarding disposition of the related housing installations. On August 
5, 1953, the Administrator transferred the 18 projects to the jurisdiction of the 
Public Housing Administration. In future disposition efforts, the housing project 
and the associated public works facility will be considered as a single unit for 
disposition purposes. The transfer involved preparation of joint PHA-OA in- 
structions, transfer of records, and transfer of accountability. In a few cases, 
joint inventories were made of personal property contained in the projects. 


Mr. Corron. In the middle of page E-8 you have “Transfers to 
other Federal agencies, departments and programs,” and it refers 
to transfers to the Armed Services, the Panama Canal, and other 
Federal agencies. What do you mean by transfers to these other 
agencies? How is it done and what agencies take these facilities? 

Mr. Corz. Under the authority of law, certain of these war public 
works programs may be transferred to these agencies when they 
request it, and when they are needed in furtherance of the defense 
effort. What other Federal agencies are principally involved, Mr. 
Fitzpatrick ? 
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Mr. Frrzparrick. These involve primarily the military. We trans- 
fer to them facilities needed in connection with posts or bases. 

Mr. Sewarp. These principally fall into that category. Some are 
recreational facilities that were constructed for us by troops during 
the Second World War, commonly known as USO buildings, Mr. 
Cotton. We have been carrying a considerable number of those that 
we had no chance to dispose of. When the last appropriations bill 
came from your committee, sir, that gave us authority to transfer 
upon request to these various Federal agencies without charge. 

Mr. Corron. Without charge? 

Mr. Sewarp. Yes. 

Mr. Corron. So as to get them into use and off your hands? 

‘ ns Sewarp. They were already in use, but to get them off our 
ands. 

Mr. Corron. On page 82 of the oemmittee print you have asked 
that language be taken out of the act. Is that because you have com- 
pleted these transfers and don’t need it any longer, or what is the 
reason ¢ 

Mr. Frantz. That is because, Mr. Cotton, first, we believe we will 
have completed the transfers before the end of this year; and, sec- 
ondly, as the language is worded it apparently would continue the 
authority if it were required for the same purpose in subsequent years. 

Mr. Corron. In other words, you could not close out until this 
language is deleted ? 

Mr. Frantz. If we had one or two or three projects left after the 
end of the year not yet transferred, they still could be handled under 
the authority of that language, we believe. 

Mr. Corron. I see. In other words, you regard it as permanent 
authority and not necessary to be there? 

Mr. Frantz. Yes, sir; that is right. 


DEFENSE COMMUNITY FACILITIES PROGRAM 


Mr. Corton. Mr. Reporter, insert pages E-10 and E-11, defense 
community facilities program. 
(The material referred to follows:) 


Derense Community Faci.itigs Program 


Program highlights 


Actual, 1953 | Estimate, | Estimate, 


Commitments: 


j 

| 

| 

j 
| 

Disbursements: 
1,619 1,619 $332 
2, 433 10, 881 3, 397 

Undisbursed commitments, close of 15, 796 
| 22 88 85 
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Defense community facilities projects approved through June 80, 1953 


{Amounts in millions] 


peur Amount of HHFA 
Number ppli- assistance 
Type of project 5 cant’s Total cost! 
approved 

Grant Loan 
38 $3.4 $6.0 $1.7 $11.2 
99 15.7 16.4 3.5 35.7 


1 Does not include PHS funds on 22 joint responsibility projects. 
3 Streets, fire, and police protection. 


Mr. Corron. I note most of those were water and sewerage projects. 
Mr. Corr. Most of them. 

Mr. Corron. The act expires when? 

Mr. Sewarp. June 30, 1954. 


Mr. Corron. Do you understand that the Congress is going to be 
asked to continue that act? 

Mr. Corr. Not by us. 

Mr. Corvon. Not by you. 


ADVANCE PLANNING PROGRAM 


All right, Mr. Reporter, please insert page E-12, “Advance plan- 
ning in the record. 
(The material referred to follows :) 


ADVANCE PLANNING PROGRAM 


Program highlights 


[Dollars in thousands] 

1953 actual | 1954 estimate | 1955 estimate 
Undisbursed commitments, beginning of $11, 134 
Cancellation of $4, 
Repayments collected after construction starts................ $3, 774 $3, 500 $3, 250 

Plans determined to be obsolete: 
Amount of loss recognized by reserve ---.........---------]-------------- 1 $10, 100 $3, 100 


1To be established at inception of proposed revolving fund, based on amounts outstanding under 1,450 
plans declared obsolete by June 30, 1954. 


Mr. Corron. You told me that this program has nothing to do with 
the price of the standby program, and there is no new planning 
going on? 

Mr. Corr. That is correct. 


PERSONNEL IN REGIONAL OFFICES 


Mr. Corton. Very well. Will you insert in the record at this point 
page F-22, table IV, Detail of Regional Personnel Services by Pro- 
gram 


(The material referred to follows :) 


Detail of regional personal services by program 


Actual, 1953 Estimate, 1954 | Estimate, 1955 
Man- 7. an- an- 7 
years Salary years Salary | years Salary 
Supervision and coordination __.........-- 2.9 | $21,532 17.5 | $114, 700 | 24.9 | $166, 800 
Programing of defense housing and com- | 
Housing loans to educational institutions 21.7 152, 080 24.8 158, 600 25.3 163, 100 
Liquidating programs. -.._.............-.- 43.0 281, 259 24.3 154, 500 19.5 | 128,000 
143.9 | 942, 362 $3.8 | 637,500 | 69.7 | 457,900 
Number of positions.--.................-- 195 115 | 96 


Mr. Corron. You have a system of regional offices ? 

Mr. Core. Yes. 

Mr. Corron. How many? 

Mr. Cote. Five. 

Mr. Corron. They are located where? 

Mr. Corr. They are located in Philadelphia, San Francisco, At- 
lanta—— 

Mr. Corron. I have them right here. You have Philadelphia, At- 
lanta, Chicago Fort Worth, and San Francisco. 

Mr. Corr. That is right. 

Mr. Corron,. I note that on that table on page I-22 under “Super- 
vision and coordination” you have a requested increase in appropria- 
tion and an increase in man-years. That, again, Mr. Budget Officer, 
is this new system of bookkeeping that you referred to? 

Mr. Franvz. In that case it is not, Mr. Cotton. That is a change 
actually in the activity of the existing staff. 

Mr. Corron. You don’t mean a change; you mean an increase ? 

Mr. Frantz. No, sir. The overall staff of the office decreases, 
There are presently 96 people in the regional offices in connection with 
the activities that are in this budget, dropping to 69 in total average 
employment for next year. 

Mr. Corron. I am talking about the top of page F-22, “Super- 
vision and coordination.” For 1954 it is 17.5 man-years; for 1955, 
24.9 man-years, with $114,700 for 1954; and for 1955, $166,800. Just 
on that point, what is the reason for that increase ? 

Mr. Frantz. The reason for that, sir, is the decline of the other 
activities, particularly programing of defense housing, which have 
shared the cost this year. More of the salaries of the existing super- 
visory staff of the region—for example, of the regional representa- 
tives—will be charged to this account. There is no increase in people. 

Mr. Corron. Is there a decrease in overall people in your regional 
offices ? 

Mr. Franrz. Yes, sir. 

Mr. Corron. What is that overall decrease ? 

Mr. Corr. The decrease from this year to next would be the dif- 
ference between 83.8 and 69.7 man-years. 
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Mr. Corron. The decrease in money is from $537,500 to $457,900? 

Mr. Corr. That is correct. 

Mr. Corton. There is a slight increase in housing loans to educa- 
tional institutions because of the stepped-up activity in that regard. 
Is that right ? 

Mr. Frantz. That is right. 


OTHER OBJECTS 


Mr. Corron. Let us turn very quickly to page G-1, “Other objects of 
expense.” That table will be inserted in the record at this point. 
(The material referred to follows :) 


Other objects of expense 


1953 actual | 1954 estimate | 1955 estimate 
$192, 853 $207, 025 $200, 775 
Traneportation of things. 4, 552 4, 100 3, 500 
Eee 100, 981 75, 425 85, 075 
92,118 75, 000 49, 000 
GS. Premting amd 92, 901 65, 800 52, 900 
07 Miscellaneous contractual services snk 23, 557 23, 800 17, 500 
560, 802 500, 575 459, 900 

07.1 Services performed by other agencies_..............-.--- 36, 700 
Total other objects_- 649, 571 537, 275 496, 900 


Mr. Corron. “Other objects” as outlined here does not correspond 
to “Other objects” in the committee print. Is that because the “Other 
objects” in the committee print combine your Office and FNMA, and 
here they are separated ? 

Mr. Cote. No. 

Mr, Frantz. Not FNMA, sir. But it includes the expenses financed 
from Sar and assessments, which we identified earlier in the table on 

age H-6. 
° r. Corron. That is in the committee print, you had all of the 
expenditures of “Other objects.” 
r. Franrz. These activities are in the table in the committee 
print; yes, sir. 

Mr. Corron. But here are only the ones you are financing from 
appropriations 

Mr. Frantz. Only the ones which are tied to the programs in the 
summary table on page A-10. That includes the appropriation, the 
revolving fund, and college housing. 

Mr. Corron. Then this chart on page G-1 does not really reflect the 
total expenditures for “Other objects” ? 

Mr. Franz. It does for all of the programs that are in this book; 

es, sir. 
‘ Mr. Corron. I am sorry. Perhaps I am trying to go too fast and 
I am making it difficult for you to explain to me. at is in the 
psc print that is not included in these justifications on “Other 
objects 
fr. Frantz. If we take a look, sir, at the table on page H-6 
again—— 
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Mr. Corron. In the justification ? 

Mr. Franrz. Yes. The nonadministrative items for slum clearance 
and urban redevelopment and housing loans to educational institu- 
tions—those, as we said a moment ago, cover the engineering inspec- 
tion and the audit of the projects that are financed with loans from 
these programs. 

In the committee print the “Other objects” contain the travel of 
those engineers and auditors. In the table on page G-1 that is not 
included, because it is not included in the rest of the book. 

Mr. Corron. It does not give us the total picture, does it? 

Mr. Frantz. I can give you, Mr. Cotton, if it would be helpful, a 
complete “Other objects” table with both packages. We took them out 
because they do not affect the “Other objects” for the programs that 
are before the committee in the summary table on page A-10. It 
simply keeps all the figures on the same basis. 

Mr. Corron. “Travel” is slightly reduced, and “Transportation of 
things” is slightly reduced. The explanations are on the succeeding 
pages, but, just to save time, what is “Transportation of things”? 


TRANSPORTATION OF THINGS 


Mr. Frantz. That is shipment of household goods and effects, 
shipping of packages too heavy for parcel post. 

Mr. Corron. Are you moving quite a lot of people around? 

Mr. Frantz. No, sir. We have moved some people this year in con- 
nection with the closing of regional offices. 
. Mr. Corron. You have moved some people back to Washington 
from the field? 

Mr. Corr. For instance, we closed the regional office in Kansas 
City, and a few of those people went to Chicago. 


COMMUNICATION SERVICES 


Mr. Corron. Communication services is increased because of the 
fact that you have to pay for penalty mail? Is that correct ? 

Mr. Franrz. Partly that and partly because of anticipated increases 
in rates on both long distance and equipment. 

Mr. Corron. Telephone rates? 

Mr. Frantz. Yes, sir. That is not in the amount of equipment or 
the number of calls, but in the rates charged by the telephone company. 

eae ore What portion of this communication services is tele- 

phone 

Mr. Frantz. That is shown on page G4, Mr. Cotton. Just to sum- 
marize for the record, $19,350 for the cost of branches and equipment ; 
$33,400 for switchboard, mileage, and calls; $12,187 for long distance. 

Mr. Corron. Your agency cannot be considered an emergency 
agency. Isn’t your telephone bill fairly steep ? 

Mr. Frantz. It is reduced, Mr. Cotton, from what it has been. 

Mr. Cotr. I think it should be examined. 

Mr. Corron. Communications services is not reduced. 

Mr. Frantz. No; the long-distance calls. 

Mr. Corton. All right. 

Mr. Frantz. The balance of that is made up of telegraph, $2,370; 
and penalty indicia and postage for meter, $17,773. 
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Mr. Corron. Your next increase is in equipment. It increased 
from $14,000 roughly to $19,000. What is the reason for that? 

Mr. Frantz. That is on page G-9, Mr. Cotton, the detail of that. 

Mr. Corron. What is it, roughly? 

Mr. Frantz. Replacement of 20 typewriters, 4 calculators, 9 adding 
machines, and replacement of 10 automobiles. 

‘ of Corron. Ten automobiles where? In Washington, or in the 
e 

Mr. Frantz. No, sir, those are in the field. 

Mr. Corron. How many automobiles do you have? 

Mr. Frantz. We have 42 automobiles, plus one stripped-down sta- 
tion wagon, and one light truck. 

Mr. Corron. How many are in Washington ? 

Mr. Frantz. Four of those are in Washington, and forty in the field. 
I might say, Mr. Cotton, that our automotive equipment in the field 
is exceedingly elderly, to put it mildly. Among the 10 vehicles that 
we propose to replace, as I recall, there is one 1946 Nash and nine 1947 
Buicks, all of which have traveled in excess of 100,000 miles. 

Mr. Corron. By whom were those in the field used ? 

Mr. Frantz. Mostly by our engineers who have to visit construction 
projects and locations which may or may not be accessible by other 
methods of transportation. 

Mr. Corron. Who uses the ones in Washington ? 

Mr. Frantz. We have two passenger cars, sir, which are used by 
the Administrator and his staff for local transportation. We have one 
truck and one station wagon used for light freight. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION 


Mr. Corron. Mr. Reporter, please insert in the record pages I-6, 
I-7, I-10, I-13, I-14, and I-17. 
(The material referred to follows :) 
Status of FNMA authorization 


{In millions of dollars] 


Actual Estimate Estimate 
1954 1955 


1953 
$3, 650.0 | $3, 650.0 | $3, 650.0 
Charges against 
Mortgages owned: 
Military, defense and disaster. 255. 6 561.0 733.6 
Other: 
1, 976. 2 | 1, 796. 6 1, 480. 2 
Total portfolio.......- Ran 2, 497.7 | 2, 591.8 2, 431.8 
Commitments outstanding: . 
Military, defense and disaster. 500. 6 357.7 117.4 
Total 542. 2 538. 1 158.3 
3, 039. 9 3, 129.9 2, 590. 1 
Total available authorization. _.............-------- 610.1 520.1 1,059.9 
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Mortgage purchases and commitments 


{In millions of dollars] 


Actual Estimate, Estimate, 
1953 1954 1955 
Mortgage purchases: : 
Defense, military and disaster... _. $242.7 $322. 3 $200. 6 
Other: | 
FH A-insured._- 9). 3 77.4 | 54. 4 
V 252.7 109. 4 | 135.0 
Total purchases 585.7 | 509.1 | 390. 0 
Commitments made (net): 
Defense, military and disaster __. 445.9 105.0 } 
Cooperative and Alaska housing. 17.2 26.0 | 0 
1-for-1 program 0 150.0 | 0 
Total commitments 463.1 281.0 0 
Total use of authorization 1,048.8 | 790.1 300.0 
Financing reauirements of the associalion 
{In millions of dollars] 
zo | Estimate, | Estimate 
Actual, 195 1954 1068 
Mortgage purchases $586 $509 $390 
Mortgage sales _- 60 "300 135 
Repayments and other credits - - 96 115 115 
Total sales, repayments and other credits _ 156 415 550 
Net change in portfolio... - 430 — 160 
Available earnings and working capital changes ____- —51 —32 
Net budgetary expenditures or receipts (—)- —166 


| | | 
Actual Actual Actual | Estimate| Estimate 
1951 1952 | 1958 | 1954 | 1955 

Number of mortgages owned at start of period_____- 156, 083 346, 851 345, 426 
Purchases during period 14109, 773 76, 716 045 4 675. 40, 530 
Sales during period... ._.-__._..__...._.....- .-..| —40, 560 6, 489 6, 280 43, 000 62, 140 
Repayments in full and other credits during period. —1, 735 2, 722 | 3, 877 4, 100 4, 100 
Net change in portfolio during period__._- east ae 67, 478 67, 505 55, 785 —1, 425 —25, 710 
Number of mortgages owned at end of period_.______ 223, 561 291,066 | 346,851 345, 426 319, 716 
Average portfolio to be serviced_(rounded) ...-_.___- 190,000 | 257,000 | 319,000 | 346,000 333, 000 


ADMINISTRATIVE EXPENSES 


General summary 


Administrative expenses of the association are financed from its earnings, 


within limitations fixed annually by the Congress. 
for administrative expenses for fiscal year 1955 is $3.5 million. 


The estimated requirement 


This sum is 


$99,000 or 2.9 percent greater than the amount of $3,401,000 which was available 


for the same purpose in 1954. 


| 
) Number of mortgages owned, purchased and sold 


2080 


The increase in workload to be performed in the fiscal year 1955 is propor- 
tionately greater than the increase in administrative expenses, as the following 
comparison shows: 


Change Percent 
— ane (+ or —) (+ or —) 
Administrative expenses. _.__..-............... $3, 401, 000 $3, 500, 000 +$99, 000 +2.9 
Number mortgages to be sold... ee 43, 000 62, 140 +19, 140 +44.5 
Average number yy in portfolio__....__. 346, 138 332, 571 —13, 568 —3.9 
Number mortgages to purchased ._-..........- 45, 675 40, 530 —5, 145 —11.2 
Administrative expenses by object class 
Actual Estimate 
1953 1955 
01 Personal service: 
I I i $3, 097, 004 $2, 770, 160 $2, 863, 700 
Regular pay in excess of 52-week base_..._.._._______- 11, 912 10, 620 11, 040 
Payment above basic rates...................-...----- 5, 259 0 
Excess of annual leave earned over annual leave taken 
55, 400 33, 370 34, 535 
Total personal services, administrative expenses _ - 3, 169, 575 2, 814, 150 2, 909, 275 
03 Transportation of things... - 6, 672 10, 100 7, 800 
04 Communication services. -- ‘ 50, 410 54,350 55,050 
05 Rents and utility services_. ‘i 240, 804 248, 300 237, 950 
OS end 22, 673 19, 700 20, 250 
07 Contractual services: 
11, 350 14, 000 14, 000 
Fees for contract legal and professional services... _-- 9, 311 134, 000 136, 000 
Miscellaneous contractual services.................--- 14, 188 12, 400 12, 625 
21,749 19, 000 19, 300 
8, 923 0 0 
Total administrative expenses ---_.-..-.............----. 3, 628, 386 3, 401, 000 3, 500, 000 
Deduct: Administrative expenses not under limitation and 
34, 278 151, 000 150, 000 
Administrative expenses under limitation............-.- 3, 594, 108 3, 250, 000 3, 350, 000 


Mr. Corron. That is the story on FNMA. I guess it is because of 
the fact that I am not accustomed to acting as chairman and I have 
taken so much time and gone so slowly on this. I will let the rest of 
the committee take care of FNMA and not take up any more of your 
time. 

Mr. Cote. Would you like to have Mr. Baughman make a statement 
on FNMA now? 

Mr. Corton. Yes. We will take up FNMA, and I will be glad to 
hear the preliminary statement. 

Mr. Cote. Do you want to summarize it? 

Mr. Cotron. Why don’t we let the rest of the committee ask their 
questions now up to FNMA, and we will start tomorrow morning 
with FNMA. 

Mr. Yates. All right. 

Mr. Corton. Let the record show we will defer FNMA until to- 
morrow. 

ACTUAL INCREASE IN BUDGET ESTIMATE 


Mr. Jonas. Let me ask you to turn your attention to the table on 

age A-10, table II. You show the total cost estimate for 1955 to be 

$3,615,000 as contrasted with the total estimate for 1954 of $3,963,675. 
Mr. Coxe. Yes. 

Mr. Jonas. This would indicate a reduction of $348,675 between the 

2 years. I notice—and correct me if I am wrong—more than that is 
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absorbed in the elimination of the three programs, housing research, 
programing of defense housing and community facilities, and defense 
production activities, and the elimination of any further expense for 
the President’s Advisory Committee. Is that corerct? 

Mr. Core. Yes, I would think so—— 

Mr. Jonas. So in all of the other programs that you plan to con- 
tinue the estimate for 1955 is 1954. 

Mr. Coir. No. In this operation? In what you are speaking of 
here, yes, that is, with the exception of liquidating programs, 

Mr. Jonas. With the exception of liquidating programs. 

Mr. Frantz. There are three programs that show dollar in- 
creases—— 

Mr. Jonas. So the elimination of the programs that you do not 
plan to continue during the next fiscal year more than absorbs the 
reduction. 

Mr. Cote. That is right, in total dollars. 


ALASKA HOUSING PROGRAM 


Mr. Jonas. May I ask you one question on this remote dwelling 
problem in Alaska, that is, E-6 in the justification. Am I correct in 
stating that there were 727 of those units? Is that correct? 

Mr. Cote. Yes. 

Mr. Jonas. Is that the total ? 

Mr. Frantz. Yes. 

Mr. Jonas. 727 total dwelling units? 

Mr. Corr. Yes. 

Mr. Jonas. For Alaskans? 

Mr. Coz. Yes. 

Mr. Jonas. And with no relationship whatsoever to the national de- 
fense, Navy or anything? 

Mr. Cote. That was - ere to assist the natives of Alaska. 

Mr. Jonas. Can you tell us how much money we have invested in 
that program ? 

Mr. Cote. Yes. 

Mr. Tuomas. $19.8 million ? 

Mr. Sewarp. No,sir. For the remote dwelling, $329,000. 

Mr. Tuomas. All over Alaska? 

Mr. Sewarp. Yes. 

Mr. Tuomas. What was your total authorization? $10 million in 
loans and $10 million in grants, wasn’t it ? 

Mr. Sewarp. For Alaska the total authorization was $20 million, 
against which $19 million was appropriated. 

Mr. Tuomas. That is what Mr. Jonas asked for, wasn’t it ? 

Mr. Sewarp. No, sir, he asked about the remote dwellings. 

Mr. Frantz. On remote dwellings we had $218,000 outstanding not 
repaid as of December 31. Those loans were limited to $500 per indi- 
vidual, and were mainly for putting in floors and impermeable roofs 
in native quarters. 

Mr. Jonas. What is the record of repayment? Are we losing 
money on the program ? 

Mr. Coir. Oh, yes, we will. You must recognize that. 


2082 


Mr. Sewarp. Of the $329,000 loaned, Mr. Jonas, $218,000 still re- 
mains to be paid. 

Mr. Jonas. Iunderstand. Is most of that in default? 

Mr. Sewarp. Yes. 

Mr. Jonas. Most of it delinquent ? 

Mr. Sewarp. Yes,sir. Do you understand what this is? 

Mr. Jonas. Yes. 

Mr. Sewarp. You loan it to an Eskimo on his personal note, sir, 
which he cannot sign in the first place; he makes an X. If the fur- 
trapping season is good, or if the fishing is good, he will pay it back, 
maybe. 

Mr. Anprews. What is the interest rate on those signature notes? 

Mr. Sewarp. The interest rate, Mr. Andrews, is 4 percent, but the 
Eskimo doesn’t know anything about interest; he has never heard of 
ne have had numerous occasions where the Eskimo has paid 

ae 

Mr. Anprews. How does he know about the principal ? 

Mr. Sewarp. We have had numerous occasions mt, he has paid 
the principal but not this interest business. Nobody told him any- 
thing about it. He doesn’t understand it. 

Mr. Cote. May I say this, gentleman: This program apparently 
was authorized because the Congress felt that something should be 
done for the natives of Alaska irrespective of their economic status 
or their understanding of an obligation, and that is it. I mean—you 
like it or you don’t like it, based on that. Isn’t that about it? 

Mr. Frrzparrick. It was approved largely as a means of reducing 
the incidence of tuberculosis. 

Mr. Corte. That was one of the things. That is just what it is. 


LOSSES INCURRED ON BONDS ISSUED UNDER THE DEFENSE PUBLIC 
WORKS PROGRAM 


Mr. Jonas. That is enough of that for me. But I have a question 
on page E-9, “Local bonds,” at the bottom of the page. You say 
“Losses on these issues have amounted to $137,820.” Is that actual 
losses to date or is that a projected total loss figure? Discuss that a 
little bit for us. 

Mr. Frantz. Those are actual losses, sir. 

Mr. Jonas. How do these losses come about? 

Mr. Core. You remember the defense public works program was 
a program, again, which Congress decided to carry on to provide 
public works for communities which were crowded by reason of the 
military or defense plants, and therefore when the activity began to 
decline the public work decline in its value accordingly. 

Mr. Jonas. When the project was liquidated there was a loss? 

Mr. Cote. There was a loss, and it was understood by Congress that 
there would be under the circumstances. 

Mr. Jonas. I see we have 19 of these issues still on hand, consisting 
of 1,366 bonds, having a par value of $1,170,498. Are any of them 
delinquent 

Mr. Sewarp. No, sir. 

Mr. Jonas. You do not anticipate any further losses? 

Mr. Sewarp. No, sir, not at the moment. 


| 
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Mr. Jonas. Interest is current, and amortization payments are 
current ¢ 

Mr. Sewarp. That is right, sir. 

(The following was supplied subsequently. ) 

The reply to the above question was in error. As of February 5, 1954, bond 
issues with respect to 3 projects in 2 localities were delinquent, the prnicipal 
involved totaling $7,197.89 and the interest $5,733.86. 


DEFENSE COMMUNITY FACILITIES PROGRAM 


Mr. Jonas. On page E-10, in the defense community facilities pro- 
gram, do you anticipate any losses in those projects ? 

Mr. Sewarp. No, sir. 

Mr. Corron. Are all interest payments current ? 

Mr. Sewarp. Yes, sir. 

Mr. Corron, All amortization payments? 

Mr. Sewarp. Yes. We don’t anticipate any loss in those loans. 

Mr. Jonas. Did you have any rule? I see part of that money was 
advanced as a grant and part as a loan. How did you determine to 
what extent the money would be a grant and how much of it would be 
a loan? 

Mr. Sewarp. Mr. Jonas, the legislation—Public Law 139, 82d Con- 

ress—which set up the authority for this program, specified that the 
pion En a was authorized to aid these communities by way of 
loans and/or grants to provide these facilities. There was no stipu- 
lated amount as to what percentage should be loaned, what percentage 
should be grants, and so forth. The decision as to what was to be a 
loan and what was to be a grant was based on the ability of the particu- 
lar community to pay—what their bond limitation was, and so forth. 
There were many frekole that came into that. 

Mr. Corr. It is administrative judgment, really. 

Mr. Jonas. On the following page, E-11, please explain to me this 
$1214 million item appearing in the middle of the page under 
“Construction.” 

As construction progresses and applicant’s funds are committed, Federal 
disbursements will increase to $12.5 million this year. 

I thought this program was in liquidation. 

Mr. Sewarp. it is in liquidation, but the construction is not all 
completed. 

Mr. Jonas. You mean you are liquidating the program, but at the 
same time continuing the construction ¢ 

Mr. Sewarp. There are no new commitments being made with re- 
spect to it, sir. 

Mr. Jonas. This is construction, then, that was in progress ? 

Mr. Sewakp. That is right. 

Mr. Jonas. At the time the liquidation began ? 

Mr. Sewarp. That is right. 

Mr. Jonas. And you think the $1214 million will wind up all of the 
expense ? 

Mr. Sewarp. Yes, sir. 

Mr. Franrz. For this year. 
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Mr. Jonas. I mean for this year. Then there will be $3.7 million 
to wind up construction activities in 1955. 

Mr. Sewarp. Carryover. 

Mr. Franrz. But those funds have already been appropriated. 


HOUSING LOANS TO EDUCATIONAL INSTITUTIONS 


Mr. Jonas. Are you asking for $25 million additional lending au- 
thorization for this college housing program? Is that what the $25 
million is for? 

Mr. Coxe. That is correct. It is in the budget. 

Mr. Jonas. Is that to increase your total lending? 

Mr. Sewarp. The total authorization was $300 million, of which to 
date $150 million has been released to the Administrator from that 
authorization. 

Mr. Jonas. Stop right there. How much of that is outstanding in 
the form of 

Mr. Sewarp. Just one second, sir. 

Mr. Jonas. You can put it in the record. 

(The information referred to follows :) 


Housing loans to educational institutions—status of authorization Dec. 31, 1953 


Authorization $300, 000, 000 
Authorization released by President (through June 30, 1954) __-__ 150, 000, 000 
Commitments: 
Loans approved $92, 805, 000 
Reservations of funds 88, 867, 500 
131,672, 500 
Released authorization: Available for new reservations 18, 327, 500 


Mr. Jonas. What is the $25 million in the budget for? ‘To increase 
your lending authorization ? 

Mr. Sewarp. To increase the funds available for committing on 
current applications. 

Mr. Jonas. Is this to increase to $175 million? You have already 
had $150 million. 

Mr. Sewarp. That is right, beginning July 1. 

Mr. Jonas. Mr. Chairman, I have some questions on public housing. 
Do you want to wait and go into that tomorrow ? 

Mr. Corton. Yes, I suggest that we leave that until tomorrow. 

Mr. Jonas. My —— will involve slum clearance and redevelop- 
ment as well as public housing. 

Mr. Corron. Will you people be here tomorrow to discuss that ¢ 

Mr. Cote. I will be here if you want me. I would not come back 
ordinarily, but I will be here if you want me for it, of course. 

(Discussion off the record.) 

Mr. Yates. Let me ask a question on FNMA inasmuch as you are 
not contemplating coming back. Are questions of ney in FNMA 
determined by Mr. Baughman or determined by you? 

Mr. Corr. They are determined by the Board of Directors. May 
I say to you, Mr. Yates, the Board of Directors determines matters of 
policy. Naturally, I am Chairman of the Board and I have influence 
on it. I hold the entire stock as Administrator, but I don’t make all 
of the policy decisions made by the Board. 

Mr. Corron. My feeling, Mr. Cole, is that I think we are going to 
have to have more than one more day on this, and, second, we want you 
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to take care of yourself so you will be feeling better. I think Mr. 
Phillips will agree with me that you ought to be back to be questioned 
by the committee, but let us not do it today. Thank you, gentlemen. 
We will see you later on in regard to the justification of the rest of 
your budget estimates, 

Wepnespay, Fresrvary 3, 1954. 


Mr. Corron. The committee will please come to order. 

Before we start the proceedings this morning I would like to put 
into the record this statement. On behalf of the committee I want to 
thank Mr. Cole for coming back this morning under most difficult 
circumstances. For the information of the committee, Mr. Cole had 
scheduled this morning a conference with various people who have 
traveled to Washington from all over the country. For certtain 
reasons within the committee and because of our anxiety to try and 
finish the hearings and report our bill, and as a result of the confer- 
ence of the members of the committee last night, I was compelled to 
do what I certainly did not want to do and almost insist on Mr. Cole’s 
leaving some important duties to come back so we could go on with 
this examination. We want to thank you, Mr. Cole, for your kind- 
ness in this matter. We appreciate it. 


REPORT ON LOW-RENT PUBLIC HOUSING 


At the time we adjourned yesterday, Mr. Thomas was about to start 
his examination. Before we proceed, and because of the fact that the 
committee wants some latitude in their questioning, I would like to 
insert in the record at this point a report on low-rent public housing 
by the Administrator to the Appropriations Committee. 

(The report referred to follows :) 


Report oN LOW-RENT Pustic HOUSING ny THE ADMINISTRATOR OF THE HOUSING AND 
HOME FINANCE AGENCY TO THE APPROPRIATIONS COMMITTEES OF THE HOUSE AND 
SENATE 

INTRODUCTION 


This report has been prepared pursuant to a special provision included in the 
First Independent Offices Appropriation Act of 1954, which read as follows: 
“Provided further, That * * * during the fiscal year 1954 the Housing and 
Home Finance Administrator shall make a complete analysis and study of the 
low-rent public housing program and, on or before February 1, 1954, shall trans- 
mit to the Appropriations Committees of the House and Senate his recommenda- 
tions with respect to such low-rent public housing program.” 


CONSULTATIONS AND FIELD STUDIES 


In addition to the legislative instruction cited above, the President instructed 
the Housing and Home Finance Administrator to make a thorough study of all 
the housing policies and programs of the Government, and to submit recom- 
mendations for his consideration. It was decided that the study of the low-rent 
public housing program required by the proviso in the appropriations act could 
be best carried out if conducted as part of this broader undertaking, with special 
attention as might be necessary to assure that it would meet the requirements 
of the Appropriations Committees. 

This comprehensive review of national housing policies and programs was 
begun early in July 1953 with a series of shirtsleeve conferences conducted by 
the Administrator in Washington with representatives of various groups con- 
cerned with this problem—realtors, home builders, housing and other local offi- 
cials, mortgage bankers, prefabricators, organized labor, veterans’ groups, social- 
welfare agencies, minority-group interests, and many others. All participants 
in these conferences were encouraged to advance their ideas and recommenda- 
tions for formulating new policies. 
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The Administrator also issued a general invitation to interested individuals 
and groups to submit written criticisms, recommendations, and proposals, and a 
considerable number were received. 

In August this conference method was extended to local communities. Meet- 
ings were prepared and held in Chicago, Omaha, San Francisco, Albuquerque, 
Dallas, Memphis, Cleveland, Miami, New Orleans, Birmingham, and New York. 
Active participation in these sessions ranged from around 150 to more than 500 
people at a time, representing the broadest possible cross section of local points 
of view about the problems of housing and the role of the Government in connec- 
tion with those problems. At about the same time the new Public Housing Com- 
missioner began a series of tours throughout the country, somewhat similar to 
those of the Administrator, in which he traveled almost 50,000 miles, 


PRESIDENT’S ADVISORY COMMITTEE ON HOUSING 


On September 12 the President issued Executive Order 10486 establishing an 
Advisory Committee on Government Housing Policies and Programs under the 
chairmanship of the Administrator. The Executive order directed the Advisory 
Committee to “* * * make, or cause to be made, studies and surveys of the 
housing policies and programs of the Government and the organization within 
the executive branch for the administration of such policies and programs, 
and * * * advise the Housing and Home Finance Administrator and the Presi- 
dent with respect thereto.” The President made it clear that he was seeking 
positive proposals and stated, in announcing the appointment of the committee, 
that he wanted it “to identify clearly the proper role of the Federal Government 
in the housing field and to outline more economical and effective means for im- 
proving the housing conditions of the people.” 

The findings which were developed in the “shirtsleeve” meetings and field 
studies were made available to the Advisory Committee. At its first meeting, 
5 subcommittees were set up, 1 of which was designated to deal specifically with 
the subject of housing for low-income families. The members of this subcom- 
mittee included a local housing official, an architect, a bank president, a realtor, 
and a representative of organized labor. The subcommittee made intensive 
studies over a period of several weeks, and assembled extensive factual data in 
connection with its field of inquiry. Comment and recommendations were in- 
vited from 76 organizations and 21 individuals with broad experience and knowl- 
edge of the problems involved. 

The subcommittee’s final report was submitted to the chairman of the Advisory 
Committee early in December and appears as an appendix to the report of the 
Advisory Committee, which was submitted to the President on December 14 and 
subsequently printed. 

In view of the voluminous findings and factual report of the Advisory Com- 
mittee, no effort is made in this report to describe their study in detail or to set 
out their findings and background data. The Appropriations Committees are 
referred for these data to the printed report itself, copies of which are attached.’ 

With the background of their first-hand inquiries and observations, the Ad- 
ministrator and the Commissioner reviewed together the recommendations of the 
President’s Advisory Committee, and out of these consultations a legislative pro- 
gram was submitted for the consideration of the President which embodies the 
recommendations contained in the present report. 


SCOPE OF THE STUDY 


It will be noted that the study described above encompassed all phases of 
housing in the United States, including the production of an adequate supply of 
new housing; the financing of new and existing housing; the repair, alteration, 
and improvement of existing housing; the clearance of slums; the arresting of 
blight and deterioration; the rehabilitation of salvable neighborhoods; and the 
provision of housing for low-income families, particularly those displaced by slum 
clearance and public improvements. The study was directed toward determining 
the minimum degree of Federal participation in these areas consistent with the 
major national policy of promoting the opportunity for every American family 
to acquire decent, safe, and sanitary housing. 

In order that the recommendations contained in this report with respect to 
low-rent public housing may be viewed in proper perspective, it is necessary to 


1 See appendix 3 to the Report of the President’s Advisory Committee on Government 
Housing Po 7) 


licies and Programs and exhibits thereto (pp. 253-337). 
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relate them to certain conclusions and recommendations relating to arresting 
blight, Clearance of slums, and housing for low-income families by means other 
than low-rent public housing. 


NEIGHBORHOOD REHABILITATION AND THE ELIMINATION AND PREVENTION OF SLUMS 


As a first essential it was concluded that causes of slum and blight must be 
eliminated, and toward this end the President, in his housing message of January 
25, called for legislation which would accomplish three major objectives : 

1. The prevention of the spread of blight into good areas of the community 
through strict enforcement of housing and neighborhood standards and 
strict occupancy controls. 

2. The rehabilitation of salvable areas, turning them into sound, healthy 
neighborhoods, by replanning, removing congestion, providing parks and 
playgrounds, reorganizing streets and traffic, and by facilitating physical 
rehabilitation of deteriorated structures. 

3. The clearance and redevelopment of nonsalvable slums, 

The President stated that legislation to accomplish these aims should broaden 
title I of the Housing Act of 1949 to make available a program of loans and grants 
for the renovation of salvable areas and for the outright elimination of non- 
salvable areas; authorize the Federal Housing Administration to insure private 
credit used to rehabilitate homes in declining neighborhoods limited to those 
specific areas where the local community has given adequate assurance that 
they will carry out a workable plan of neighborhood renewal; and authorize a 
program of matching grants to States and metropolitan areas to enable smaller 
communities and metropolitan area planning agencies to do the planning which 
is necessary to arrest the spread of slum clearance. 


HOUSING FOR LOW-INCOME FAMILIES 


A serious shortage of decent, safe, and sanitary housing for families of low 
income exists. Although the recommendations with respect to rehabilitation 
will tend to improve this situation, the clearance and redevelopment on non- 
salvable slums and similar public improvements and the strict enforcement of 
housing standards and occupancy controls will tend to aggravate the problem by 
the elimination of substandard housing which will cause substantial numbers of 
low-income families to be without housing. It was therefore concluded that 
direct and positive steps had to be taken by the Government to meet this serious 
problem, offering every possible incentive to the private housing industry to 
supply as much of this housing for low-income families as is possible. 

To this end legislation will shortly be submitted to the Congress designed to 
implement a new and experimental program under which the Federal Housing 
Adininistration would be authorized to insure long-term loans of modest amounts 
with low initial payments on both new and existing dwellings for low-income 
families, the program to be restricted to those families who seek other homes as 
a result of slum rehabilitation, conservation, and similar activities in the publie 
interest. Successful progress in this program wiil supply housing to low-income 
families to a much greater degree than has heretofore existed. 

After reviewing the findings and recommendations of the Advisory Committee 
and developing the program outlined above, it was further concluded that it is 
necessary for the Government to continue financial assistance to communities in 
the development of low-rent public housing, not as an end in itself, but as an 
integral part of an overall program of arresting blight, clearing slums, and 
making decent, safe, and sanitary housing available to families of low income. 


Tupe of public housing assistance 

The Advisory Committee, after concluding that there was a need for low-rent 
public housing assistance for families of very low incomes, particularly those dis- 
placed by slum clearance, neighborhood rehabilitation, or similar public action, 
then examined into the question as to whether or not there was a better method or 
formula for supplying this need than the method now employed. After study- 
ing various alternative proposals and examining the workings of the program 
in detail, they concluded that public housing assistance should be continued as 
defined and authorized in the Housing Act of 1949, with certain technical 
amendments. The Committee coupled this recommendation with a statement of 
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its unanimous agreement on the objective of a more effective operation of the 
private housing market so as to steadily lessen the need for direct subsidies.’ 

The Advisory Committee on Housing, in its review of the public housing pro- 
gram, concluded that every effort should be made to minimize the total Federal 
expenditure in the provision of this housing assistance to families of low income, 
and proposed a plan of eventual self-liquidation to the extent feasible. 


Need for program stability 

From their analysis and study it was apparent to the Administrator and the 
Commissioner that the provision of public housing must be based on a plan which 
involves some degree of continuity and stability over a period of years. Only 
such a plan can produce an effective and efficient program geared to fulfill the 
needs for housing low-income families as related to the other programs of slum 
clearance and rehabilitation. It was thus concluded that there should be 
recommended to the Congress a minimum program to be developed over a 4-year 
span of time, to be reviewed by the Congress at the end of 3 years of operation. 


Size of the public housing program 

The Advisory Committee, in its findings and recommendations, concluded that 
public housing as defined in the Housing Act of 1949 should be continued, but 
recommended that the level or size of the program be determined by the Ad- 
ministration and the Congress. 

In determining the size of the low-rent public housing program to be recom- 
mended, it was recognized that the program of repair and alteration in specified 
areas and the experimental program of private housing for families of low 
income, if successful, should materially lessen the need for public housing. 
Nevertheless, it was also recognized that such programs could not fulfill the 
entire need for housing of families of low income, including those displaced 
by slum clearance and neighborhood rehabilitation and similar public action, 
especially those in the lowest income brackets. It was determined to recom- 
mend that, pending actual performance and demonstrated success of these pro- 
grams, public housing should proceed at a minimum level as described below. 


RECOM MENDATIONS WITH RESPECT TO LOW-RENT PUBLIC HOUSING 


In accordance with the findings, conclusions, and considerations heretofore 
described and the objectives set forth in the President’s message of January 25, 
the following specific recommendations of the Administrator with respect to the 
low-rent housing program are submitted : 


1, Authorize 4-year program of 35,000 units each year 


The 1955 budget contains the recommendation for the first year of this pro- 
gram, requesting authorization during fiscal year 1955 to authorize the com- 
mencement of construction of 35,000 units. The budget also proposes the elimi- 
nation of the proviso in the 1954 Appropriation Act which prohibited additional 
contracting for projects unless thereafter authorized by the Congress. 

The recommendations subsequently submitted to the Congress by the President 
call for legislation which covers the full 4-year authorization. In order for 
such legislation to be unambiguous as to its effect, it should also provide for 
repeal of the appropriation act provisions for 1953 and 1954, insofar as they 
are in conflict with the 4-year authorization recommended. 

Legislation for the 4-year program should be so designed as to relate the 
execution of annual contribution contracts and the authorization for start of 
construction so as to eliminate the possibility of completing the 4-year program 
with a backlog of projects under contract but not authorized to start construc- 
tion. For the 4-year period it should authorize the start of construction of 
140,000 units, but should authorize the execution of new annual contribution 
contracts only in the amount of 105,000 units. This lesser number of new 
annual contribution contracts is based on two considerations: First, it recog- 
nizes that there are now approximately 35,000 units under annual contribution 
contracts for which there is no authorization to commence construction; second, 
it anticipates that Congress will review the program at the end of 3 years. 


2 See Recommendation No. 2, Report of the President’s Advisory Committee on Govern- 
ment Housing Policies and Programs, p. 15, and recommendation No. 3 of the subcommittee 


report, p. 26 
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2. Restrict public housing assistance to communities undertaking positive 
programs of arresting blight and eliminating slums 

To see to it that Federal assistance is related to local programs which actually 
face up to the local problems, low-rent housing should not be subsidized by the 
Federal Government in any community until it is determined that the locality 
has a workable plan of its own for utilizing appropriate private and public re- 
sources to eliminate and prevent the spread of slums and urban blight, to en- 
courage needed rehabilitation, to provide for the redevelopment of blighted, de- 
teriorated, or slum areas an structures or to undertake such of these activities 
or other feasible community activities as may be suitably employed to achieve 
the objectives of such a program. 
3. Extend occupancy preferences 

Preference for occupancy in public housing among eligible families is now 
given to families displaced by low-rent housing and by public slum clearance and 
redevelopment projects. ‘This preference should be extended also to eligible fam- 
ilies displaced by neighborhood rehabiliation or by other similar public improve- 
ments. As among such families first preference should be given to veterans. 
4. Self-liquidation of public housing 

After the capital cost of a public housing project has been amortized, net reve- 
nues from operation or proceeds from sale should be returned to the Federal 


Government and to the local community in proportion to and to the extent of 
their respective contributions. 


5. Payment in lieu of taxes 

The existing act should be amended to provide that local authorities make 
mandatory payments in lieu of taxes to local governments totaling 10 percent 
of shelter rents unless State law prescribes a lesser amount or the local gov- 
erning body agrees to accept a lesser amount, or such payment would not result 
in a local contribution (through tax exemption) of at least 20 percent of the 
Federal contributions. It should also provide that where State law permits, 
public housing for low-income families may be subject to full taxation provided 
the locality agrees to pay in cash the difference between full taxes and 10 per- 
cent of the shelter rents. In either case, the local public housing agency should 
be required to make public (in the case of a tax-exempt project) the amounts 
of payments in lieu of taxes and the amount of taxes which would be levied 
if the property were privately owned or (where the project is taxed) the amounts 
of the local cash contribution. 


6. Repeal of certain labor requirements 
Certain labor reporting requirements should be repealed since they are no 
longer recommended by the Department of Labor: in addition, certain classes 


of professional and technical personnel employed in the development of projects 
should be excluded from the prevailing rates requirements now in effect. 


CONCLUSION 


From the legislative history and background of the provisions requiring a 
special study and recommendations by the Administrator, it would appear that 
the Appropriations Committees desired, in addition to his general findings and 
recommendations, the conclusions of the Administrator with respect to two 
major questions which were then under discussion in the Congress. These 
questions may be stated, and the conclusions and recommendations of the Admin- 
istrator given, as follows: 


Question 1 

What should be the further action of the Congress with respect to the low- 
rent public housing program authorized in the United States Housing Act of 
1937, as amended, looking toward the expiration of the temporary restraint 
upon that program imposed in the 1954 Appropriation Act? 


Recommendation 


The Congress should authorize a minimum but stable program for the pro- 
vision of additional housing under the existing act (with the amendments pro- 
posed herein) during the next 4 years, limiting such authority to the execution 


2090 


of annual contributions contracts covering 105,000 additional units and to the 
start of construction of 140,000 new units, as described in this report. 
Question 2 

What is the legal status of, and what action should be taken regarding, 
projects and units covered by annual contributions contracts previously executed 
but not authorized for construction within the limitations of annual appropria- 
tion acts through the fiscal year 1954, especially those containing the so-called 
escape clause? 

Conclusions and recommendation 

As a matter of law, the existing annual contributions contracts referred to 
above are valid and binding contracts and can be lawfully terminated only by 
the mutual consent and action of the contracting parties. In the case of con- 
tracts containing the so-called escape clause, the Government is under no obli- 
gation to authorize commencement of construction in any case if such action 
would lead to the commencement of construction of more than 35,000 units (in 
projects initiated after March 1, 1949) during any single fiscal year and Con- 
gress shall not have authorized such excess above 35,000 units during that year. 
Where the locality involved desires to proceed with the program, projects 
covered by existing annual contributions contracts, with or without the escape 
clause, should be authorized to proceed to construction within the limits of the 
4-year program recommended herein. 

Mr. Corron. Because of the fact that yesterday the questions were 
confined to the actual budget for the Office of the Administrator, 
there are two questions that I would like to get into the record at this 
time. 

Incidentally, if it is convenient let us leave FNMA so we can take 
it up all together later and if necessary have the Administrator come 
back for FNMA. j 

I had just two questions that I wanted to insert here because we 
had not questioned you at all in general yesterday. 


NUMBER OF PUBLIC HOUSING UNITS TO BE STARTED 


The first is this: The recommendation of the President is 35,000 
units a year for the next 4 years. Is that based on the number of 
units to which we are already either legally or morally obligated ? 

Mr. Core. The first part of your question, of course, would cover 
those units which are in my opinion legally obligated, which are 
about 33,000 at the end of this current fiscal year. There may be 
some moral obligation to those communities which have entered into 
preliminary plans, but not very strong, oor I say. Let me go back 
then. Number one, there are the 33,000 which in our judgment are 
legal, binding contracts. 

Mr. Corron. My recollection is that last year the testimony was 
there were 33,000 obligated ahead. Has not some of that backlog 
been included in the current year? 

Mr. Corr. No, not of this 33,000 that I am talking about. 

In addition to those, if Congress authorizes the additional units, 
both Mr. Slusser, the new Public Housing Commissioner, and myself 
believe that a very firm priority should be given to those people who 
are dispossessed by reason of slum clearance, urban redevelopment, or 
other public improvements. 

As I said in my opening statement, the reason frankly that I am 
willing to pe a limited minimum program of public hous- 


ing is the feeling which I have that there are some people who will 
be forcibly ejected from their homes by reason of local government 
action supported by the Federal Government. Those people would 
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ordinarily live in these places if we did not eject them from their 
homes. Therefore, I feel that the Federal Government does have a 
responsibility in that regard. Therefore, we would look at it to see 
that such units as are put under contract would be those which have 
a direct bearing upon the programs of slum clearance, urban redevel- 
opment, and rehabilitation and public improvements. For that 
reason we would not be too much bound, in direct answer to your 
question, by those now existing contracts which are only preliminary 
and which have no legal effect with respect to actual construction. 

Mr. Corron. It is my understanding that the general spirit behind 
these proposals or the general theory is that, as far as possible, private 
industry is to be encouraged to come in and take some of the need and 
the strain from the public-housing program and that by liberalizing 
the loan policies of our housing activities, more Americans will be 
enabled and encouraged to own their homes and less to live in Govern- 
ment-constructed houses. 

Mr. Cotx. Directly subsidized houses; yes. 

Mr. Corron. That is hight. 

Mr. Core. Yes: that is correct. 

Mr. Corton. I notice in your opening statement you said that the 
recommendation is to provide with 35,000 units a year and at the end 
of the third year reappraise the program. Why not at the end of 
each year? 

Mr. Corr. It would be perfectly proper at the end of each year, of 
course. The reason we suggested the third year is that the program 
which we are suggesting for low-priced housing under FHA insur- 
ance would not be effective enough to really appraise it at the end of 
lyear. Certainly Congress should look at it at the end of 1 year, and 
at 2 years, and look at it critically. However, to really see whether or 
not we have an effective program which is relieving the pressure, it is 
my judgment that it could not be done under 2 years or possibly 3. 

Mr. Corron. Could you insert in the record at this time the number 
of units that were legally obligated at the beginning of the present 
current fiscal year 1954? 

Mr. Corr. Yes. 

Mr. Corron. As well as the exact number or as near as possible for 
1955, because unless my memory serves me wrongly I seem to recall 
that while there was a general disagreement about that last year and 
we could not have exact figures, there were roughly 33,090 obligated 
then and it seems to me to be a continuing proposition. 

Mr. Corr. IT do not think so, Mr. Cotton. We will put it in the 
record and I think it is fairly clear now. 

(The information referred to follows :) 

[Units, in round figures] 
Units in projects under annual contributions contract, not yet author- 


isea tO start construction, June 30, 62, 000 
Cancelled by mutual consent, largely in Los Angeles__---~- —, 000 
Authorized to start under 1954 act__-------------~.------- —20, 000 

———— 26, 000 


Mr. Corron. How many would be obligated at the beginning of the 
present fiscal 1954 year ? 

Mr. Coir. At the beginning of the present fiscal 1954 there would be 
this 33,000 plus 20,000, about 53,000. 
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Mr. Corron. Yesterday Mr. Jonas and Mr. Krueger completed 
their questioning strictly on the budget for the Office of the Adminis- 
trator. In view of the fact of opening up the whole thing I would like 
to give them the opportunity if they wish to ask any general questions 
on this before we proceed with Mr. Thomas, Mr. Andrews, and Mr. 
Yates, if that is satisfactory. 


SLUM CLEARANCE AND URBAN DEVELOPMENT 


Mr. Jonas. I understand the slum clearance and urban redevelop- 
ment programs are all based on contracts by the Federal Government 
and the local government unit. 

Mr. Core. That is correct. 

Mr. Jonas. If that is true why do you say that it is the sole obliga- 
tion of the Federal Government to bnild houses to take care of the 
people who are dispossessed. Why is that not equally a part of the 
responsibility of the local unit ? 

Mr. Corr. You have a very good point. Maybe you misunderstood 
me. I did not say that it was the sole obligation of the Federal Gov- 
ernment and I do not believe that it is. 

Mr. Jonas. Neither do I. 

Mr. Cote. The local government does have a responsibility, and it is 
my opinion that that responsibility can be and should be expanded. 
No. 1, we made a very careful examination within the time which we 
had, and with the staff, and the appropriations which we had, to 
determine in what regard the local communities could enter into 
further expanded assistance in this field. 

As you know, the so-called Manion committee is making a very 
careful and long-range study of the problem of Federal, State, and 
local taxation. They will, I hope, be able to develop not only statistics, 
but develop plans and programs which will point toward enabling the 
localities to participate in programs such as this more effectively. 

I must say to you, however, quite honestly on the basis of all of the 
information we were able to obtain that the cities—talking now about 
the cities—have not generally been expanding their services to the 
people of their localities. As a matter of fact, they have been con- 
tracting their services to the people. That has been due to a number 
of causes. It may be due to tax limitations which are arbitrarily put 
upon the cities by the States—— 

Mr. Jonas. And the Federal Government is doing a lot of it. 

Mr. Cox. Or to the fact that the Federal Government has a big 
take. It may be due to a number of other reasons. I am frank to sa 
to you that I cannot now say, on the basis of the information that 
have, that the cities could contribute very much more to this low 

ublic housing a: me than is required under the present 1949 act. 
aybe they can. If so, I do not know it. That is just where I am on 
it. 

Mr. Jonas. Have oe given any serious consideration to the possi- 
bility of including the full program when you make a contract with 
the city to engage in a slum-clearance project? 

Mr. Coxe. Yes. 

Mr. Jonas. The problem is only half solved, I am told, when the 
slums are razed. 
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Mr. Corr. Very definitely you are right. 

Mr. Jonas. Why should not the overall program be considered by 
the Federal Government and the city involved and the end result 
taken care of at the initial signing of the original contract? 


PROPOSED LEGISLATION TO IMPLEMENT THE SLUM-CLEARANCE AND URBAN- 
REDEVELOPMENT PROGRAM 


Mr. Coz. I think you make a very important point and one in 
which I am in thorough accord, and which is basic in the program 
we are suggesting to the Congress. I certainly have felt that the prob- 
lem of attacking housing for the people has been dealt with too much 
as an end product—not in an effort to determine, first, what are the 
causes, and what then can be done to eliminate the causes. I think 
that it makes sense for the Federal Government to participate in these 
programs only as part of an overall attack on it and that as a com- 
munity presents its plan to the Federal Government or to whomever 
it may present it, a plan to assist the people in the community to get 
better housing, then they must come to the Federal Government and 
say, “Look, we are doing this ourselves. We are attempting to stop 
the spread of blight and slums. We are conserving these houses 
around the periphery of the rockbottom slum. We are rehabilitating 
these houses. We are enforcing our own codes. We are doing every- 
thing that we can to attack this situation.” 

Then, in that plan the Federal Government could and would assist 
them to rehabilitate the houses through title I FHA insurance and 
other insurance procedures. We are also suggesting more effective 
insurance upon existing housing. We are suggesting an overall plan 
to provide better houses for the people, and to see to it that the various 
constituents, the various agencies of Government which have their 
individual programs, work each as a part of an overall plan and not 
just to permit, shall I say, slum clearance to go in and say, “Here’s a 
little area we want to clear out,” and in that way have a tremendous 
impact without anybody knowing the whole picture, with thousands 
of people suddenly finding themselves out of homes and nobody doing 
anything about it and saying, “well, that is not our problem”; or 
Public Housing going in and saying, “look, there are so many poor 
= in this area,” therefore we should build X number of public 

ousing. That does not make sense to me. 

What we are trying to do, and I think there is a great possibility 
of it being accomplished, is to look at a community and say to them, 
“Tf you have this plan here what are you going to do about it your- 
selves? What is your responsibility?” Frankly, this will cost the 
community more money in most cases than they are now expending. 
It will be a greater contribution on the part of the local community 
through the enforcement of their codes, through the repair of their 
facilities themselves, and through their setting up of this program 
which will provide better homes for the people. 

Mr. Jonas. Will that require additional legislation ? 

Mr. Cote. Yes. 
oa J oe Has any study been made of the legislation that would 

uired ? 
Mr Core. Oh, yes. It is about ready to be introduced. 


\ 
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Mr. Jonas. It would be legislation that would look at the end result, 
the replacement of these people who would be displaced, and that 
would be included in the program ¢ 

Mr. Corte. Oh, yes. That would be included in the overall plan, 

es. 
: Mr. Jonas. I think that is a very fine step forward and takes away 
a lot of my objections to public housing. I would not mind the 
Federal Government participating with the States or local units, but 
I do not see or recognize the responsibility of the Federal Govern- 
ment to provide housing for 35,000 families. 

Are you having many experiences of this sort? Recently, coming 
down on the train from New England after several of us attended the 
launching of the Nauti/us, 1 picked up a New Haven newspaper and 
read a story coming out of Waterbury, Conn., which indicated that 
the housing authority in Waterbury—I call this to the attention of my 
colleague from Chicago because I know he will be interested in it— 
is advertising for tenants. They have most of their housing units 
unoccupied and are unable to find tenants. Is that a true picture 
of wan situation at Waterbury and is it duplicated in many other 
places 

Mr. Corr. It is duplicated in some places. I know of more than 
one authority that does not have sufficient tenants. There are a num- 
ber of reasons for it. In some cases the reason may be bad planning. 
Some reasons may be that their income limits are too low and therefore 
they cannot get tenants. I know of one case—I do not remember the 
name of the town, but it is down south—where they had planned this 
low rent public housing project expecting transportation to be avail- 
able. The transportation is not available, and that has held off the 
tenants. 

I know of some of those cases, yes. I would not say, however, that 
it is the rule. 

Mr. Jonas. We had information last year that a similar situation 
existed in several communities in New Jersey. 

Mr. Corr. I do not know of any in New Jersey. 

Mr. Jonas. Just one other question and that is about this Winston- 
Salem, N. C., project. Who is familiar with that ? 

Mr. Core. Will you hold that just a minute. That is slum clearance. 

Mr. Jonas. I think it is public housing. 

(Discussion off the record.) 


NEW HOUSING STARTS 


Mr. Tuomas. I was interested in 2 or 3 phases of the Administra- 
tor’s general statement. I believe you stated that it was planned for 
the calendar year 1954 to have about 900,000 new housing starts. Is 
that a correct figure ¢ 

Mr. Core. That is not a plan, Mr. Thomas. Based upon the facts 
which were available at the time the budget was prepared it seemed 
to us to be a conservative estimate of what might be done. It is 
not what I think can be done. 

Mr. THomas. What was the figure for the calendar year 1955? 
Was it 1,100,000 starts? 

Mr. About that. 

Mr. THomas. One of largest years; perhaps the largest year. 


Mr. Cour. No, there was a larger year than that. I do not recall 
the year offhand. 

Mr. Tuomas. But it is a very large year? 

Mr. Corr. Yes. 

Mr. THomas. Do you contemplate that the figure 900,000 will be just 
about—— 

Mr. Corr. It is a conservative estimate and my judgment is today 
that it is a little low. 

Mr. THomas. A little low? 

Mr. Corr. Yes. 

Mr. THomas. Will you exceed 900,000 starts? 

Mr. Corx. That is my judgment. 

Mr. Tuomas. What are you basing that on? 

Mr. Corr. I am basing that on the fact that the mortgage market 
has improved, there is a great market yet in housing. I do not think 
the consumer market has been met. I base it on the family formations, 
of course, which are going to be down a little, but there 1s a great un- 
tapped market in many areas. Some areas are becoming well built, 
you understand. There is a great untapped market in the low-priced 
field yet. 

Mr. Tuomas. That is nationwide? 

Mr. Corr. Nationwide. I think there is a great market in the 
minority housing, in the Negro housing. 

Mr. Tromas. That comes in the low-cost housing. 

Mr. Coir. Not necessarily. I have found an interesting thing in my 
travels: That there are many, many, Negroes in this country who will 
buy good housing. By that I mean houses which are well above the 
low-cost housing. A lot of people do not realize that. Frankly, I did 
not know that the market was there to such an extent. 

Mr. Tuomas. The market is there in the low-cost housing; there is 
no question about it. It is nationwide. In a great many areas the 
builders recognize that the market is untapped. 

For instance, in ny own section they say land values are a little 
too high and they cannot put a cheap house on a high-priced lot. 
That is what it amounts to. 


MORTGAGE MARKET 


What is the state of the mortgage market now ? 

Mr. Coir. The mortgage market has definitely improved over a few 
months ago. It is not, in my judgment, a normal market to meet the 
million housing starts of next year, but it certainly has improved 
remarkably in the last few months. 

Mr. Toomas. Beginning in September, or August 1, on up to Jan- 
uary 1, the mortgage market was awfully tight. 

Mr. Coir. That is right. 

Mr. Tuomas. Using that period as a background, would you say the 
mortgage market as of today has loosened up to the extent of 5 percent, 
10 percent, 15 percent, 20 percent ? 

Mr. Core. I would not want to put it on a percentagewise basis but 
I would say without any question it has loosened up to such an extent 
that I see a possibility for this coming year—calendar year—that 
any builder who has a sound project will have a very good opportunity 
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of finding the money that he needs. It will be almost an exceptional 
case where they are not able to do that. That is my judgment. 

Mr. Tuomas. Is there any possibility or any thinking or planning 
going on to broaden the activities of FNMA. In other words, has the 
mortgage market loosened up to the extent that it would be advisable 
now to put FNMA in the direct loaning business. There was some 
thinking 6 or 7 months ago that that was a definite possibility was 
there not ? 

Mr. Coir. Mr. Thomas, we believe—by we I mean the agency, and 
I am sure I am correct in saying that the present administration be- 
lieves—that we do have a responsibiilty in this field. By that I mean 
that if I should become convinced that the mortgage market is in 
such a situation that housing would decrease to such an extent as to 
depress or threaten to depress the whole economy, then we have a re- 
p eoarecwnere in Government to use tools to assist the people, not only in 
obtaining homes, but to assist them to keep the economy at a high 
level of activity. 

Mr. Tuomas. That is well and good, but what about some specific 
cases where the mortgage market is loose. The people down in my 
country tell me it still is tight as a hatband. Do you have any cases 
in mind where some big lenders in the past who stayed out of the 
market, say, the first half of last year, are in it now? 

Mr. Coir. Yes, we have many and we would be glad to furnish 
them. I would not like to furnish the names for the record, but I can 
furnish you areas and give you off the record the names. 

(The information referred to follows :) 

The mortgage market in recent months has improved over the conditions 
which prevailed during the first half of 1953. Many of the largest insurance 
companies doing business on a nationwide basis had, for a large part of the 
year, either retired from the market or had drastically reduced their commit- 
ments for new mortgage investments. Beginning in November, however, at 
least seven of the largest companies came back into the market on an increasing 
scale. 

Opinion surveys of market prices on FHA and VA insured or guaranteed 
loans, while an indirect indicator, reflect the general betterment of the mortgage 
market. For example, a comparison of the discount rates that prevailed in the 
July-August period of 1953 with those of recent weeks indicates a general im- 
provement nationally, with more marked advances in the North Atlantic and 
southwestern regions. 

Mr. Tuomas. It would serve no purpose to put names in the record. 
As to these lenders who have been out of the market but who are 
spray? in the market now, are their activities selective as to areas, 
or are they going all over the country in a big general way as they 
formerly ai ? 

Mr. Corr. The lenders always will be selective as to areas. Our 
roblem is to help the lender not to be quite so selective as to areas. 
here are reasons for them being selective and therefore, in Govern- 

ment, it is our job to encourage the lender not to be too selective as 
to areas. Let me get back to what you are saying. We find on the 
basis of our observations and contact with people out in the South- 
west—perhaps not Texas, but New Mexico, and so on—that they are 
able to get money now where they were not able to late last summer. 

Mr. THomas. You are definitely of the opinion that the mortgage 


market is loosening up. 


] 
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Mr. Corr. It is loosening up. I would not say to you that it is excel- 
lent, but it is loosening up, definitely. 

Mr. Tuomas. With information that is available to you now, you are 
of the opinion that the housing starts this year will be in the neigh- 
borhood of 900,000. Do you have any figures for the month of Decem- 
ber of last year, as to how many housing starts there were ? 

Mr. Corr. Yes, we have those. We will put it in the record. 

(The information referred to follows :) 


Private housing starts—Seasonally adjusted annual rate 


December 1952 1, 127, 000 
December 1953 1, 112, 000 

Mr. Tuomas. Does anybody have any information on the starts that 
we had in December of 1953 as compared with December of 1952 or any 
late information ? 

Mr. Etseman. December starts were at an annual rate in excess of 
1,100,000. 

Mr. Tuomas. That is not too bad then. These builders do not make 
any starts until they get their finances arranged either. 


PRESIDENT’S ADVISORY COMMITTEE ON GOVERNMENT HOUSING POLICIES 
AND PROGRAMS 


I have read a good many sections of the report made by the Presi- 
dent’s Advisory Committee on Government Housing Policies and 
Programs. Certainly that committee has done herculean amount of 
work. It is quite well documented and pinpointed. They come up 
with some very direct statements. I was interested in 2 or 3 of the 
different subcommittees. There is one on housing for low-income 
families. That is made up of Ernest J. Bohn, as chairman, Mr. Bruce 
C. Savage, Mr. James G. Thimmes, Mr. Paul R. Williams, and Mr. Ben 
H. Wooten. I am familiar with 2 or 3 of these names from just read- 
ing the newspapers. I wonder if you would at this point in the record 

ive us a little thumbnail sketch and background of these gentlemen. 

hese are all men of very high caliber. They are outstanding men. 
What is Mr. Bohn’s background? He is the chairman. I notice that 
the subcommittee’s recommendation was unanimous. 

Mr. Coin. Mr. Bohn is chairman of the public housing authority 
at Cleveland, Ohio. 

Mr. Tuomas. He is chairman of the public housing authority in 
Cleveland? 

Mr. Corz. That is right. 

Mr. Tuomas. What is Mr. Bruce C. Savage’s background ? 

Mr. Cote. He is a realtor in Terre Haute, Ind., a real-estate man 
from Terre Haute, Ind. 

Mr. Tuomas. Does he belong to the home-builders group? 

Mr. Corz. He belongs to the National Association of Real Estate 
Boards. 

Mr. Tuomas. In what city? 

Mr. Corr. Terre Haute. 

Mr. Tuomas. Does he have any connection with the Public Housing 
Authority in Terre Haute? 

Mr. Corr. No; definitely not. 

Mr. Tuomas. What about Mr. Thimmes? 
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Mr. Coir. Mr. Thimmes is the chairman of the C1O housing com- 
mittee. 

Mr. THomas. What about Mr. Paul R. Williams? 

Mr. Core. He is a prominent architect in California. He is an 
outstanding architect. 

Mr. Tomas. All architects are for more and bigger projects re- 
gardless of the type. I have not seen one yet that did not come into 
that classification. 

Mr. Corr. I assume they are interested in building. 

Mr. Tuomas. Yes. They are all public-spirited folks. They want 
to build. I do not say that in criticism, but they are really for build- 
ing. What about Mr. Ben H. Wooten ? 

Mr. Cote. He is president of the First National Bank at Dallas, 
Tex. 

Mr. Tuomas. Does he serve on the housing authority in Dallas? 

Mr. Corr. No. 

Mr. Tuomas. I think the report is remarkable, that you would have 
3 that would think alike and 2 that would be directly opposite to the 
thinking of the 3 and then all 5 of them get together. 

Mr. Cour. Mr. Thomas, may I say this? I had something to do 
with the selection of these subcommittees. I had met Mr. Bohn. I 
did not know any of the others before they came to Washington. 

Mr. Tuomas. [ notice that this distinguished Advisory Committee 
came up in sort of a delicate left-handed fashion for what I call the 
Thomas plan. 

In other words, to build some low-cost housing and sell it over a 
long period of time, say 40 years. If you could give a house to them 
for 40 years without a penny downpayment, within certain age and 
income groups, 75 percent of them would pay for it without a dime 
being lost and over the long pull it would be very, very less expensive 
to the Government than anything else. The Advisory Committee sort 
of gave it a left-handed endorsement. 

They called it an experiment. They killed it with faint praise to 
start with, it seems to me. 

Mr. Corr. I noted your comments about this program. My posi- 
tion is that I think it is a darn good one. 

Mr. Tromas. Of course, I realize it is not going to cover the entire 
field, but a half loaf of bread is better than no bread at all in this 
field, with other methods of attacking the other segment of it. 

Some folks, when you get into the field of rent certificates, turn 
thumbs down in one fell swoop and call it a dole. I wonder what 
they call public housing when you subsidize that. That is not a dole 
I guess. That is something else. Of course, as to the rent certificate 
idea, there are a thousand variations that can be worked out and they 
might just as well recognize it. 

One part of the report interested me a little bit on page 263. 

Furthermore, there is no way of limiting the application of a “rent certificate” 
plan and its aggregate cost would be far greater than the public housing program 
contained in the Housing Act of 1949. For its proper administration—inspec- 
tion of dwellings, adjudications of disputes between landlords and tenants * * *. 

It would take an army to operate such a program. I guess they 
forgot about that army that is involved now. It looks like to me they 
certainly overlooked a thousand variations of that rent certificate idea 
and you could work out just that many applications to it, starting with 
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that little idea of a modest house—a modest house but a whole lot better 

than what he is living in now if he is living in the slums, a dozen 
time and they could take that idea and even subsidize, 15, 20, 
25 percent, 30, or 40 percent of certain groups within that low-income 
group. You cannot just pull a curtain down and say here is 10 percent 
of the population that is in this group, because that LO percent can be 
segregated and divided into 15 or 20 other groups if you want to take 
the time. 

What I am getting at is this: If the people on the Federal payroll 
right now will take that idea and give it one-half as much thinking 
as they are giving to pushing public housing and try to make it work, 
they can work out a plan and make a man a homeowner for the time 
being anyway. As long as he has that deed plus a mortgage hanging 
over his head for all practical purposes it is his and you cannot tell 
ie | him what to do with it and what not to do, and you should not have 
that authority. He is the landlord. He is the king of that piece of 
property and as long as he makes that monthly payment during that 
30-day period he ought to be in a position to tell anybody to jump in 
the lake. That is his; you would be doing something for that class of 
people, wherein instead of making a political pawn out of him if he is 
: going to have to knuckle under to some mayor or some local Housing 


: Authority to get in a house and then do the same thing with respect 

| to his ability to stay in, you are doing the very ant ithesis of it. 

I was very interested in the membership of that subcommittee. Of 

j course, it was no surprise and I thought somebody knew what they 

e| were doing when they loaded that committee, and I figure it was 

loaded to start with. 

4 Mr. Coir. Let me answer for the record on that. I think it is 
proper. When Mr. Bohn was appointed as chairman of the sub- 
committee, it was known that he was in favor of the present program 
of public housing. At the beginning of the Advisory Committee a 
great many statements were made that the Advisory Committee was 
loaded very heavily, very heavily, on the other side. It was deemed 
advisable that those people who were strong proponents of the present 
public housing program be given an opportunity to present their case 
fully, completely, and without any inhibition, which they did. 

The recommendations of the complete committee, of the entire Ad- 
visory Committee, were handled in this fashion : 

The subcommittee would report to the executive committee. The 
executive committee was composed of the various chairmen of the 
subcommittees. Then at interim points the subcommittee would re- 
port to the full Advisory Committee and then return back to their 
duties and their studies. Every man on this 22-man Advisory Com- 
mittee had an opportunity to and did participate in the discussions 
with respect to every recommendation by ev ery committee. Every 
recommendation was voted upon by the Advisory Committee, an 
actual tally vote. 

Yes, Mr. Bohn was selected for that reason, but I do say that the 
Advisory Committee as such was definitely not weighted. 

Mr. Teoma. I think you have distinguished men “there and good, 
honest patriotic citizens just as much as anybody else, and they are 
entitled to their opinion. What will be done or what does the ad- 
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ministration plan to do toward implementing this program, namely. 
that part of it which sets up this low-cost housing to be sold to the 
occupants ¢ 

Mr. Core. The legislation, Mr. Thomas, is now in preparation. 

Mr. Tomas. It has not been submitted to the proper committees 
of either House yet? 

Mr. Corz. It has been submitted unoflicially to the chairmen of the 
committees and we are working with them to arrive at areas of agree- 
ment prior to the submission of the legislation. From our point of 
view, from the Agency's — of view, the legislation is practically 
finished. We are ready almost to submit it. 

Mr. Tuomas. Do you plan for FHA to handle this, or do you plan 
for some existing housing agency to handle it? Just what is your 
thinking along that line? Do you plan to set up a new agency / 

Mr. Cour. No: we do not need a new agency. It can be handled 
in FHA plus FNMA or its successor. 

Mr. Tuomas. There is no earthly reason to set up any new agency. 
FHA can do this and do it beautifully. 

Mr. Coir. No, we do not see the need for a new agency. However, 
we do see the possibility that this particular program may need some 
Government support in the beginning, and that would be Government 
support through FNMA or its successor. 

Mr. Tuomas. In case the mortgage people are not inclined to pick 
up the paper. 

Mr. Cote. Yes. 

Mr. Tuomas. I think that is sound if you are going to have to do 
that, if you are going to keep it in the hands of private enterprise, 
rather than in Government hands. I noticed another recommenda- 
tion that had some meat in it and that is the recommendation dealing 
with the modernization of existing housing. 

I think their recommendations largely were sound, but with possibly 
the exceptions of one, namely, where Bary want to extend the period 
of amortization from 3 years to 5 years and the limit of the loan from 
$2,500 to $3,000. Perhaps $3,000 1s not enough. However, then they 
circle back and suggest that if Government funds were involved in it 
or Government insurance—this was purely an FHA deal—that some 
limitation be put upon the rent and they frankly admitted that it 
would call for rent control and then they said— 

As much as we dislike all rules and regulations, rent control under these 
circumstances is highly advisable. 

Mr. Cork. Commenting on that, I think Mr. Thomas is aware of 
my attitude with respect to rent control. I have never been in favor 
of controls which would stifle production or stifle free enterprise or 
the free market and I am not now. FHA does have rules and regula- 
tions with respect to certain of its programs, such as the former 608 
program, where the effort was to secure immediately large-scale mul- 
tiple-dwelling units. 

In doing this a special privilege was given to-the builder so that 
he had very little investment in it and therefore FHA put regulations 
on with respect to the amount of rents. 

On the rehabilitated program, let Mr. Fitzpatrick answer that. 

Mr. Tuomas. Specifically they recommended that the limitation of 
$2,500 be raised to $3,000 and that the amortization period be increased 
from 3 to 5 years. 
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Mr. Cote. That is title I. There would be no rent control in that 
of any sort. That is title 1. 

Mr. Tuomas. No; that does not say specifically title I. 

Mr. Co.r. We are not suggesting that. The committee may have, 
but we are not suggesting that. 

Mr. Frrzparrick. I think that Mr. Thomas is thinking about a 
recommendation of one of the subcommittees which did suggest a pos- 
sibility of controlled rent on the rehabilitated property, not title I. 

Mr. Cote. That is one of the subcommittees, Mr. Thomas. It was 
not incorporated in the final recommendations. 

Mr. Tuomas. I hope that when you present your version of the in- 
tended legislation you leave it out. 

In other words, the mere fact of suggested rent control in there 
will defeat the very purpose for which you are seeking here. In 
other words, people are not going to go in there and rehabilitate the 
property if they have that threat of rent control over their head. I 
was noticing the program here for the Office of the Administrator. 

Succinetly, detail for the record the statutory duties of the Ollice 
of the Administrator in one column and then the duties of the Ad- 
ministrator that have been transferred to him by Executive order. 
Can you detail those quickly ¢ 

Mr. Cote. I will ask Mr. Fitzpatrick to comment. 

Mr. Tuomas. I mean where by statutory law the authority is vested 
in the Administrator. The other half of the program where it is 
transferred to him by Executive order, the authority to administer is 
still in the constituent agencies and not in the Administrator. That 
is what I am getting at. Some clearance lias been by statute. 

Mr. Corr. That is right. 


DEFENSE HOUSING AND COMMUNITY FACILITIES 


Mr. Tuomas. Programing for defense housing and community fa- 
cilities is by statute. What is the status of that program ¢ 

Mr. Coir. That terminates June 30. 

Mr. THomas. How much has been appropriated to date and what 
was the original authorization ¢ 

Mr. Coir. You mean for administrative expenses? 

Mr. Tuomas. No. 

Mr. Coir. Are you saying defense housing? 

Mr. Tuomas. Yes; programing and defense housing. You have it 
in here. 

Mr. Corr. That would cover not only the houses built under the 
Wherry Act, but under title IX, which relates to the houses built by 
private industry and insured by FHA and mortgages purchased by 
FNMA. 

Mr. Tuomas. You have 4 or 5 parts, but there were some direct 
expenditures under the Office of the Administrator for those locali- 
ties where private industry did not and could not afford to go in; 
namely, around certain camps and in out-of-the-way defense plants. 

Mr. Coir. The only appropriation for direct construction of houses 
by the Federal Government under the defense program would be 
defense public housing. 

Mr. Tuomas. That is right. 
Mr. Core. Is that what you are talking about ? 
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Mr. Tuomas. That is right. That is under the Administrator, too. 

Mr. Core. That is right. 

Mr. THomas. When does that program end? 

Mr. Franvz. It ends June 30, Mr. Thomas. 

Mr. Tuomas. This year? 

Mr. Coxe. Yes. 

Mr. Tromas. What is the amount of money appropriated to date 
and how much has been expended ? 

Mr. Franz. $87,500,000 has been appropriated, Mr. Thomas, of 
which $17.5 million was later rescinded, so the net appropriations are 
$70 million. Of that amount, $63 million 

Mr. ‘Tomas. $87 million was appropriated and we have rescinded 
$17.5 million, leaving $70 million, and $63 million of the $70 million 
has been obligated for what? 

Mr. Frantz. Has been assigned for construction of projects. 

Mr. Tuomas. Leaving an unexpended balance of $6 million. 

Mr. Frantz. $4.5 million, after taking out funds for the adminis- 
trative expenses in connection with construction, which are also 
financed through that appropriation. There are $414 million now 
available and not assigned to projects. 

Mr. THomas. $414 million will be returned to the Treasury at the 
end of the fiscal year, June 30 of this year? 

Mr. Franrz. If no further assignments are made during the bal- 
ance of the year, that is correct. 

Mr. Tuomas. Apparently you do not anticipate that because you 
have not set up any personnel activities for the fiscal year on it, so 
that $414 million will revert to the Treasury. Is that correct ? 

Mr. Coir. We do not anticipate any more. 
ae Frrzpatrick. There is one possible case. That is the Sedalia, 

0., case. 

Mr. Coz. The Sedalia Air Base is still in the mill on that. It is 
still in the process of determination. 

Mr. THomas. How many units do you contemplate there and what 
will be the cost? 

Mr. Corr. 200. 

Mr. Tuomas. What will be that cost? 

Mr. Frrzpatrick. There will not be new units purchased. If any 
are programed it will be existing units elsewhere that can be moved 
there, so the cost will involve the transportation of the portable units 
to places in Sedalia. 

Mr. Tuomas. You mean some units which have been constructed 
under this program are going to be removed ? 

Mr. Core. Yes. 

Mr. Tuomas. Where from? 

Mr. Firzpatrick. Camp Stewart is one of the possibilities. 

Mr. Tuomas. In view of the Department of National Defense pres- 
ent program of cutting back, do you not think you ought to stop right 
now where you are? 

Mr. Core. We have thought so a long time, Mr. Thomas. The 
difficulty involved in getting a firm commitment from the Depart- 
ment of Defense as to their plans has caused us to hold back on these 
programs very materially, and even going into one such as Sedalia 
has not been our moving forward—rather, it has been our holding 
back, and we still are cautious about it. 
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Mr. Tuomas. I imagine the committee is going to find we have to 
rescind that $414 million, 30 I suggest to you you better go slow. 


HOUSING LOANS TO EDUCATIONAL INSTITUTIONS 


Housing loans to educational institutions—what is the status of 
that program. That is a program that has certainly served a useful 
purpose. There is no question about that. You have done for educa- 
tional institutions just what you did through FHA for certain 
segments of the population. 

That program in its finality is not going to cost the taxpayers any 
money. That is the theory behind it. 

Mr. Core. It is working that way. 

Mr. Tuomas. What about your repayments to date é 

Mr. Cote. They are all current. 

Mr. Tuomas. No losses in sight ? 

Mr. Core. No. 

Mr. Tuomas. When does that program wind up? 

Mr. Coir. There is a $300 million total authorization, which at the 
end of this time will be $175 million used, through 1955. 

Mr. Tuomas. What is the limitation in time? Is there not a definite 
time when the program winds up? 

Mr. Corr. No. 

Mr. Frantz. It is a revolving fund authorization. 


LIQUIDATING PROGRAMS 

Mr. Tuomas. You have liquidating programs. You have six in 
that and those are the programs which have been transferred to the 
Office of the Administrator by Executive order. What are those six 
programs ¢ 

Mr. Corx. Those six liquidating programs are Alaska, housing loans 
for prefabricated housing, the war public works program, defense 
community facilities program, first advance planning program, and 
the second advance planning program. 

Mr. Tuomas. You are cutting that workload down, I notice from 
67 man-years, which is about 75 bodies, to about 55 bodies, the 1954 
fiscal year as against the 1955 fiscal year; is that correct ? 

Mr. Frantz. Yes. 


SLUM-CLEARANCE PROGRAM 


Mr. Tuomas. What about your slum-clearance program? I notice 
you are stepping this up considerably in 1955 over 1954. As I re- 
member, the 1949 act granted Treasury authorization of $500 million 
in grants and in loans to the tune of $1 billion. Is my memory 
correct there? 

Mr. Corer. Yes. 

Mr. Tuomas. What is the status of those two categories? In other 
words, what in dollars and cents have you granted under your $500 
million authority, and how many projects, and what amount of money 
has been advanced in loans under that $1 billion authority ? 

Mr. Franz. Under the $500 million authorization for capital 
grants, Mr. Thomas, there were actually under contract as of December 
31, $87,200,000 in round numbers. 
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Mr. Tuomas. How many projects? 

Mr. Frantz. That is 39 projects. 

Mr. Tuomas. Thirty-nine projects and $87 million. What about 
your loans? 

Mr. Frantz. The total loan commitments through December 31 
were $73,700,000, of which almost $11 million had been paid out and 


repaid. 
Mr. Out of your $73 million, how many projects does that 
involve ? 

Mr. Frantz. That involves a total of 27 temporary loan commit- 
ments which cover $63 million of the $73 million. 

Mr. Tuomas. In grants and loans here you have about 65 projects. 
How do you justifiy in the neighborhood of 285 people working on it ? 

Mr. Frantz. Of course, there is a great deal more of the program in 
the planning stage. Those are only figures as to what was under con- 
tract as of December 31. 

Mr. Tuomas. I naturally assume that. How many applications do 
ou have for grants and how many applications do you have for loans? 
et us put it that way? 

Mr. Frantz. As of December 31 again there were 105 preliminary 

planning operations in progress. 

Mr. Tuomas. One hundred and five covered both loans and grants? 

Mr. Franz. No, sir; that is projects in the preliminary stages 
which were moving forward at that time. There were 94 in what we 
call final planning, which is a more advanced stage of planning, short 
of actual contract for loan advance. 

Mr. Tuomas. In other words, you had a total of 105 projects and all 
of them had reached the stage where you could definitely make a grant 
or where you definitely could make a loan, but your total workload 
was 105 projects? 

Mr. Frantz. Only in the preliminary planning stage, Mr. Thomas. 
I think the workload perhaps can be summarized best this way. There 
were 168 actual local programs—that is, local programs active in dif- 
ferent cities—some of which involve only 1 project, some of which in- 
volve more than 1 project, but they are at different stages. Some of 
them are only in preliminary planning when there isn’t a specific 
project yet identified. It may turn out to be more than one. 

Mr. Tuomas. It might be the thought or ambition or desire on the 
part of the city when it had not progressed any further than that there 
is not much that the Office of the Administrator can do about it. Is 
that right? 

Mr. Cotz. I know what you are driving at and it is a very important 
question, whether or not the personnel in this division is over- 
weighted. Mr. Follin, the new director, and I have learned something 
about the program, but frankly there are many things about it I do 
not know. May I say this to you? The problem of clearing these 
slums and then planning for the redevelopment of them is a very 
complex, controversial thing. 

Mr. Tomas. But this program has been in existence for 4 years 
and for the last 4 years there has been very little progress made and 
even back in 1953 you had around 250 or 260 people. 

Mr. Corr. You could use 250 people in 4 or 5 programs if they got 
pretty active at one period of time. I mean not over a period of 
years—you would just be amazed at the detail and at the numerous 
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problems that are presented to this division in connection with these 
cities and how to redevelop them. 


REGIONAL OFFICES 


Mr. Tuomas. What did you do with your regional offices? Do you 
still have them? I mean the regional offices for the Administrator. 
I am not talking about the regional offices for the component agencies, 
such as FHA, Public Housing, and Home Loan Bank Board, and so 
forth. Iam talking about the Administrator’s Office. 

Mr. Coir. We closed our regional office in Kansas City. We still 
have five. There are in addition, other area offices. 

Mr. Tuomas. Your predecessor set those up and we thought quite 
unnecessarily so. 

Mr. Core. I have been looking at them with a great deal of care. 
The plans for the future are to look at these offices with respect to 
whatever reorganization we set up and I think we can show you either 
that they should be retained or should not be. I am coming back to 
talk about that. 

Mr. Tuomas. How many employees did you have as of January 
1, in your five regional offices of the Administrator ? 

Mr. Franrz. We have 181, Mr. Thomas, of whom about half are 
engaged in the programs that we perform for other agencies, pri- 
marily the school construction program. 

Mr. Tuomas. Primarily the school construction, the university 
program ¢ 

Mr. Frantvz. No, sir; the construction of elementary and secondary 
schools under Public Law 815. 

Mr. Tuomas. Your community facilities section ? 

Mr. Frantz. That is correct, sir. They do the engineering job on 
those for the Office of Education. 

Mr. Tuomas. Does the Office of Education reimburse you for that? 

Mr. Frantz. That is correct, sir, from funds appropriated to them 
for the program. 


PERSONNEL IN THE OFFICE OF ADMINISTRATOR 


Mr. Tuomas. Looking over the entire personnel load for the Office 
of the Administrator, how many do you have on the payroll as of 
January 1 of this year for the Office of the Administrator, in the field 
and in the District of Columbia. 

Mr. Frantz. We have a total of 635. 

Mr. THomas. On the payroll as of January 1 of this year? 

Mr. Frantz. That is right, not including 25 people employed on 
point 4 activities, 9 in Washington and 16 overseas. 

Mr. Toomas. What do you mean, point 4 ¢ 

Mr. Frantz. That is the sceliol point 4 program of the Foreign 


Operations Administration, in which they allocate certain funds to 
the Housing Agency for technical assistance in connection with hous- 
ing matters on some of their projects. 

Mr. Tuomas. How much work have you done that you are reim- 
bursed for in terms of dollars and cents and how many employees are 
doing that work for 1954 and what do you anticipate for 1955% Who 
are the contributing agencies ? 
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Mr. Franrz. I believe that is a statement that Mr. Cotton asked 
for yesterday. Ihave not prepared it yet in detail. 

Mr. Tomas. Did you ask for that, Mr. Cotton? 

Mr. Corron. Yes. 

Mr. Tuomas. Do you have any idea what those figures are now ? 

Mr. Frantz. The largest program, Mr. Thomas, by far is the schoo] 
construction program for the Office of Education, which amounts to 
approximately $800,000 a year in money advanced to us by the Office of 
Edueation, and which will run around 110 man-years this year and 
perhaps 117 next year. 

Mr. Tuomas. In other words, your justification shows here that for 
fiscal 1954 you have 536 man-years which is equivalent to about 590 po- 
— and you have on the payroll as of January 1, I believe you said, 
6117 

Mr. Frantz. 635. However, that includes the programs for which 
we are reimbursed. 

Mr. Tuomas. You show a reduction for 1955 to 490 man-years, 
which is about 540 actual jobs, but when you analyze the program, 
instead of it being a reduction for 1955 under fiscal 1954 it remains 
practically the same, if not an increase, because you are liquidating 
several of your activities. 

In truth and in fact, there is no reduction of personnel costs in 
1955 under 1954. T was just wondering if there could not be some 
savings made in 2 or 3 of your programs. One would be your agency- 
wide coordination, where you have some 145 or 150 people, and that 
has been a constant figure for 1953, 1954, and 1955. Those are the 
people who have no authority to do anything except coordinate. The 
substance they have lost continues and the authority and responsibility 
still remains in the component agencies and that has not been changed 
and cannot be changed by any reorganization act. 

Mr. Coir. There has been a decrease in positions. 

Mr. THomas. How many people did you have as of January 1 in 
agencywide program coordination and supervision ? 

Mr. Frantz. Practically 125,Mr. Thomas. Of course, they are not 
all separate identifiable people for that one activity, as you understand. 

Mr. THomas. You are asking here for actual jobs for 1955 in the 
neighborhood of 145 and you have 125 on the payroll as of January 1. 
Is that the date? 

Mr. Franvz. Yes, that is the date. However, Mr. Thomas, it is not 
to employ additional people. While you are quite right that normally 
the number of positions 1s higher than the number of man-years, in a 
practically steady function such as this is, which has been going on 
at the same level in the 3 years covered here, it would not contemplate 
the employment of any additional people. 

Mr. Tuomas. If the 125 are doing the job now why do you need 145 
for fiscal 1955? That is what I do not understand. 

Mr. Frantz. We do not, Mr. Thomas. There is no additional em- 
ployment contemplated and no additional man-years on that function. 

Mr. Tuomas. This item can be reduced then by 40 or 45 actual 
positions? 

Mr. Frantz. Perhaphs, but not man-years—and that would not save 
any money. 

Mr. Tuomas. We will transpose it from man-years to jobs. 
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HLOUSING CONSTRUCTION 


Mr. ANprews. Under the 1949 Housing Act 810,000 units were au- 
thorized to be constructed at the rate of 135,000 per year for a period 
of 6 years; is that right? 

Mr. Core. That is correct. 

Mr. AnprREws. Last year the committee gave you money for con- 
struction of 20,000 units; is that right? 

Mr. Core. Yes. 

Mr. ANpDrEws. You are requesting 35,000 units for next year? 

Mr. Cox, That is right. 

Mr. ANnprEws. Could you tell me how many of the 810,000 author- 
ized units have been constructed as of some recent date or are under 
contract for construction ? 

Mr. Core. Yes. I want to check this to be sure. 

Mr. Frantz. Approximately 130,000 have been completed as of 
December 31. 

Mr. Anprews. 1953? 

Mr. Frantz. That is correct, sir, and another 60,000 approximately 
in construction. 

Mr. Anprews. 60,000 under construction. 

Mr. Frantz. That is right, and about 10,000 to 15,000 more which 
will start under this year’s 20,000. I think 15,000 is probably the closer 
figure. That would be 130,000 plus 60,000 is 190,000, plus 15,000 is 
205,000 of the 810,000. 

Mr. Anprews. That would leave then approximately 605,000 units? 

Mr. Franrz. That is right. 

Mr. Anprews. Of the 810,000 units authorized in 1949, you say that 
if the Congress gives you money to start construction on 35,000 units 
next year 33,000 of them have already been legally obligated ? 

Mr. Cote. Yes. 

Mr. ANnprews. Are they cases where you made contribution con- 
tracts with housing authorities? 

Mr. Core. All annual contributions contracts; yes. 

Mr. AnprEws. You have made annual contribution contracts for 
33,000 units for which you have not received an appropriation for the 
construction ? 

Mr. Core. That is correct, that is right—as of the end of this year. 

Mr. Anprews. Do any of these have the so-called escape clause 
which the committee discussed last year ? 

Mr. Frantz. Of the 33,000, Mr. Andrews, probably 4,000 to 5,000, 
roughly. 

Mr. Anprews. How many applications for units are there pending 
at this time in one stage or another that have not been put under 
contract ? 

Mr. Cote. I do not know about the applications. The program 
reservations outstanding, 124,000 units, of which preliminary loan con- 
tracts have been concluded on 119,000. 

Mr. Anprews. 119,000 have reached the preliminary loan contract 
stage ? 

Mr. Cote. Yes. 

Mr. Anprews. But there is not money for the construction of any 
of those 109,000 ? 
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Mr. Corr. No. 

Mr. Frantz. Mr. Andrews, there have been no new program reser- 
vations made now for over a year. I am not sure of the exact period. 
The applications that date back prior to that are getting rather old. 
I do not remember the number, but they have been inactive for some 
time. 

Mr. Anprews. With respect to the 33,000 that you say you have a 
legal obligation in connection with, are they included in the 124,000 
or 119,000 

Mr. Frantz. No. 

Mr. Anprews. As a matter of fact, then, you have 124,000 applica- 
tions plus the 33,000 that are under legal contract outstanding ¢ 

Mr. Corr. So the record will be right, there are 124,000 plus those 
under legal contract which total 33,000. 

Mr. Anprews. Then you have applications for approximately 
157,000 units? 

Mr. Corr. Yes. 

Mr. Anprews. For which no appropriation has been made? 

Mr. Core. That is correct. 

Mr. Corron. Mr. Frantz, referring to page A-2 in the justifications, 
will you turn to that chart, please? Will you prepare and send over 
to the committee a breakdown for that chart? That is the Office of the 
Administrator, Deputy Administrator, and so on. For each one of 
those blocks insert the number of employees and by grades, that is, the 
higher GS grades, 16, 15, 14, and 13, and then break down the Office 
of Administrator field service into its branch offices and do the same 
thing for each of them so we can see the number of employees and 
the grades. 

Mr. Franrz. Yes. 

Mr. Corron. That is just to furnish the committee, not for the 
record. 

Mr. Yates. Mr. Cole, you have been doing a lot of traveling through- 
out the cities of the country since having assumed your office, have 
you not ? 

Mr. Corr. Yes, that is true. 

Mr. Yarrs. You have pretty well examined the status of housing 
in the metropolitan communities in the country, is that true? 

Mr. Corr. Within the time, ves. I would not say that I have become 
expert in all of the housing problems of those cities which I visited, 
but I did get a good general overall view of them. 

Mr. Yares. Did you speak to people in all of the cities that you 
visited who had firsthand knowledge of the condition of housing ? 


Mr. Cote. Yes, I did. That, very definitely I did. 


HABITABLE DWELLINGS IN THE UNITED STATES 


Mr. Yarrs. How many habitable dwellings do we have in the coun- 
try now, according to the census figures ? 

Mr. Corr. About 37 million, nonfarm. 

Mr. Yates. What does the census reveal is the condition of those 
dwellings? 

Mr. Cote. I wonder if it would be helpful if I put the entire table 
in. It is broken down. 
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Mr. Yates. What table? 

Mr. Corr. The table which is “Selected characteristics of nonfarm 
housing in the United States, 1950”; Source: United States Census 
Bureau. 

Mr. Yates. Does that show the condition of habitable dwellings, in 
the United States? 

Mr. Corr. Yes. It shows occupancy status, the vacant units, year 
built, total number reporting, dilapidated dwelling units, the reported 
white, nonwhite, total facilities, and so forth. 

Mr. Yares. Then you are referring to some schedule that appears 
in the report of the President’s Advisory Committee on Government 
housing program ¢ 

Mr. Core. Yes, on page 277. 

Mr. Yates. Mr. Chairman, may that go into the record in lieu of 
a verbal answer ? 

Mr. Corron. Yes. 

(The tables referred to follow :) 


Selected characteristics of nonfarm housing in the United States, 1950 ' 
{In thousands] 


Number of dwelling units 


| | vee. Rural 
| nonfarm | Urban | nonfarm 
Total dwelling units.......... .........- 39,625 | 29, 569 10, 056 
Occupancy status 
Occupied dwelling units 37, 105 28, 492 | 8,613 
19, 802 14, 377 | 5, 425 
Renter oceupi ed 3, 188 
Vacant dwelling units_-- 2, 437 | 1,021 | 1, 416 
Available Za 639 | 493 | 146 
Not available 1, 798 528 | 1, 270 
Nonresident dwelling units- 83 56 | 27 
Year built: | | 
Number reporting | 38,082 28, 547 | 9, 535 
1940 to 1944. | gon} 2154 757 
1920 to 1929. ......-. 7, 893 6, 404 | 1, 429 
1919 or earlier 16, 978 | 13, 259 3,719 
CONDITION AND PLUMBING FACILITIES OF DWELLING UNITS } } 
Tota) number reporting __. 38, 368 28, 763 | 9, 605 
Dilapidated or lacking priv: ate indoor flush toilet or bath or hot and | | | 
cold running water 11,696 | 6, 392 5, 304 
Not dilapidated but lieking priv: ite indoor flush toilet or bath or | 
hot and cold running water 8, 551 4, 538 4,013 
Dilapidated with private indoor flush toilet and bathand hot and | | 
cold running water- - 597 | 510 | 87 
Dilapidated and lacking z priv: ite indoor flush toilet or ‘bath or hot | | 
and cold running water --- 2, 548 1, 344 | 1, 204 
Occupied dwe lling units repor ‘ting - | 36,165 | 27,807 | 8, 358 
Dilapidate d or lacking private indoor flush toilet or bath or h ot and 
cold runn ing water 10, 580 6, 103 4,477 
Not dilapidated but lacking priv: ate indoor flush toilet or bath or 
hot an d cold running water 7, 756 4, 347 3, 409 
Dilapidated with private indoor flush toilet and bath and hot and | 
cold running water | 565 487 78 
Dilapidated and lacking private indoor flush toilet or bath or hot | 
and cold running water 2, 259 1, 269 990 
Occupied by whites, number reporting | 33, 162 25, 411 7, 751 
Dilapidated or lacking private indoor flush toilet or bath or hot and | 
cold running water 8, 540 | 4, 636 3, 904 
Not dilapidated but lacking private indoor flush toilet or bath or | 
hot and cold running water 6, 638 3, 539 3, 099 
—— ited with private indoor flush to ilet and ba th and hotand 
aad xiaz private ialoor flush toilet or bath or hot | 
391 eld ranning 1, 433 | 704 | 729 


See footnote at end of table. 
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Selected characteristics of nonfarm housing in the United States, 1950 \—Continued 
{In thousands] 


Number of dwelling units 
Total Rural 
nonfarm Urban nonfarm 
Occupied by nonwhites, number reporting-_---.-_...-.-----.----.----.-.-- 3, 003 2, 396 607 
Dilapidated or lacking private indoor flush toilet or bath or hot and 
cold running 2, 040 1, 467 573 
Not dilapidated but lacking private indoor flush toilet or bath or 
hot and cold running water._- & 1,118 808 310 
Dilapidated with private indoor flush toilet and bath and hot and 
Dilapidated and lacking private indoor flush toilet or bath or hot 
Toilet facilities: 
Shared flush toilet. -- Sub 1,815 1, 655 160 
Other or none_..--- 6, 589 2, 186 4, 403 
Bathing facilities: 
With private bathtub or shower- -| 29,178 24, 165 5,013 
No private bathtub or shower... 9,411 4, 755 4, 656 
Shared bathtub or shower... 1, 711 1, 560 151 
7.7 3, 195 4, 505 
Water: } 
| 39,040 29, 241 9, 799 
Piped running water inside structure | $4,834 28, 172 6, 662 
Hot and cold piped running water inside structure_._.___.._.. | 20,975 25, 053 4,922 
Only cold piped running water inside structure -_-__- Luciana 4, 859 3,119 1, 740 
No piped running water inside structure __..............----..--- 4, 206 1, 069 3, 137 
Piped running water outside structure......................-. | 895 560 335 
Persons per room in occupied dwelling units: | 
| 2, 1, 308 7 


' Source: U. 8S. Bureau of the Census. 


Mr. Yates. As a result of your travels and your experience since 
you have been in office have you found that there has been an increas- 
ing number in the nonhabitable dwellings in the country on the basis 
of the census ? 

Mr. Core. Yes, I would think so. 

Mr. Yares. Have you found during the last year that there has been 
a tremendous increase in concern among the real estate officials as wel! 
as the city officials throughout the country over the increasing amount 
of blight in metropolitan communities ? 

Mr. Cote. Very true. That is very definitely so. 

Mr. Yares. Is this having any kind of an effect on property values 
in the metropolitan communities? 

Mr. Coir. Yes. We have developed some interesting figures show- 
ing that it has not only had an impact upon the property value, but 
upon the tax structure of the community. ae 

Mr. Yares. In earlier testimony you stated that the cities were 
losing services. 

Mr. Core. That is true. ; 

Mr. Yares. Were not furnishing as many services as they have in 
the past? 

Mr. Coxe. That is my judgment. 

Mr. Yares. Part of your answer was due to the fact that there was 
quite a bite being taken, so-called, by Federal taxation. 

Mr. Coz. By Federal taxation, yes. 
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Mr. Yares. Is this true as well, that most municipal taxation is 
predicated upon an ad valorem type of tax? 
Mr. Corz. That is right. 


LOSS IN MUNICIPAL REVENUES DUE TO INCREASING AREAS OF SLUMS 


Mr. Yares. Are not municipal revenues being decreased as a result 
of the increasing blight ? 

Mr. Corr. Without question. 

Mr. Yates. When you say without question the answer is “Yes”? 

Mr. Cote. Without question the answer is “Yes.” 

Mr. Yares. Are there any figures on this, as to the amount of in- 
crease in the loss of taxable value—— 

Mr. Coir. We have some selected areas which I would suggest we 
put in the record which are quite interesting. 

Mr. Yates. Mr. Chairman, may that go into the record ¢ 

Mr. Corron. Yes. 

(The information referred to follows:) 


A STATEMENT ON PROBLEMS AND CAPACITIES IN LOCAL FINANCING OF SLUM 
CLEARANCE 


Time and the cost would not permit the accumulation of fiscal statistics 
covering the entire country. It has been decided, therefore, to give examples 
using cities actually engaged in slum clearance and with varying populations, 
financial resources, and location around the country. The attached statistical 
summaries of a sampling of cities now engaged in slum clearance under title I 
financial assistance represents a distribution based upon both size and geographi- 
eal location. 

The sample covers 14 cities with populations ranging from 102,000 to 7.9 million 
in which 28 title I projects are now, September 30, 1953. under contract with 
aggregate net project costs estimated at $139 mililon. On the average, these 
projects will clear only 3.3 percent of all the dwelling units in the 14 cities 
reported substandard by the 1940 census. In only three cities will these first 
title I projects make substantial progress in attacking the problem. Norfolk is 
clearing 20 percent of its 1940 total of substandard units, San Francisco 12 
percent and St. Paul 8 percent. 

In using the attached statistics for individual cities, it is well to bear in mind 

a number of limiting factors which should enter into any judgment as to the 
capacity of a comunity to finance the loss inherent in almost any slum clearance 
project. 
: Substantial percentages of a city’s revenue must be devoted to debt service, 
police and fire protection, sanitation, and water supply to mention a few. Other 
portions are earmarked for education, pensions, welfare, relief, and so on. The 
tremendous growth in motor traffic has touched off fierce competition for funds 
with which to finance costly highway improvement. Many of our cities are 
pressing hard on debt ceilings. Many more must function under limited taxing 
power particularly when, as is so frequently the case, the limit is on taxes for 
operation, 

Apart from the foregoing, the cost of nearly everything a city buys has risen 
much faster than municipal tax-revenue sources could respond. And there is the 
further limitation imopsed by the States upon available sources of taxation. 

This squeeze becomes more striking when it is realized that for all local 
governments property-tax revenue is only 90 percent greater now than in 1932 
while prices paid by governments are up about 145 percent. (Foreword, United 
States Conference of Mayors report Municipal and Intergovernmental Finance 
1932-1942-1952. 

Basically cities rely heavily upon property taxes for operating funds. Partly 
because of statutory limitations and partly because the assessment base, or grand 
list, lags in its response to rising prices, this major portion of a city’s income 
falls behind in the race with costs. 

The $139 million aggregate net project costs for clearing 3.8 percent of the 
substandard units in all 14 sample cities may be compared with the combined 
net debts of the 14 cities, which amounted (latest reports for each city; dates 
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vary) to some $3.2 billion, and with their combined revenues from all local 
sources, which amounted to $1.6 billion. Let us assume for the moment that to 
clear all the 1940 substandard units in these 14 cities would take on the order 
of 30 times the $139 million aggregate net project cost for the 28 projects, or 
a total of $4.2 billion—which is 129 percent of the 14 cities combined net debt, 
and represents their combined local revenues for more than 214 years. (See 
attached notes. ) 

In summarizing the recent report on Municipal and Intergovernmental Fi- 
nance, 19382-1942-1952, Paul V. Betters, executive director, the United States 
Conference of Mayors, states the following conclusion : 

“Local governments have had to face the problem of increased prices and 
costs, as well as expanding needs for essential publie services, with much less 
sensitive and flexible tax-revenue sources than either the States or the National 
Government. 

“This problem has been particularly serious for municipalities, which have 
benefited less directly than other local governments from grants-in-aid, and 
which face major needs and demands for modernization of urban transportation 
facilities and municipal plant.” 


NOTES TO ACCOMPANY STATEMENT 


1. Total local government revenues increased less than threefold in the 20 years, 
1932 to 1952, while gross national product and total personal incomes increased 
over fivefold. In the same period, State revenues increased over sevenfold and 
Federal revenues more than 25 times. (Table 5 and text on pages 10 and 11 of 
the United States Conference of Mayors report Municipal and Intergovernmental 
Finance 1932-1942-1952.) 

2. The following summary provides a standard to judge the percentage distri- 
bution of local revenues by broad sources, as given for each city in the attached 
statistical summaries. 


Sources of 1951 revenues of 41 largest cities—Population over 250,000 


Percent 


(Table 13 of Conference of Mayors report, supra.) 

3. Total city revenue per capita varies widely with the functions performed 
by the industrial cities. Total revenue (excluding utility and insurance trust 
revenues for which per capita details are not available) for the largest cities 
averaged $75 per capita in 1951. The peak was $186 and the lowest $30 per 
capita. (Table 32 of Large-City Finances in 1951, U. 8. Bureau of Census.) 


NorFouk 
Population 213,513, fiscal year ended Dec. 31, 1952 


National 
Amount Per canita, median, 
(in millions) Norfolk cities 100,000 

to 250,000 


Deb | 


t: 


1 See comments, below, 


Peak debt burden $25.4 million in 1952. Low point $13.7 million in 1945. 
Increase 85 percent since 1945. Open borrowing capacity $10.2 million inside 
debt limitation (excludes utilities) which is 18 percent of assessed value. 
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Assessed value: $295 million. (Said to be 63 percent of actual value.) Con- 
tinuous annual increase since 1939 (or earlier) when assessed value was $150 
million. 

Tax rate: $27 per $1,000 of assessed value, or about $17 per $1,000 of actual 
value. Same rate since 1949 (or earlier). No limitations on property taxes. 
Tax collections poor, with delinquencies double the national experience. 


| Amount (in | 


millions) Percent 
Revenues: 
Property taxes. $7.7 42.5 
Nonproperty taxes | 4.8 26.5 
Water surplus | 31 17.1 
Other local sources. - 2.5 13. 


Expenditures: $18.3 million. 

Surplus: $1.7 million. 

Comments: As is the rule in Virginia, the city of Norfolk is entirely independ- 
ent of any county or taxing district. The city itself handles all local govern- 
mental functions except for the sewage disposal system, two bridges and a 
tunnel, all financed with revenue bonds. However, something over half the 
charges for operation and for service of the $8 million debt of the sewage-disposal 
system are paid by Norfolk taxpayers. The city pays an annual fee, based on 
vehicular counts, to keep one of the bridges free of tolls; in 1953, the fee payable 
by Norfolk was budgeted at $400,000. 

Norfolk has a heavy debt—some 150 percent of the median for cities of its 
size—but has been able to carry the debt without evident strain due to the con- 
tinued strong expansion (Navy, shipyards, World War II, Korea, ete.) of its 
property tax base and also even more importantly due to the development of 
broad revenue sources to supplement property taxation. In effect, this has 
permitted Norfolk to hold down property taxes and still make substantial capital 
outlays. Whether the new tax sources will carry the expanded debt through 
a recession remains to be seen. In 1932-34 and again in 1940-42, Norfolk was 
forced into extensive refunding and debt reorganization to handle accumulated 
deficits and failure to maintain sinking funds adequate to serve the debt then 
outstanding—which was about $154 per eapita in the early thirties and $111 in 
the forties, as compared with the present $119 per capita debt. 

The large title I project now well underway in Norfolk involves 127 acres 
with $8.6 million estimated gross project costs and $5.6 million estimated net 
project costs. 

(Analysis largely based on Dun & Bradstreet, Inc., October 7, 1953, municipal 
credit survey.) 

PROVIDENCE 


Population 248,674, fiscal year ended Sept. 30, 1952 


| | 
| National 
Amount (in | Per capita median, 
millions) (Providence) | cities 100,000 
to 250,000 


Debt: 
Net direct. 43.4 $174 | $69 


Peak debt burden $48 million in 1941. Low point $37 million in 1948. Increase 
of 17 percent since 1948. No clear statement available as to open borrowing 
capacity. Nominally the debt is limited to 3 percent of assessed value, but this 
may be exceeded by authorization of the State finance director. The net debt 
now exceeds 3 percent of the assessed valuation. 
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Assessed value: $617 million (said to be 80 percent of actual value). Contin- 
uous slow increase from $489 million in 1936. 

Tax rate: $29.40 per $1,000 of assessed value which is about $23.50 per $1,000 
of actual value. The $25 tax limit does not apply to debt service. 


Amount 
(in millions) Percent 
Revenues: 

Nonproperty taxes... .5 2.4 
Other local sources... 1.9 9.2 

City total ($103 per capita)... 25.6 | 


Expenditures: $25.5 million. Deficit: $0.1 million. 

Comments: Providence is free of any overlapping local governmental unit. 
The debt is heavy, practically double the median for cities in its population group. 
Dependence on property taxation is far too great for comfort. Nevertheless, 
the actual tax rate is distinctly low for a New England city of this size. The 
relatively large amount of State aid and shared taxes is less closely earmarked 
than in most cities. 

The title I program in Providence has commenced with a 9-acre project for 
which gross project cost is estimated at about $940,000 and net project cost at 
$650,000. Two more projects now pending (out of a much larger number in 
various stages of planning) would bring totals to 27 acres with combined gross 
project costs estimated at $3 million and net project costs at $2.5 million. 

(Analysis largely based on Dun & Bradstreet, Inc., August 17, 1958, municipal 
credit survey.) 

NASHVILLE 


Population, 174,307, fiscal year ended Dec. 31, 1952 


National 
Amount Per capita (median, cities 

(in millions) | (Nashville) 100,000 to 

250,000 
bt: 
1 County only. 


Peak debt burden $19.8 million in 1953. Low point $10.9 million in 1945— 
increase 55 percent since 1945. Open borrowing capacity is $21.8 million with 
$6.7 bonds authorized but not issued. 

Assessed value: $272 million. (Said to be 60 percent of actual value.) Up 
78 percent from low point of $153 million in 1935. 

Tax rate: $40 per $1,000 assessed value. (City limited to $11 per $1,000 for 
operations. No limit for debt service.) This is up from $34.40 in 1951 and is 
about $24 per $1,000 of actual value. 


Amount 
(in millions) Percent 
Revenues: 
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Expenditures: $7.1 million. 

Deficit : $300,000. 

Comments: Revenues and expenditures for school debt service, pensions, and 
park purposes are outside the above computation. Nashville’s per capita debt 
is considerably higher than the median for other cities in its population class 
but tax collections are fairly good and it operates on or close to a cash basis. 
However, appropriations for 1952 exceeded revenues with a resulting deficit. 
Revenue sources are well diversified with less than usual reliance on property 
taxes. State aid increased in 1947 through sharing in the newly inaugurated 
State sales tax, income and liquor taxes and a contribution for teachers’ pensions. 

Nashville’s first title I project involves 67 acres with gross project cost esti- 
mated at $10.5 million and net project cost at $7.8 million. 

(Analysis largely based on Dun & Bradstreet, Inc., August 13, 1953, Municipal 
Credit Survey. ) 

LirtLe 


Population 102,213, fiscal year ended Dec. 31, 1951 


| National 
| Amount (in| Percapita | median, 
millions) (Little Roc k) | cities 100,000 
| | to 250,000 
| 
Debt: | | 
4.9 50 | 81 


1 Mostly school district. 


Peak debt burden $5 million in 1930. Low point $3.1 million in 1947. Increase 
58 percent since 1947. 

No statement available as to debt limitations, ete. 

Assessed value: $73.5 million, said to be 35 percent of actual value. Up 
almost 100 percent since low point of $37.5 million in 1934. 

Tax rate—Severe limitations: 5 mills for service of new borrowings, plus 3 
mills for 1924 funding bonds, total 8 mills for debt service ; 5 mills for operations; 
8 mills for pensions and library ; grand total 16 mills, or $16 per $1,000 of assessed 
valuation. 


Tax rates per $1,000 of assessed value: 


1$49 per $1,000 of assessed valuation, or about $17 per $1,000 of actual value. Assess- 
ment of property and collection of taxes are handled by the county. Tax collections have 
been very poor, with delinquencies running 2 to 3 times the national experience. 


| 
| Amount Percent 
Revenues: 
756, 124 37.1 
City total ($24 per capita)... ____- 2, 461, 675 |___- 


The above 1951 total city revenues were sharply below the $2,859,022 total for 
1950 and even below the smaller total for 1949. Principal changes from 1950 
were $200,000 drop in property taxes (due to rate reduction) and elimination of 
$103,000 in county road aid and $139,000 in airport fees. 

Expenditures: $2,413,989 in 1951. 

Deficit : Was $47,796. 
41872—54—-pt. 
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Comment: Little Rock defaulted on general obligation bonds in 1980 but was 
able to cure the defaults by 1934. Since then, forced refunds were resorted to 
in 1935 and 1938. While the debt burden has been rising since the close of 
World War II, it is still relatively low. Progress has been made in developing 
nonproperty tax revenue sources, but the city still suffers from the country’s 
handling of assessments and property taxes. Little Rock is underway on its 
first title I project covering 40 acres with gross project cost estimated at $2 
million and net project cost at $1.7 million. A second project in the planning 
stage would bring totals to 149 acres with $38.2 estimated gross project costs 
and $2.6 million estimated net project costs. (Analysis largely based on Dun & 
Bradstreet, Inc., January 21, 1958, Municipal Credit Survey.) 


NEWARK 
Population 438,776, fiscal year ended Dec. 31, 1951 


| | 
National me- 
Amount | Per capita, dian cities 
(in millions) | Newark 250,000 to 
500,000 
Debit: 
1 County. 


Peak debt burden $123.2 million in 1933. Low point $48.2 million in 1951. 
Reduction 60 percent, almost continuous since 1933. 

There were $23.6 million bonds authorized but not issued (no statement as to 
debt limitation and open borrowing capacity ). 

Assessed Value: $695 million. (Said to be 75 percent of actual value.) 30 
percent drop reflecting almost continuous decline from $962 million peak in 1937. 

Tax Rate: Overall $76.50 per $1,000 of assessed value, which is about $57 per 
$1,000 of actual value. (No statement as to tax rate of city alone.) The over- 
all rate has been climbing each year since 1948 (or earlier) when it was $65. 
Tax collections have been poor, with delinquencies almost double the national 
experience. 


| Amount | 


| (in millions) | Percent 
Revenues: 
Other local sources. 5.1 14.4 


Expenditures : $34.4 million. 

Surplus: $1 million. 

Comments: In common with most other northern New Jersey industrial cities, 
Newark suffers from excessive dependence on property taxation, declining as- 
sessed valuations and the onerous requirement that the city, which collects 
all property taxes, must remit the full amount of school and county tax levies, 
regardiess of delinquencies. This last in effect cost Newark some $1.3 million 
in 1951—on top of its own $1.5 million unpaid taxes. 

Despite these handicaps, and due in no small part to close State supervision 
under the Cash Basis Act, Newark has made good progress in debt reduction and 
budgetary control. 

The title I program in Newark involves 43 acres in 2 projects now underway 
with combined gross project costs estimated at about $9.5 million and net project 
costs at some $7.9 million. 
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(Analysis largely based on Dun & Bradstreet, Inc., December 11, 1952, munici- 
pal credit survey.) 
New York Ciry 
Population 7,891,957, fiscal year ended Dec. 31, 1951 


National 
median, cities 
over 500,000 


Amount (in Per capita 
millions) (New York) 


Debt: 
Gross direct $3, 250.4 |__. 
Wot | 2,010.6 | $255 $84 
Debt burden__________-_____- 2,010.6 257 113 


! See comments below. 


Peak debt burden $3,250 million in 1952. Low point $2,857 million in 1947. 
Increase 87 percent. Open borrowing power practically e xhausted. 

Assessed value: $18.8 billion (said to be 98 percent of actual). Dropped from 
1982 peak of $19.6 billion to $15.8 billion in 1945. 

Tax rate: (City limited to $20 per $1,000 for operations, no limit for debt 
service.) City—$80.80 per $1,000 assessed value—same for actual value. Over- 
all—same. 


r | Amount (|S), 
(in millions) Percent 
Revenues: | 
Nonproperty taxes, ete.... 7.8 19.1 
Other local sources a 5 24.3 
Local subtotal. 100 


F City total, $158 per capita. 


Expenditures: Total $1,240.4 million. 

Surplus: $11.1 million. 

Comments: Unlike many other large cities, all functions in New York (except 
transit bridges, tunnels, airports, etc.) are handled by the municipal government 
itself. The appearance of a balanced budget has been obtained only by devices 
(characterized by the New York Times as “prayer and bookkeeping sleight-of- 
hand”) such as funding the transit operating deficit, underestimating pension 
requirements and the cost of the 40-hour week, and overestimating sales tax 
revenues, by advancing quarterly returns so as to show 14 months’ receipts in 
one year. For several years each budget making period has produced a crisis 
and each time the city has appealed to the legislature for relief. Usually only 
partial relief has been forthcoming. In commenting on the city’s attempts to 
broaden its revenue sources, Dun & Bradstreet conclude “the city’s revenue 
system is presently inadequate for operating purposes.” 

New York City has the highest per capita debt in the country. Lately it has 
been chronically pressing the upper limits of its legal borrowing capacity and 
has only stayed within its legal debt limit by securing legislative permission to 
borrow outside the 10 percent debt limit for certain additional purposes—such 
as transit. Of late years New York has avoided a public sale of its bonds— 
which might reveal a weak credit rating—by selling all new issues to the various 
city pension funds. 

The title I program has 7 projects under contracts covering 103 acres with, 
combined gross project costs estimated at $61.6 million and net project costs 
at $47.8 million. Three more projects now in the final study stage would bring 
the combined totals to 162 acres with $92.5 million gross project costs and S69 
million net project costs. 
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(Analysis largely based on Dun & Bradstreet, Inc., Municipal Credit Survey, 
dated June 28, 1952. 


BALTIMORE 
Population, 949,708, fiscal year ended 1952 


National 
_ Amount Per capita, median, 
(in millions) | Baltimore cities over 


Debt: 


Peak debt burden $139 million in 1952. Low point $80 million in 1944. Increase 74 per cent since 1944, 
$127 million banks authorized but unissued. 


1 See comments below, 


Assessed value: $2.2 billion. (Said to be 75 percent of actual value.) Up 
83 percent since low point of $1.2 billion in 1987, reflecting a gain each year. 

Tax rate: City $28.20 per $1,000 of assessed value, which is about $21 per 
$1,000 of actual value. (No limitation on taxes.) Tax collections in line with 
national experience. 


Percent 
Revenues: 


Expenditures: $122 million. 

Surplus: $4.4 million. 

Comments: Baltimore City handles all local governmental functions and has 
no overlapping county or districts to contend with. The city has no arbitrary 
limitations but the statutory method of borrowing is cumbersome and time- 
consuming. It must first secure an enabling act by the State legislature and 
subsequently obtain the approval of the city electorate. 

Baltimore’s debt load is moderate and tax collections good. The revenue 
system is well diversified. Financial management has been satisfactory. Most 
of the State and Federal aid is for dedicated purposes. Baltimore has now sold 
all the $5 million bonds authorized for redevelopment. 

It is interesting to note that $70 million of the $128.7 million appropriated in 
the 1953 budget is for such activities as schools, welfare, debt service, and 
pensions. Only the item for schools could conceivably contain any funds that 
might provide some noncash grants-in-aid, so cash for other local expenses must 
come from the $58.7 million of other operating funds or from borrowing. 

Baltimore’s title I program is well underway with 60 acres in 2 projects having 
combined gross project costs estimated at $7.7 million and net project costs at 
$6.7 million. Several additional project areas are under study, for which firm 
cost estimates are not yet available. 

(Analysis largely based on Dun & Bradstreet, Inc., May 6, 1953, Municipal 
Credit Survey.) 


ose 
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San FRANctsco 
Population, 775,357, fiscal year ended Dec. 31, 1952 


| Per capita National 
Gin millions) San Fran- | median cities 
| ds cisco over 500,000 
Debt: 
Overlapping None 1 


1 Combined city-county. 


Peak debt burden, $120.7 million in 1952. Low point, $32.2 million in 1945. 
Continuous rapid expansion since 1945 has increased debt burden 275 percent in 
8 years. Open borrowing capacity, $105 million within the 12 percent limita- 
tion. (Utility debt is exempt.) $38.2 million bonds authorized but not issued. 

Assessed value : $1.2 billion (said to be 44 percent of actual value). Continuous 
increase from $820 million in 1940. 

Tax rate: $56.70 per $1,000 of assessed value is the total tax rate of the com- 
bined city-county for 1953. This is down from a recent peak of $62.90 in 1951, 
and is about $25 per $1,000 of actual value. Tax collections have been the best 
of all our larger cities, with delinquencies consistently less than a third of the 
national experience. 


Amount (in 


millions) | Percent 
Revenues: 
Property | 70.6 81.4 
Nonproperty taxes... 6.5 | 7.5 
) 


City total, $162 per capita. | 125.8 | 


! See comment. 


Expenditures: $122.6 million. 

Surplus: $3.2 million. 

Comments: The city-county of San Francisco is independent of overlapping 
taxing units and handles all phases of local government except the two major 
bridges, which were financed with revenue bonds. (The city-county is con- 
tingently liable for 85 percent of any deficiency in operating costs and debt 
service of the Golden Gate Bridge.) Also San Francisco has for many years 
benefited from excellent fiscal control and management. Furthermore, its posi- 
tion as a city-county brings it a larger share of State aid and shared taxes 
than usual. This item in 1952 was up 50 percent from the $24.4 million received 
in 1950. While all State aid is earmarked for specific purposes, it included in 
1952 some $9.6 for highways of which part could be used to support the title I 
program. 

Recent rapid expansion of the debt has been supported by a somewhat slower 
but solid increase in assessed valuation, and even now the debt burden has just 
reached the median for cities over 500,000 population. Excessive dependence on 
property taxation is somewhat offset by unusually liberal State aid and also by 
the broadening of revenue sources—as, for example, the local sales tax adopted 
in 1948 and currently producing some $4.8 million per year, all devoted to debt 
service. 
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San Francisco has embarked on a bold and extensive title I program. The 
first two projects covers 434 acres and are under contract with combined gress 
project costs estimated at $27.1 million and net project costs at $12.3 million, 

(Analysis largely based on Dun & Bradstreet, Inc., June 24, 1958, Municipal 
Credit Survey.) 

St. 


Population, 311,349, fiscal year ended Dec. 31, 1951 


| National 
Amount (in | Per capita, median, 
millions) St. Paul cities 250,000 
| to 500,000 
| 
Debt: | | | 


1 Mostly Twin Cities Airport. 


Peak debt burden $43.5 million in 1934. Low point $16.2 million in 1950. 
Unused legal borrowing capacity $41 million including $6.5 school bonds au- 
thorized but not issued. 

Assessed value: $186.4 million (said to be 34 percent of actual value) ; up 41 
percent from low of $132.2 in 1942. 

Tax rate (limitation $32 per capita for city and school operations; no limi- 
tation on taxes for debt service) : 


Per $1,000 of assessed value for city and schools__-____------__------~- $85. 48 
Per 31.000 of value for 29. 98 


1$122.60 per 1,000 of assessed value, which is about $42 per $1,000 of actual property 
——, Tax collections have been good, with delinquencies not much over half the national 
experience. 


Amount 
(in millions) Percent 
Revenues: 

aq 


Expenditures: $23 million. 

Surplus: $0.3 million. 

Comments: Although too heavily dependent on property taxation for comfort 
in bad times, St. Paul has relatively high per capita revenues and low debt, with 
ample borrowing capacity. The majority of the funds received in State aid are 
earmarked for education and welfare, etc., only about 20 percent is available for 
general city purposes including slum clearance. 

St. Paul's title I program has commenced with 2 projects totaling 122 acres 
with combined gross project costs estimated at $9.4 million and net project costs 
at $7 million. 

(Analysis largely based on Dun & Bradstreet, Inc., August 11, 1952, Municipal 
Credit Survey.) 


CHICAGO 


Population 5,620,962, fiscal year ended Dec. 31, 1951 


National 
median cities 
over 500,009 


| Amount (in Per capita 
millions Chieago 


Debt: 
Gross direct 
Net direct 
Overlapping _- 
Debt burden 


! Schools, sewers, parks, etc 


Peak debt burden $476 million in 1936. Low point $204 million in 1946. 

Increase 160 percent since 1946. 

Open borrowing capacity $317 million. (5 percent debt limitation.) 

$81 million bonds authorized but not issued. 

Assessed value: $8,751 million. (Said to be 100 percent of actual value.) 

Tax rate: City, $13.06 per $1,000. (Actual same.) Taxes are unlimited for 
debt service, but restricted to various rates for operating purposes. Tax col- 
lections have been very poor, with delinquencies running four times the national 
experience. Overall, $35.98 per $1,000. (Actual same.) 


| Amount 


(in millions) Percent 


Revenues: 


Local subtotal ___- 9. 100, 0 


State and Federal aid_____ 


City total ($31 per capita) 


ixpenditures: Total $87.8 miilion, excluding debt service. 

Comments: Chicago is subject to six overlapping local governments, each with 
the power to incur debt and levy taxes, whose total receipts and expenditures ex- 
ceed those of the city itself. This makes comparison with other cities very dif- 
ficult, and is especially significant in evaluating the apparently low net debt. 

Chicago's very poor tax collections probably result from collection by the county 
under a system having many “handicaps to efficient tax administration” (in the 
words of Dun & Bradstreet), some of which the State legislature is endeavoring 
to eliminate. Recurring large tax abatements add to Chicago's difficulties. Reg- 
ular State aid, while substantial, is largely earmarked for specific functions. 

However, several years ago, the State granted $10.7 million in cash to Chicago 
for slum clearance and redevelopment, and the city authorized and sold $15 mil- 
lion bonds for the same purpose. Investment of the proceeds has produced an- 
other $1.3 million from interest received. Of the $27 million total made available 
by the city and State, almost half has been expended, mostly for purchasing slum 
properties in the first project, so that the $13.7 million balance, plus land pro- 
ceeds estimated at $2.1 million, make a total of about $15.8 million local funds 
available to carry on the program. 

Chicago has 2 active slum-clearance projects involving 154 acres with com- 
bined gross project costs estimated at $21.6 million and net project costs estimated 
at $16.4 million. Four more projects in planning stages could bring the totals 
to some 300 acres with perhaps $35 million etsimated gross project costs and 
$28 million net projects costs. 
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(Analysis largely based on Dun & Bradstreet, Inc., March 6, 1953, municipal 
credit survey.) 


Jersey Ciry 
Population, 299,017, fiscal year ended Dec. 31, 1951 


National 
Amount (in | Per capita, | median, cities 
millions) Jersey City 250,000 to 
500,000 
Debt: 
30.9 103 102 
1 County only. 


Peak debt burden $75.2 million in 1933. Low point $30.9 million in 1951. 
Reduction 59 percent, practically continuous since 1933. 

Open borrowing capacity $9.8 million. Bonds authorized but not issued totaled 
$10.3 million, including waterworks issues which are outside the limitation. 

Assessed value: $484.3 million (said to be 90 percent of actual value) for 
1952, reflecting almost continuous shrinkage from $600 million in 1942. 

Tax rate: (Rate for city is not stated separately.) Overall tax rate was 
$76.50 per $1,000 of assessed value, up each year from $68 in 1948 and now about 
$69 per $1,000 of actual value. Tax collections are poor, with delinquencies more 
than double the national experience. 


| Amount 
| (in millions) Percent 
Revenues: 


1 None reported. 


Expenditures: $26.2 million. 

Deficit: $1.7 million. 

Comment: In common with most other northern New Jersey industrial cities, 
Jersey City suffers from excessive dependence on property taxation, declining 
assessed values, and enforced shouldering of the entire burden of delinquencies 
for the school and county property tax levies. This last cost Jersey City some 
$930,000 in 1951. In addition to these difficulties which stem from State laws, 
ete., Jersey City in the opinion of Dun & Bradstreet is a high-cost operating unit. 
The result is one of the highest actual tax rates in the country. However, 
despite these handicaps and due in large measure to close State supervision un- 
der the Cash Basis Act, budgetary operations have been fairly well controlled 
and debt well administered. 

Under orders from the Interstate Sanitation Commission, Jersey City is now 
constructing a $26 million sewage treatment facility which will be financed by 
a separate sewer authority with revenue bonds. However, the burden will of 
course fall on the taxpayers. 

The title I program in Jersey City covers 29 acres in 2 projects now under 
way with combined gross project costs estimated at about $5.5 million and net 
project costs at some $4.5 million. 


= 

: 


2123 


(Analysis largely based on Dun & Bradstreet, Inc., May 15, 1952, Municipal 
Credit Survey.) 


DerrRoitT 
Population 1,849,568, fiscal year ended June 30, 1952 


| Amount | Per capita, 
(in millions) Detroit 


National 
median, cities 
over 500,000 


Debt: | 
Net direct 
Overlapping 
Debt burden 


1 See comments. 


Peak debt burden $286 million in 1932; low point $175 million in 1952; de- 
crease 39 percent since 1932, has been continuous since 1935. 

Unused legal borrowing capacity $216.3 million; $23.2 million unissued bonds 
have been authorized for sewers, airport, memorial hall, and fire stations. 

Assessed value: $4.6 billion (said to be 100 percent of actual). Up 100 per- 
cent from $2.2 billion in 1935, 

Tax rate: (City limited by charter to $20 per $1,000, but courts have held that 
taxes for debt service are unlimited.) 

City—$22.28 per $1,000 of assessed value, same for actual value. 

Overall—$39.29 per $1,000 of assessed value, same for actual value. 

Tax collections have been very good, with delinquencies half the national 
experience. 


Amount (in 


millions) Percent 


Revenues: 
Other local sources... 


Local subtotal __- 
State aid, ete 


City total ($80 per capita)... 


Expenditures: Total $154.1 million. 

Deficit : $5.6 million. 

Comments: Detroit has a comparatively simple governmental structure for 
its size. As yet, the only major overlapping debt is that of the county building 
authority. However, the city school district recently became independent and 
will issue its own bonds for future school construction. 

Detroit’s economy is notorious for very wide swings. In the depths of the 
depression, the city was unable to service its very heavy debt—then $182 per 
eapita. The resultant defaults were cured in 1934 by extensive refunding. 
Since then Detroit has made steady progress in debt reduction and, despite 
occasional deficits, has been able to maintain the general fund on a cash basis. 
While still too dependent on property taxes for comfort, some progress has been 
made in diversifying revenue sources. State aid bulks large in total city reve- 
nues, but much of this is earmarked for designated purposes. 

One title I project is underway in Detroit, involving 129 acres with gross 
project costs estimated at $9.1 million and net project costs at $7.1 million. 
As yet, estimated costs of further projects are not firm. 


| | | 
4 | | 
ie 173.9 | $94 $04 
1.9 0) 0) 
4 185.8 | $100 | $153 
6.2 5.1 
25.4 20.7 
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(Analysis largely based on Dun & Bradstreet, Inc., February 4, 1953, Municipal 
Credit Survey.) 


CINCINNATI 
Population, 503,998, fiscal year ended Dec. 31, 1952 


| 
} National 
Amount Per capita, 
(in millions) | Cincinnati yoy ry 
Debt: 


! Schools and county. 


Peak debt burden, $127 million in 1952. Low point, $38 million in 1944. Net 
increase 334 percent since 1944. No clear statement available as to open borrow- 
ing capacity ; $31.2 million in bonds authorized but not issued. 

Assessed value: $1.8 billion. (Said to be 60 percent of actual value.) Up 
40 percent from low point of $907 million in 1946. 

Tax rate: City: $14.62 per $1,000 assessed value ; $8.77 per $1,000 actual value. 
Overall: $31.56 per $1,000 assessed value; $18.94 per $1,000 actual value. Tax 
collections have been very good, with delinquencies less than half the national 
experience. 


| Amount 
| (in millions) Percent 
| 
Revenues: | 
Property taxes | $13.5 67.5 
Miscellaneous - - | 3.5 17.5 
City total, $48 per capita. 24.4 


Expenditures: Total $23.6 million. 

Surplus: $0.8 million. 

Comments: Heavy debt which has been increasing much faster than the tax 
base and is now the fifth largest per capita debt of the 17 cities with population 
over 500,000. However, Cincinnati’s heavy debt is partially offset by good tax 
collecting and fiscal management. Councilmanic bonds must be serviced inside 
a narrow tax limitation. Voted bonds are serviced from unlimited taxes which 
may be (and are) outside of the limit. Cincinnati's revenue base is fairly well 
diversified, especially since the city has not yet availed itself of the “local income 
tax.” Overlapping county and school district’s proportionate receipts and ex- 
penditures amount to about 155 percent of the city’s own operations. 

Cincinnati has one project under loan and grant contract, covering 34 acres 
with gross project cost estimated at $4.3 million and net project cost at $3.7 
million. Two additional projects which are in final planning stages would bring 
the total gross project cost to some $9 million with total gross project cost to 
some net project costs on the order of $7.4 million. 
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(Analysis largely based on Dun & Bradstreet, Inc., April 23, 1953, municipal 
credit survey.) 
PHILADELPHIA 
Population 2,071,605, fiscal year ended Dec. 31, 1952 


National me- 
Amount Per canita, dian, cities 


(in millions) | Philadelphia} 500,000 


Debt: 


! School district only. 


Peak debt burden $439.6 million in 1952. Low point $302.8 mililon in 1945. 
Increase 45 percent since 1945. 

Outstanding debt is just within the legal debt limit (increased to 13% percent 
of assessed value by amendment to State constitution in 1951), so that further 
borrowing must be limited to amounts retired, except for self-supporting debt 
such as water, gas, sewer, and transit. 

Assessed value: $3.5 billion for 1953 (57 percent of actual value per State 
board of equalization). Up 45 from the low of $2.4 billion in 1945. 

Tax rate: City—$17 per $1,000 of assessed valuation (no limit). School 
$13.25 per $1,000, total tax rate $30.25 per $1,000 of assessed valuation, or about 
$17.25 per $1,000 of actual value of taxable real property. There has been no 
change in the $17 city rate since 1986. The school rate has been increased five 
times since that date. Tax collections have been in line with the national 
experience. 


Amount 


(in millions) | Pereent 


Revenues: } 
Nonproperty 48.4 | 39.2 


1 Excludes utility gross revenues, which cover operating costs and all debt service except that for the 
$142 million transit debt. 


Comments: Philadelphia is a consolidated city-county with only the co- 
terminous school district as an overlapping taxing unit. It has the third heaviest 
per capita debt burden in the country. Fifty-year-term bonds were issued (and 
in some instances refunded at maturity) almost regardless of the life of the 
capital asset involved—even street repairs, etc., were paid for from long-term 
bond issues. It is probable that only the city’s “gross income tax,” instituted in 
1940, staved off a financial debacle. This was a significant advance in broaden- 
ing the revenue base. 

Under the new “home rule” charter, which went into effect in January 1952, 
the new city administration is making substantial progress toward better fiscal 
management. All repairs and some new construction is now being financed 
from current revenues, and new bond issues have been held to much shorter 
terms. Nevertheless, Philadelphia will need many years to work itself into a 
sounder debt position. It is significant that out of $33.4 million bonds sold this 
vear $26.5 million were for extensions, etc., to self-supporting utilities while all 
the $6.9 million tax-supported bonds were for refunding purposes. 

Philadelphia has been allotted $748,600 of State funds for its title I projects. 
The local electorate in 1952 approved $1 million and in November 1953 will vote 
on another $1,478,000 city bonds for slum clearance. (Only small annual 
amounts can be authorized within the debt limit.) 


i | - 
4 
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City appropriations for slum clearance have been: 


1950 ____ 558, 000 


$1.918.600 has been included in the 1954 budget. 

The title I program in Philadelphia is planned to be much more extensive than 
the 60 acres in the 3 projects now underway with combined gross project costs 
estimated at $11.1 million and net project costs at $9.9 million. Four more 
projects now in the advanced planning stage would bring the total to perhaps 
3,000 acres with $55 million total estimated gross project costs and $29 million 
total estimated net project costs. 

(Analysis largely based on Dun & Bradstreet, Inc., March 18, 1953, municipal 
credit survey.) 

Mr. Yartrs. As I read through the President’s Advisory Commit- 
tee’s report I gained the impression that while the committee recom- 
mended primary emphasis upon rehabilitation of existing structures, 
it also brought out, that there were a number of structures that were 
not capable of rehabilitation. These it was recommended be de- 
molished. 

Mr. Corn. That is correct. 

Mr. Yates. Your slum-clearance programs are attuned to the pro- 
posed demolition in municipalities to do away with buildings that 
are not capable of repair or rehabilitation ? 

Mr. Cox. Yes; that is right. 


THE BALTIMORE PLAN 


Mr. Yares. We have heard much about the Baltimore plan. Will 
you tell us what the Baltimore plan is? 

Mr. Corr. Very briefly, the Baltimore plan is a program to save the 
housing which is of sound construction and thus to help provide mini- 
mum housing for people through the use of the police powers of the 
city. They enforce fire ordinances, the sanitary and occupancy codes, 
etc., in order to provide for the people a minimum amount of housing 
which is available. 

They clean up the areas through the enforcement of these codes, 
through the stimulation of local pride in homes and neighborhoods, 
and generally make the areas more livable. 

Mr. Yares. Is it true that even the Baltimore plan recognizes that 
there are certain dwellings not capable of rehabilitation ? 

Mr. Cote. Yes. 

Mr. Yates. It also recognizes that they should be demolished and 
the dwellings replaced ? 

Mr. Corr. Oh, yes. 


ADMINISTRATOR'S ATTITUDE TOWARD PUBLIC HOUSING PROGRAMS 


Mr. Yates. Without intending to get personal, Mr. Cole, while you 
were in Congress you were opposed to public-housing programs. Is 
that still your attitude? 

Mr. Cox. Your preliminary statement that I was opposed to public- 
housing programs should be related to what I said about the programs. 
T said in, I think, practically every speech I made that it was not a 
question of whether we do this job, but how we do it. I am critical 
now of a housing program which would socialize housing of America, 


§ 
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although I do not believe I ever used the term “socialized housing” in 
criticizing some of the programs. I am critical of political housing. 
1 am critical of housing which would hold out to the people a promise 
which, in my opinion at least, could never be fulfilled for many 
reasons. 

I was critical of some of the people who proposed great areas of 
segregated poor houses for the benefit of a few people, when we saw 
no opportunity, nor were we offered any program which would pre- 
sent to these people an opportunity to improve their living conditions 
or to own their own homes. 

Once more, as I said in my opening presentation there are people 
living in the slums who if the slums are demolished would have no 
place to go and I do feel that if the Federal Government is to have a 
slum clearance, urban redevelopment, and rehabilitation program, we 
have a responsibility in this area. 

Frankly, not having found any plan which can be presented to Con- 
gress which in my opinion would be acceptable or which we could say 
would be a substitute for this at the present time, I have recommended 
that we continue this program at a minimum rate until we can take a 
look at such programs as we are developing. 

Mr. Yares. Mr. Cole, in your opinion can you have a successful 
slum-clearance program, without having a moderate public housing 
program asa part of it? 

Mr. Cote. Under any presently conceived law ; no. 

Mr. Yares. I do not know what you mean by presently conceived. 

You mean the law on the books today ? 

Mr. Corr. Any present law that is on the books or any presently 
proposed law. Let me follow through if I may because Mr. Thomas 
raised a question awhile ago which I did not answer. 

Mr. Yarrs. Yes. 

Mr. Corr. I do not believe that we have a perfect law today. I do 
not believe that the program which I will present to Congress for 
housing will be a perfect law. I do not believe that the public-housing 
program today is perfect. It is my idea that we must follow through 
with what Mr. Thomas has suggested to determine what yet can be 
done to meet this problem of the low-income people. I do not think 
we have found that answer vet. 

Mr. Yates. I do not know what you mean when you say what Mr. 
Thomas has suggested. What do you have in mind? 

Mr. Corr. I mean that he has suggested that we have not yet ar- 
rived at the complete answer. I am not saying that I agree with him 
one way or the other concerning the rent certificates. I am merely 
saying that the problem of providing or helping people of low income 
to secure good housing has not been solved, either in law or in actual 
practice. 

Therefore, it would be my objective to continue to see what can be 
done to assist these people to get decent housing. We are not through 
with our planning on it. 

Mr. Yates. On the basis of what you have just stated we have two 
alternatives. We can either wait until the so-called perfect plan for 
slum clearance and relocation is evolved, or we can use the tools we 
have at hand. 

Mr. Coz. That is the reason I suggested the 35,000 houses. 
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Mr. Yares. Is part of the reason that you have suggested the 35,000 
program the fact that in your opinion time is of the essence, that the 
blight is increasing and we have to start now rather than waiting / 

Mr. Coir. Yes. I see no reason for us to wait. I think we must 
attack this problem. 

Mr. Yates. Would it be harmful if we waited, in your opinion ? 

Mr. Cote. Yes; I think it would. 

Mr. Yarrs. Would you agree with this telegram that Ferd Kramer 
sent me. Do you know Ferd Kramer ? 

Mr. Coie. Yes. 

Mr. Yates. Who is Ferd Kramer, for the record. 

Mr. Core. He is a mortgage banker in Chicago. 

Mr. Yates. He is not a member of a public-housing authority ? 

Mr. Core. That I do not know. I do not believe he is. 

Mr. Yares. Certainly he is a very distinguished and very outstand- 
ing real-estate man in Chicago. He sent this telegram and I read 
it to you. He sent it as president of the Metropolitan Housing Plan. 

As president of a nonpartisan citizens organization whose board of governors 
includes illustrious mortage realtors, mortgage bankers, economists and attor- 
neys, and leaders in many other fields, we hope that you will use your influence 
to see that there are funds made available for a continuance of the public- 
housing program. As we sponsor and are vitally interested in private enter- 
prises participating in the slum clearance and redevelopment program in Chi- 
cago, it is particularly vital that we have some public housing for relocation 
purposes. Relocation is really the key to slum clearances this day. 

Would you agree with that telegram ¢ 

Mr. Coir. Yes; I would say that I do. Mr. Yates, may I return 
again to my personal attitude, because I think many of my former 
colleagues would be interested in my attitude. 

Mr. Yares. Surely. 

Mr. Corr. I was concerned when I was in Congress and still am 
concerned that whatever program of public housing may be approved, 
if any, by Congress, be approved on a sound basis of accomplishing 
the announced objective of those who propose it. I was very alarmed 
when I saw people proposing public housing for everybody in the 
middle income class. ‘That would be not only socialized housing, but 
completely wrong, absolutely and thoroughly wrong. 

Mr. Yates. I find myself in agreement with you on that, Mr. Cole, 
and I think we are in agreement, too, on the fact that when a slum is 
cleared you are going to have to find some place to house the people 
who are dislocated as a result of the clearance program. 


PRESIDENT’S ADVISORY COMMITTEE ON GOVERNMENT HOUSING 


Mr. Coxe. That is correct. 

Mr. Yares. In response to a question by Mr. Thomas, I gained the 
impression that you said that the Subcommittee on Housing for Low 
Income Families of the President’s Advisory Committee was loaded. 

Mr. Coxe. I do not think I said it was “loaded.” 

Mr. Yares. I got the impression that the transcript contained the 
word “loaded.” 

Mr. Core. I think someone used the word “loaded,” but I do not 
think I used the word. I said in response to Mr. Thomas’ question, 
that I knew when Mr. Bohn was selected as chairman of the Low In- 
come Housing Committee that Mr. Bohn was also chairman of a public 
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housing authority in Cleveland, Ohio, and therefore, knew that he 
was in favor of public housing, and thought it was proper that he be 
chairman of that committee; also, I assumed that Mr. Thimmes of the 
CIO was probably in favor of public housing. 

Mr. Yates. Were the other members in favor of public housing? 

Mr. Corr. I did not know Mr. Savage before he came to Washing- 
ton to appear on this committee, but 1 knew he was a realtor. I am 
quite sure that when Mr. Savage began his discussions about public 
housing he was at least not very friendly to the program. 

Mr. Yates. Is that true of Mr. Wooten, too? 

Mr. Corr. I do not like to probe their minds. I would say that 
he was not a pro-public-houser, definitely. 

Mr. Yates. I think the point may be made that as to the attitude of 
the members of the subcommittee, would I say that they approached 
the problem of trying to find an answer with open minds on it? 

Mr. Corr. I think all of them did, yes. 

Mr. Yates. Did the subcommittee’s report contain a unanimous 
recommendation, or were there splits? 

Mr. Core. The subcommittee report on low rent housing was 
unanimous, 

Mr. Yares. Was the report of the subcommittee accepted by the 
full committee / 

Mr. Corr. Yes, with some modifications, as appear in the printed 
report. 

Mr. Yates. Would you place into the record at this point the 
members of the full committee ? 

Mr. Cotr. Yes. 

(The information referred to follows :) 


MEMBERSHIP OF THE PRESIDENT’S ApvVISORY COMMITTEE ON GOVELNMENT HousIne 
PoLicleEs AND PROGRAMS 


Mr. Albert M. Cole, Administrator of the Housing and Home Finance Agency 
was designated Chairman, both of the Advisory Committee and of its Executive 
Committee. The following 22 members were named to the Advisory Committee: 
George L. Bliss, president, Century Federal Savings and Loan Association, 

New York City 
Ernest J. Bohn, director, Cleveland Metropolitan Housing Authority, Cleveland, 

Ohio 
Ehney A. Camp, Jr., vice president and treasurer, Liberty National Life Insur- 

ance Co., Birmingham, Ala. 

Miles L. Colean, economist and author, Washington, D. C. 
A. R. Gardner, president, Federal Home Loan Bank of Chicago, Chicago, Ill. 
Richard J. Gray, president, building and construction trades department, AFL. 

Washington, D. C. 

R. G. Hughes, first vice president, National Association of Home Builders, 

Pampa, Tex. (homebuilder) 

Rodney M. Lockwood, past president, National Association of Home Builders, 

Detroit, Mich. (homebuilder) 

William A. Marcus, senior vice president, American Trust Co., San Francisco, 

Calif. (commercial banker) 

Norman P. Mason, treasurer, William P. Proctor Co., North Chelmsford, Mass. 

(building materials) 

Robert M. Morgan, vice president and treasurer, the Boston Five Cents Savings 

Bank, Boston, Mass. 

Thomas W. Moses, attorney, Pittsburgh, Pa. 
Aksel Nielsen, president, Title Guaranty Co., Denver, Colo. (mortgage banker) 
Robert B. Patrick, financial vice president, Bankers Life Insurance Co., Des 

Moines, lowa 
James W. Rouse, the Moss-Rouse Co., Baltimore, Md. (mortgage banker ) 
Bruce C. Savage, Bruce Savage Co., Indianapolis, Ind. (realtor) 
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John J. Scully, vice president, the Chase National Bank of the City of New York 
(commercial banker) 

Alexander Summer, Alexander Summer Co., Teaneck, N. J. (realtor) 

James G. Thimmes, chairman, CIO housing committee, Pittsburgh, Pa. 

Ralph T. Walker, past president, American Institute of Architects, New York, 


N. Y. 
Paul R. Williams, Los Angeles, Calif. (architect ) 
Ben H. Wooten, president, First National Bank, Dallas, Tex. (commercial banker) 
W. Herbert Welch was appointed Executive Director of the Advisory Com- 
mittee in charge of the staff conducting its studies. 


EXECUTIVE COMMITTEE 


In addition to Albert M. Cole, chairman, membership of the executive com- 
mittee consisted of the chairman of each of the five subcommittees to facilitate 
coordination of the activities of the subcommittees. 

Mr. George L. Bliss, Chairman, Housing Credit Facilities 
Mr. Rodney M. Lockwood, Chairman, FHA and VA Housing Programs and 

Operations 
Mr. James W. Rouse, Chairman, Urban Redevelopment, Rehabilitation and 

Conservation 
Mr. Ernest J. Bohn, Chairman, Housing for Low-Income Families 
Mr. Aksel Neilsen, Chairman, Organization of Federal Housing Activities in 

the Federal Government 

Mr. Yares. Can you also describe their backgrounds ? 

Mr. Cote. This list has their occupation and residence. 

Mr. Yates. Is that the list that appears on pages 376 and 377 of the 
President’s Advisory Committee report ? 

Mr. Cote. Yes. 

Mr. Yares. Would you say that a majority of those listed on those 
pages favored public housing prior to the time that they drafted this 
report ¢ 

Mr. Corr. That is a difficult question for me to answer. 

Mr. Yates. Do you know whether they did or did not? 

Mr. Corr. I would say that the majority of them certainly were not 
pro-public-housing people. 

Mr. Yares. Was there a unanimous acceptance of the subcommit- 
tee’s report ¢ 

Mr. Cote. I think there was one vote against it. 

Mr. Yares. Out of all those listed on pages 376 and 377 there was 
only one vote against the recommendation of the subcommittee ? 

Mr. Core. Yes. 

Mr. Yates. That is 22 people, is it not? 

Mr. Corr. Yes. 


RECOMMENDATION FOR 35,000 PUBLIC-HOUSING UNITS 


Mr, Yares. Mr. Cole, do you have the President’s authority to pre- 
sent a recommendation for the construction of 35,000 public-housing 
units 

The reason I raise this question is that when I suggested on the floor 
last year that you had the President’s approval in appearing before 
our subcommittee and requesting the construction.of a certain number 
of public housing units, that statement was questioned on the floor. 
Therefore, I now ask you whether in appearing before this subcom- 
mittee and requesting the approval by the subcommittee and of the 


Congress for the construction of 35,000 public housing units this year, 
do you have the 7 gaye of the President of the United States in 
making this request ! 
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Mr. Coxe. Yes. 

Mr. Yates. How has that approval been expressed ‘ 

Mr. Corz. The President’s recommendation is in his message to 
Congress, and what other recommendations are presented through 
Jegislation will have proper clearance. In addition, I have discussed 
the matter personally with the President. 

Mr. Yates. He approved of your appearing before this committee 
tomake a recommendation ¢ 

Mr. Corr. My statement that he has approved is correct. 

Mr. Yates. Mr. Cole, in your opinion has the housing supply out- 
stripped the housing demand in our Nation today ¢ 

Mr. Corr. No, I do not think it has. 

Mr. Yates. This is in accordance with your previous statement that 
you still think there is a market for housing ¢ 

Mr. Cote. Yes. 

Mr. Yares. Is this particularly true in low-income housing ? 

Mr. Cote. Yes. 

Mr. Yates. When you say low-income housing, how would you de- 
fine low-income housing, families of what income ? 

Mr. Corr. $3,000 and less—or in some areas, $4,000 and less. 

Mr. Yares. Did your subcommittee on housing for low-income fam- 
ilies suggest any alternatives to a public housing program ? 

Mr. Coir. No, not the subcommittee. 

Mr. Yares. Did the full committee suggest it ? 

Mr. Corr. As alternatives, no. 

Mr. Yarers. In other words, they came to the conclusion that there 
were no alternatives to the public housing program at this time for 
families of low income. 

Mr. Cox. I do not believe I could probe the attitude of the members 
of the committee. 

Mr. Yares. I am talking about the formal conclusion in this report. 

Mr. Corr. I can only say that formally there is no suggestion that 
these program are alternatives or substitutes for public housing. 

Mr. Yates. You used the word “minimum” in connection with the 
recommendation for 35,000 public housing units. Do you mean that 
this would be the minimum amount of units that an adequate pro- 
gram should have at this time ? 

Mr. Cote. The word “minimum” does describe the minimum needs, 
yes. Yes, I would say you are correct. I do not, in other words, 
think it should be reduced lower than that. 

Mr. Yares. Mr. Thomas probed the possibility of rent certificates 
with you and suggested this might be a feasible substitute for public 
housing. In the President’s Advisory Committee report it is sug- 
gested that the possibility of using rent certificates has been aban- 
doned as being in the nature of a dole for those for whom it would be 
used. Do you agree with that? 

Mr. Coir. The subcommittee made that statement. Congress has 
rejected rent certificates as a program. 

Mr. Yates. The use of rent certificates will not provide new housing, 
will it? 

Mr. Corxr. It might be debatable, Mr. Yates. 

Mr. Yates. So you mean under one form of use of rent certificates 
it would be possible to use them for payments of rentals of new 
housing ? 
41872—54—pt. 3——7 
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Mr. Corr. I suppose. 

Mr. Yares. As a matter of fact, are not rent certificates being used 
today in connection with relief cases? 

Mr. Coir. Yes, in effect they are used in relief cases. 

Mr. Yares. Mr. Cole, your recommendation for the construction of 
public housing units is advanced knowing what the costs will be, bot) 
in terms of construction and in terms of Federal contributions / 

Mr. Cour. Yes. 

Mr. Yarrs. You also know what the costs will be in terms of con- 
struction and in Federal contribution contracts, the subsidy payments, 
and so forth ? 

Mr. Cour. Yes. 


VACANCIES IN PUBLIC HOUSING PROJECTS 


Mr. Yates. I have one more basic question. That is with respect to 
the inquiry of Congressman Jonas to you of the advertising for 
tenants in the Waterbury project. You replied that you knew that 
it was being duplicated ae that it was being duplicated in more than 
one instance. How many instances were there / 

Mr. Coir. Not many. Denver, Colo. did it, a very beautiful 
brochure. 

Mr. Yares. As a matter of fact, you cannot say that all the facilities 
are being advertised for? 

Mr. Coir. Oh, no, I have not implied that either. 

Mr. Yares. You left it that there was more than one. How many 
more than one instance were there ? 

Mr. Core. I know of 3 or 4. 

Mr. Yares. Would the advertisements that you are now citing 
cover all the facilities offered in particular projects such as 2-bed- 
room facilities, or 1-bedroom facilities? 

Mr. Corr. To be absolutely fair, Mr. Yates, these are isolated cases. 
This one advertisement at Denver, Colo., was an advertisement to 
offer all the facilities to all the people to just come in and make appli- 
cation and get fine apartments, and it told them what the apartments 
would contain. It was nicely illustrated and beautifully pt But 
that is an isolated case. 

Mr. Yares. This is not a significant criticism of the program in your 
mind, is it, the fact that there have been these advertisements 
occasionally 

Mr. Coir. It is certainly a criticism of those projects in my judg- 
ment. I do not approve of it. 

Mr. Yates. I know, for example, in Chicago we have waiting lists 
for certain types of projects for certain neighborhoods that are very 
long. Yet with respect to other types of facilities even in the same 
projects, large families perhaps, or, at the other extreme, just a couple, 
you do not have as long a waiting line. 

Mr. Cote. Mr. Yates, there is a distinction between notifying the 
people that they have an opportunity to obtain housing, and the effort 
to carry on an expanded public relations program, to get the people 
to occupy housing at lower cost without any expense to them, and that 


sort of thing. 
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Mr. Yares. I agree with that. Mr. Cole, you have been in office 
a little more than a year now; is that right ‘ 
Mr. Corz. A little less than a year. 


POLITICAL AFFILIATION AS A FACTOR IN SELECTION OF TENANTS 


Mr. Yares. Have you, in connection with your experiences as Ad- 
ministrator, found any instances of political preferences being used 
in connection with the selection of tenants for the public-housing 
program ¢ 

Mr. Cote. Yes, I would say so. 

Mr. Yates. Where and in how many instances ? 

Mr. Cote. That would take a matter of the record for me to develop. 

Mr. Yares. This is one of the criticisms that is usually advanced 
against the public-housing program. 

Mr. Core. I would say the same thing about it that I would say 
about the other criticisms you are mentioning—that they are isolated 
cases, but there are some in my judgment. 

Mr. Yates. You do not mean in your judgment. You mean within 
your knowledge, do you not? 

Mr. Corr. Political preference is a matter of judgment, Mr. Yates, 
and that is my judgment. 

Mr. Yates. How extensive have you found the use of political 
influence to obtain facilities in public-housing projects ? 

Mr. Corz. There have been more criticisms of it than I felt were 
justified. I have had letters advising me of such practices. We have 
made specific investigations through our compliance staff in some 
cases. Again, in my opinion, these—or at least one, maybe more than 
one—have proven that such has been the case. I have a feeling that we 
do not have enough information to make a broad statement, whether 
or not it is widespread enough to notice. You ask me: Has there been 
influence in some cases. My answer is yes, that there has been. It is 
not widespread enough to call it a general practice or a practice. 

Mr. Yares. Would you say that there were a significant number of 
cases / 

Mr. Coir. I do not know. I am going to be cautious about that 
because I do not know. 

Mr. Yares. On page 337 of the President’s Advisory Committee 
there is an exhibit which shows that the subcommittee mailed letters 
inquiring as to the recommendations on the housing program for low- 
income families to 76 organizations and 21 Federal housing officials 
and former housing officials. 

I notice, too, that on page 339 it is indicated that the responses are a 
part of the subcommittee’s files. Would it be possible to examine those 
responses ¢ 

Mr. Core. Surely. 

Mr. Yates. Where are they, at your office ? 

Mr. Corr. Yes. 

Mr. Corron. Mr. Cole, our colleague, Congressman Howard Baker 
from the Second District of Tennessee, has spoken most earnestly 
with the subcommittee about a situation in Kingston, Tenn., in which 
application was made for a loan to finance a sewage-disposal plant ina 
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Federal impacted area near Oak Ridge. 


I want the record to show 


that Mr. Baker is concerned with this matter and has asked this sub- 
committee for an opportunity to bring some witnesses before the sub- 
committee on that point. I am asking you if you would be willing 
to file with the chairman of the subcommittee a memorandum regard- 
ing that matter so we may have it when we hear Mr. Baker and his 


witnesses ? 
Mr. Cote. Yes. 
Mr. Corron. Thank you, gentlemen. 


Wepnespay, Fesrvary 3, 1954. 
HOME LOAN BANK BOARD 
FEDERAL SAVINGS AND LOAN INSURANCE 


CORPORATION 


WITNESSES 


WALTER W. McALLISTER, CHAIRMAN OF THE 
WILLIAM K. DIVERS, MEMBER OF THE BOARD 


BOARD 


WILLIAM H. HUSBAND, GENERAL MANAGER, FS&LIC 
VERNE C. BONESTEEL, CHIEF EXAMINER, HLBB 


T. CORCORAN, BUDGET OFFICER, HLBB 
N. J. EISEMAN, BUDGET ANALYST, OA 


SALARIES AND Expenses 


Amounts available for administrative expenses 


1953 actual | 1954 estimate | 1955 estimate 
$725, 000 $775, 000 $787, 000 
Reimbursements from other accounts. -_..............----.---- 60, 678 , 000 41, 000 
Total available for administrative expenses. ._..____.__- 785, 678 814, 000 828, 000 
Administrative expenses incurred 773, 028 814, 000 828, 000 
Administrative expenses by activities 
Description 1953 actual | 1954 estimate | 1955 estimate 
Direct Administrative Expenses 

1, Executive direction and staff services. .................-- $261, 101 $285, 710 $287, 334 
2. Examination and supervision of Federal home loan banks-- 121, 168 124, 516 114, 937 

3. Supervision of Federal- and State-chartered insured institu- 

4, Chartering of Federal savings and loan associations and 
5. Fiscal and housekeeping services.-_....................---.- 155, 932 174, 627 172,710 
Total direct administrative expenses.............-...-..- 712, 350 775, 000 787, 000 
Administrative Expenses Payable Out of Reimbursements ¥ 

‘om Other Accounts 

1, Executive direction and staff services... 7, 769 - 

3. Supervision of Federal- and State-chartered insured institu- 
5. Fiscal and housekeeping services. ................---------- 48, 465 36, 356 41, 000 

Total administrative expenses payable out of reimburse- 
ments from other accounts. ................----.-.-.- 60, 678 39, 000 41, 000 
Administrative expenses incurred ..............-....... 773, 028 814, 000 | 828, 000 
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Administrative expenses by objects 


Object classification | 1953 actual | 1954 estimate | 1955 estimate 


Summary of Personal Services 


Total number of permanent positions. ._.............-......-. 127 129 130 
Average number of all employes... 120 124 127 


Average salaries and grades: 
General schedule grades: 


Average salary... $5, 577 | $5, 685 $5, 691 
as GS8-7.8 GS8-8.0 | GS8-8.0 
Personal service administrative expenses: | 
$700, 849 $727, 819 | $740, 756 
Regular pay in excess of 52-week base_...___.______- | 2, 566 2, 825 | 2, 917 
Total personal service administrative expenses._....__- | 703, 799 | 730, 644 | "743, 673 
Direct Administrative Expenses 
} | 
01 Personal services.................... he 656,128 | 701, 374 714, 932 
22, 441 25,000 | 35, 000 
03 ‘Transports ation of things } 700 127 
04 Communication services... 12, 100 | 13, 965 12, 959 
06 Printing and reprox 2, 365 3. 500 2, 500 
07 Other contractual services. 1, 235 1, 360 | 1,336 
Services performed by other + "eR Ree 2, 973 | 5, 195 | 3, 277 
08 Supplies and materials... 11, 885 15, 550 | 14, 469 
13 Refunds, awards, and 25 100 | 100 
415 | 500 | 600 
Total direct administrative 712,350 775, 000 | 787, 000 
| | 
Administrative Expenses Payable Out of Reimbursements | 
From Other Accounts | | | 
01 Personal services... 7, 671 2, 270 | 28, 741 
04 Communication services_____ | 44 35 | 41 
07 Other contractual services 179 140 164 
Services performed by other agencies | 447 105 | 123 
08 Supplies and materials RY RR ee 12, 337 9, 450 | 11, 981 
Total administrative expenses wapaedl out of reim- | | 
bursements from other accounts 7 60, 678 { 39, 000 | 
Administrative expenses 773, 028 | 814, 000° | 828, 000 


FEepERAL SAviInGs AND LoAaN CoRPORATION 


Amounts available for administrative expenses 


1953 actual | 1954 estimate | 19 1955 estimate 
} 


Limitation or estimate $425, 000 | $455, 000 $455, 000 
Administrative expenses incurred... 424, 179 | 455, 000 | 455, 000 


Administrative expenses by activitics 


| 
Description | 1953 actual | 1954 estimate } 1955 estimate 
$77, 238 | $94, 881 $97, 040 
2. Prevention of default and payment of insurance 48, 709 | 46, 044 47, 484 
3. Analysis of operations ers 135, 225 | 144, 364 142, 500 
4. Executive direction and fiscal and other administrative | 


Administrative expenses incurred 424,179 | 455, ¢ 000 455, 000 
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Accrued administrative expenses by obiects 


| 
Object classification | 1953 actual | 1954 estimate 1955 estimate 
| 
Total number of permanent positions - 71 73 73 
Average number of all employees--.-...........--.-.-------- | 67 70 69 
Average salaries and grades: | 
General schedule grades: 
$5, 541 $5, 573 $5, 624 
01 Personal service administrative expenses: 
Pormanent positions. ........:............. $374, 312 | $389, 7: $390, 614 
Regular pay in excess of 52-week base -..-..-......--.-- 1, 456 1, 509 1, 509 
Payment above basic rates...............----..-.-- aie 2, 373 2, 295 377 
Total persona! service administrative expenses. ..-.-.-- 378, 871 393, 550 392, 500 
03 Transportation of 100 100 
04 Communication services ts 5, 072 6, 000 6, 000 
2, 300 2, 300 
05 Rents and utility services__...................-.-.- 27,179 30, 900 30, 900 
06 Printing and reproduction __-- 1, 443 1,800 2, 000 
07 Other contractual services: 
General Accounting Office _- 4, 743 5, 500 5, 500 
Miscellaneous. 2, 670 6, 600 6, 400 
1, 299 2, 800 2, 800 
Administrative expenses incurred _- 424, 179 455, 000 455, 000 


Mr. Corron. We take up for consideration this afternoon the budget 
of the Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation. 

The committee is glad to welcome here today Mr. Walter W. Me- 
Allister, Chairman of the Board, who is accompanied by Mr. William 
K. Divers, member of the Board; Mr. William H. Husband, General 
Manager, Federal Savings and Loan Insurance Corporation; Mr. 
Verne C. Bonesteel, Chief Examiner; and Mr. 'T. Corcoran, Budget 
Officer. We are glad to have you with us, gentlemen. 

Mr. McAllister, do you have any preliminary statement you wish 
to make before we proceed with the questions ? 


GrNERAL STATEMENT 


Mr. McAuutster. Mr. Chairman and members of the committee, 
my name is Walter W. McAllister; I am the new Chairman of the 
Home Loan Bank Board. I appreciate this opportunity to discuss 
with you our 1955 budget estimates and the savings and loan business 
which our Board supervises. 

Your committee has been furnished with the detailed justifications 
of the estimates. They are presented in three parts, consisting of: 


Unit Personnel Estimate 
Administrative expenses: 
Home Loan Bank Board. 126.6 $787, 000 
Federal Savings and Loan Insurance Corporation... .........-..-------- 69. 4 455, 000 
ews P 196.0 1, 242, 000 


Nonadministrative expenses: Examining Division, Home Loan Bank Board_ 340.8 2, 395, 000 


| 
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Grand total.......... 536. 8 3, 637, 000 | 


2137 


The figures reflect an increase in personnel of 2.9 man-years in the 
Board; a decrease of 0.9 man-yeurs in the Insurance Corporation, and 
an inerease of 41.7 man-years in the Examining Division of the Board, 
when compared with the current fiscal year. In dollar terms, there is 
an increase of $12,000 in the Board; no change in the Insurance Corpo- 
ration, and an increase of $310,000 in the Examining Division, when 
compared with the current fiscal year. As the reasons for the in- 
creases are fully explained in the detailed justifications, my statement 
is confined to summarizing briefly the basis upon which the estimates 
were prepared, the activity in the savings and loan business during the 
past year, the indicated trends, and the effect of such activity, in terms 
of increased workloads, on the activities of the Home Loan Bank 
Board. 

In preparing the budget, the Board confined itself only to the essen- 
tial activities necessary for the most economical and efficient operation 
of all programs. 

In line with the most prosperous year in the Nation’s history, the 
savings and loan business enjoyed the most properous year in its his- 
tory. The rapid strides made by the savings and loan business in the 
past few years have made it now the largest individual home-mortgage 
lender in the Nation. In 1953, it increased its share of the Nation’s 
home financing from 36 percent to 40 percent. This growth has made 
it one of the primary forces—if not the primary force—in the field of 
housing. Contributing to making 1953 the greatest year in the savings 
and loan business has been the greater public understanding of the 
strength and character of savings and loan institutions. 


HOME LOAN BANK BOARD 


In terms of growth, savings and loan membership in the Federal 
Home Loan Bank System reached 4,096 institutions last June 30, an 
increase of 87 members from the previous year. Total assets of the 
membership last June increased by $3.9 billion, or 19 percent, reach- 
ing $23.9 billion. 

Total mortgage loans made by the membership during fiseal 1953, 
primarily for home financing, aggregated $7 billion, an increase of 
$1.5 billion or 28 percent over fiscal 1952. Net savings were $3.3 
billion, an increase of 25 percent over fiscal 1952, notwithstanding the 
fact that the 1952 figure reflected nearly 100 percent increase over the 
preceding year. There was also an increase in the number of new 
savings accounts opened, earnings paid on savings and capital and 
reserves. All these increases are all the more remarkable when it is 
realized that the 1952 figures were peak figures. 

There were 46 applications for Federal charters received in fiscal 
1953, which was substantially the same high level attained in 1952. 
Total assets of Federal associations last June aggregated $12.9 billion, 
an increase of $2.2 billion or 20.1 percent over 1952. Reserves and 
undivided profits reached $857 million, an increase of $128 million or 
17.6 percent in the same period. Applications for branches totaled 
60, an increase of 11 over the peak figure set in 1952. 

The 11 regional banks during fiscal 1953 made loans to their mem- 
ber institutions of $646.9 million, an increase of $237.3 million or 58 
eee over 1952. Repayments totaled $581.4 million, a peak figure. 

owever, loans outstanding at June 30 last reached $718.3 million, 
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an increase of $65.6 million over 1952. I might say here that, due to 
the current high level of activity in the home-mortgage field, loans 
outstanding at December 31 last reached $951.5 million, an increase of 
$150 million over the peak figure of December 1952. 

The borrowing activities of the 11 banks in fiscal 1953 reflected less 
need of borrowed funds by their membership than in either of the 
previous 2 years. This would indicate increased savings of investors 
in savings and loan associations. During fiscal 1953, the Board made 
5 offerings of consolidated Federal Home Loan Bank obligations, 
aggregating $517.5 million for terms of 1 year or less. It reflected a 
decrease of $36.5 million from fiscal 1952. 


EXAMINING DIVISION 


The Examining Division, as you know, conducts supervisory exam- 
inations of all institutions insured by the Federal Savings and Loan 
Insurance Corporation; it also conducts eligibility and other exami- 
nations as required. The institutions examined pay the costs of all 
such examinations. 

Apart from the normal increase in the workload scheduled for 
1955, the estimate of the Division provides for the examination of all 
insured institutions on a 12-month period between examinations. 

Mr. Corton. What would you require in the way of funds to en- 
able you to get these examinations on a 12-month basis? 

Mr. McAuutstrer. About $120,000 over what we have asked for, 
as an increase in this budget. 

Mr. Bonesteet. That would give us about 25 additional examiners, 
distributed throughout the districts. 

Mr. McAuuster. The workload provides for examining 3,150 insti- 
tutions in fiseal 1955. At present, all Supervisory Group I institutions 
are scheduled for examination every 15 months. Supervisory Group 
I institutions are so classified because they generally cause no partic- 
ular supervisory concern. They represent between 70 percent and 
75 percent of all federally chartered institutions. The policy under 
which they are scheduled for examination every 15 months was put 
into effect early in 1951 in order to reduce the cost of supervisory 
examinations to such institutions. 

Experience under this policy indicates that the majority of such 
institutions prefer—principally for management purposes—to have 
examinations made on a 12-month period between examinations. The 
Board in acceding to this demand is also motivated by the need to 
insure that examinations are made more frequently in order to guard 
against any laxness in the institutions’ lending and other policies, 
possible through pressures created by the rapidity with which loans 
are being made and assets are growing. Another factor which guided 
the Board in its decision is that all the costs of making such examina- 
tions are paid for by the institutions examined. 


HOLC LIQUIDATION UNIT 


Congress enacted legislation last June which provides, in part, that 
the Home Owners’ Loan Corporation shall cease to exist and shall for 
all purposes be considered dissolved and abolished—with specific 
exceptions—180 days after the date the Home Loan Bank Board 

5 Register a note to that effect. 


publishes in the Fe 
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Under this law, the Corporation will cease to exist after February 3, 
1954. Funds are, therefore, not requested for this unit for fiscal 1955. 

I might say to you gentlemen that, of the $75,000 which your 
committee recommended be made available to us in fiscal 1952 and 
each year since, we are returning to the United States Treasury the 
unexpended balance of approximately $25,000. This brings the total 
surplus returned to the United States Treasury from the HOLC 
operation to over $14 million. 


FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


The Insurance Corporation, as you gentlemen know, insures savings 
accounts up to $10,000 per investor in all Federal savings and loan 
associations and in approved State-chartered savings or building and 
loan associations, cooperative banks, and homestead associations. 

Membership in the Corporation increased by 133 in fiseal 1953, 
bringing total membership last June 30 to 3,230 insured institutions. 
This increase maintained the high level set in recent years. Total 
assets of these institutions last June 30 aggregated $21.7 billion, an 
increase of 22 percent over 1952; they represented 88 percent of the 
assets of all savings and loan associations, although insured member- 
ship represented only 54 percent of such total. 

Total number of insured savers or investors increased by 1,529,000 
to 11,656,000, an increase of 15.1 percent since June 1952. Their ag- 
gregate savings increased by 22.4 percent, reaching $18.6 billion on 
June 30 last. The average investor’s account increased by $95 to 
$1,596 in the same period. 

Mortgage loans made by insured institutions in fiscal 1953 aggre- 
gated $6.5 billion, an increase of approximately 30 percent over 1952. 

Reserves and undivided profits established by all insured institu- 
tions reached a total of $1.5 billion on June 30 last, an increase of $215 
million or 17 percent over fiscal 1952. ‘The Corporation’s reserve in- 
creased by nearly $16 million to $128.8 million at June 30 last, an in- 
crease of 14 percent. 

The potential liability of the Corporation last June was $19 billion, 
an increase of 21 percent over 1952. By the development of programs 
to prevent possible serious difficulties in institutions which require the 
special attention of the Corporation, we were able to avoid insurance 
losses or payment of cash grants. 


CURRENT TRENDS 


Activity in the savings and loan business in the first half of the 
current fiscal year up through December 1953 indicates an increase 
in the level reached in fiscal 1953. There is nothing to indicate any 
significant dropping off or lessening of activities in the foreseeable 
future. The business in general is in a sound and healthy condition 
and considers the business outlook very favorable. 

The continued high level of activity in the savings and loan business 
in recent years has naturally had a continuing impact on the work- 
loads of the Board, Examining Division and the Insurance Corpora- 
tion. Obviously, economy must always be an objective, but true 
economy must take into consideration the actual workload. During 
recent years our staffs have not kept pace with the increasing volume 
of work. Even so, our budget estimates provide for only a slight 
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increase. The budget estimate for 1955 for the Board provides for 
an increase of 1.8 man-years in its Supervisory Division and 1.4 man- 
years in the Division of Federal Savings and Loan Operations. 
Reductions in other offices of the Board act to reflect a net increase 
in personnel of 2.9 man-years. The workload of the Examining 
Division in 1955 requires an increase of 41.7 employees in its staff of 
field examiners and this number is requested. The Insurance Corpo- 
ration’s estimate reflects a decrease in personnel of 0.9 man-years. 

I would like to give you some additional information with regard 
to the overall picture. 


REORGANIZATION OF HOME LOAN BANK BOARD 


Mr. Corron. Before you do that, I would like to ask 1 or 2 questions. 

The question is being asked because some of the members of the 
committee, including Mr. Jonas and myself, have been receiving a 
good deal of correspondence from the savings and loan associations 
which seem to be apprehensive that under the plans of reorganization 
the Home Loan Bank Board is actually placed under the control of the 
Administrator. 

Can you throw any light on that situation ? 

Mr. McAuuister. It is proposed that the Administrator be given 
full veto power over the acts of the Board, both its administrative, 
legislative, and judicial acts. That could produce a very confused 
situation so far as our operations are concerned and, consequently, 
meets with the opposition, I would say 100 percent opposition, of the 
savings and loan business. 

Mr. Oonsen. I believe that idea has been suggested by some com- 
mittee? 

Mr. McAtuister. Yes, sir, by the President’s Advisory Committee 
on Housing. 

Mr. Corron. But no erorganization plan contemplating such action 
has yet been presented to the Congress ? 

Mr. McAtutster. None has yet been presented to the Congress. 

Mr. Corron. If there should be one presented to the Congress, it is 
your judgment—— 

Mr. McAtuisrer. It is my considered opinion that such delegation 
of authority, as it relates to the Home Loan Bank Board’s field of 
operation, would not be to the best interests of the business. 

Last year the savings and loan associations did a tremendous volume 
of business. They took in $9.4 billion in savings and paid out to the 
people who had met their savings needs, for whatever purpose they 
wanted their savings, $5.8 billion, which meant a net savings gain 
of $3.6 billion. 

The assets of all savings and loan associations today are in excess 
of $27 billion. On the loan side, last year there were approximately 
$20 billion of residential loans made. That is a gain of almost $2 billion 
over the year previous. Of that $20 billion, almost $8 billion was made 
by savings and loan associations. In other words, the savings and 
loan associations made 2 out of every 5 residential loans last year. 
And of the new construction loans made last year, the savings and 
loan associations made 1 out of every 4 new construction loans. 

Now I would like to explain these charts. This first chart shows 
assets of member institutions. We are currently right here in 1954 
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[indicating] and by the end of 1955 it is our estimate that total assets 
will be some $32 billion. The lower chart shows the administrative 
expenses of the Board. It shows that in spite of the large increase 
in assets each year, there has been virtually no increase in expenses 
each year since 1947. 

TIGHT MORTGAGE MARKET 


Mr. Tuomas. Why is mortgage money getting so tight ? 

Mr. McAtuister. You have asked what was 6 months ago the $64 
question. The truth of the matter is there was created in the latter 
part of 1952 and the early part of 1953 a volume of mortgages for 
which no definite commitments were made with regard to financing. 
They simply thought they would be able to dispose of them, and they 
had not been disposed of before the structures were built. 

Mr. Yates. Who is “they”? 

Mr. McAuutsrer. The builders and others who create the mort- 
gages. As a consequence, there was a backlog of mortgages, the de- 
mand for money and credit exceeds the available supply. As a conse- 
quence, mortgages started selling at a discount and in various sections 
of the country they sold at heavier discounts depending on the pres- 
sure in that particular locality. 

I would say that today there are very few sections of the country 
where the balance has not been restored. I do not know of any sec- 
tions of the country—— 

Mr. Tuomas. Is mortgage money still tight in the average section 
of the country ¢ 

Mr. McAtuisrer. No, sir; it is not. There were $2 billion more 
loans made last year than the year before. 

Mr. Tomas. What do you anticipate this calendar year? 

Mr. McAuisrer. Frankly, I am personally of the opinion that be- 
fore the year is up the competition in our institutions will be for mort- 
gages rather than savings. 

Mr. Tuomas. How many housing starts do you think we will have 
in the calendar year 1954 throughout the country ? 

Mr. McAtuisrer. My guess would be less than we had in 1953. 

Mr. Troomas. What did you have in 1953, 1 million ¢ 

Mr. McA.uisrer. One million one hundred thousand is as close as 
we can tell for 1953. 

Mr. THomas. What is your guess for 1954? 

Mr. McAtutster. Somewhere around 900,000 to a maximum of 950,- 
000 would be my guess. 

Mr. Tuomas. The competition is going to be for mortgages and not 
for cash ? 

Mr. McAtuister. Yes, sir. 

Mr. Yares. How can you have a tight mortgage market and still 
have loaned $2 billion more ? 

Mr. McAtuister. Because it does not take much of a difference be- 
tween supply and demand to create an unbalance. 

Mr. Yates. But you stated the tightness started at the beginning 
of 1953. 

Mr. McAuuister. It originated in 1952 and carried through into 
1953, beeause houses were built and mortgages created for which no 
definite commitments had been made. 
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Mr. Yates. Still you say you loaned $2 billion more. When did the 
most of that take place—in the latter part of 1952? 

Mr. McAuuister. At an increased rate all year, and that one little 
hump indicates those that were not disposed of in the early spring 
were gradually absorbed throughout the year and disappeared. 

Mr. Yates. Would you say that hump had disappeared by July? 

Mr. McAuusster. No, sir. 

Mr. Yares. In other words the market was still tight last July. 


REDUCTION IN MORTGAGE DISCOUNTS 


Mr. McAturster. Yes, sir. But by August it began to be apparent. 
that conditions were balancing and currently are—in most areas— 
fairly in balance. As an indication, FNMA has reduced the price on 
its 4 percent mortgages from a 4 percent to 2 percent discount. 

Mr. Yarrs. Yes; but that was day before yesterday. 

Mr. McAtuister. Correct. 

Mr. Yates. Why should not it have been done some time ago? 

Mr. McAtutster. Those are 4 percent mortgages, and mortgages 
currently are being made at 4.5 percent and, on the basis of 25 years 
maturity the discount is well earned. 


ASSETS OF INSURED INSTITUTIONS 


The next two charts show the assets of insured institutions and the 
administrative expense of the Insurance Corporation. In other 
words, the Insurance Corporation is operating at a very, very low 
expense, $455,000, although the assets they are supervising are increas- 
ing at a rapid pace every year. 

Chart No. 3 shows the number and assets of member institutions. 
The blue shows the assets and the pink are the number. You will see 
there has been a comparatively small increase in the number of insti- 
tutions in the last. 10 years, but the assets have increased three times in 
that period. 

Chart No. 4 shows the assets of insured and uninsured savings and 
loan associations. The pink are the uninsured and the green are the 
insured. In 1935, around the time this system started, the insured 
associations amounted to nothing; by 1940, they were beginning to 

ick up and showed as $3 billion. Currently the assets of insured 
institutions are approximately $24 billion and the uninsured are about 
$3 billion. 
CHARTERED SAVINGS AND LOAN ASSOCIATIONS 


The next chart No. 5 shows the trend in assets of insured State- 
chartered and federally chartered pevings and loan associations. It 
shows that the present growth of Federals, which are in pink, and the 


insured State chartered, which are in green, are progressing at a 

arallel rate. There was a faster growth on the part of Federals at 
first, but it seems to be disappearing by now and both are growing at 
about the same rate. 
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Mr. Tuomas. How do you account for that ? 

Mr. McAuuisrer. Because the most of the State-chartered associ- 
ations now are insured and there is not the same benefit to use a 
Federal charter that there was 3 or 4 or 5 years ago. 

Mr. Tromas. Is there any substantial difference in the charter? 

Mr. MéAuuisrer. No, sir, there is not. I happen to be a former 
manager of a State-chartered association, and did not want to be 
Federal. We are subject to exactly the same provisions as the Fed- 
erals are, except our supervision is jointly by the banking department 
of the State and the Federal authorities. 


RATIO OF EMPLOYEES TO ASSETS OF INSTITUTIONS 


Chart No. 6 shows the number of employees of the Home Loan Bank 
Board per billion dollars of assets of member institutions. You will 
see the number of Board employees per billion dollars of assets has 

one down from 18 to currently 4. In other words, the Board has 
cor employees for each billion dollars of assets of member institutions. 

Chart No. 7 shows the number cf Examining Division employees 
per billion dollars of assets of insured savings and loan associations. 
It shows the Division had 32 employees per billion dollars of assets 
examined in 1946; the number Sen been reduced now to about 12 
employees per billion dollars of assets. 

Chart No. 8 shows the number of Insurance Corporation employees 
per billion dollars of potential liability. In 1946, the Corporation had 
14 employees—the number has been reduced to a little below 3 cur- 
rently—per billion dollars of potential liability. 1 might say to you 
that since its organization the Insurance Corporation’s income has 
been 13 times as large as its operating expenses and losses. As an 
individual new in this job, and who has come from business, I want 
to say that the Home Loan Bank Board and its constituent agencies, 
in my opinion, have done a magnificent job. 

Mr. Corron. Thank you for your very interesting and illuminating 
statement and for showing us the charts which were particularly 
interesting. 

You are seeking for administrative expenses authority to use 
corporate funds for the next fiscal year in the amount of $787,000 as 
against $775,000 used for that purpose in the current fiscal year. You 
are also seeking for nonadministrative expenses $2,395,000 as against 
$2,085,000 in the present fiscal year. In reply to one of the com- 
mittee’s questions, you stated by adding $120,000 to that amount, 
it would give you employment of some 25 additional examiners. 
This, you tell us, would enable you to get the examinations of your 
member institutions on a 12-month basis and decrease the backlog. 

Mr. McAuuister. Yes, sir. 
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ADMINISTRATIVE AND NONADMINISTRATIVE EXPENSES 


Mr. Corron. We will insert page 5 of the justifications at this point 
in the record. 
(The matter referred to follows:) 


SuMMARY 


The budget programs for the Home Loan Bank Board and the Federal Savings 
and Loan Insurance Corporation are presented as business-type budgets. The 
budget estimates are summarized as follows: 


Actual, Estimate, | Estimate, 
1953 1954 1955 
Administrative expenses: 
712, 350 $775, 000 $787, 000 
Federal Savings and Loan Insurance Corporation.._.____- 424,179 455, 000 455, 000 
1, 136, 529 1, 230, 000 1, 242, 000 
Nonadministrative expenses: 
Examining Division, Home Loan Bank Board! ________- 1, 761, 556 2, 085, 000 2, 395, 000 
Home Owners Loan Corporation puaainee Unit, Home 
Loan Bank Board. ...--..-....-.- 18, 590 10, 000 0 
1,780,146 | 2,095, 000 2, 395, 000 
2,916,675 | 3,325,000} 3, 637, 000 


! The exnenses of this Division are paid from fees collected from the institutions examined andJareJnon- 
administrative. 


Mr. Corton. The first figures on page 5 are those I have just men- 
tioned in relation to administrative expenses which show that you 
estimate you will use by the end of this current year, fiscal 1954, 
$775,000 and you are asking for $787,000 for fiseal 1955. 

In your general statement you have already given the reason for 


that increase. 
Next we will insert pages 19 and 20 of the justifications. 


(The pages referred to follow :) 


Comparative summary of administrative expenses, fiscal years 1958, 1954, and 1955 
PERSONAL SERVICES 


Actual, 1953 Estimate, 1954 | Estimate, 1955 
Average Average Average 
number Amount amber Amount Amount 
Offices of the Chairman and board 

members 8.0 $72, 601 7.8 $67, 137 8.0 $70, 813 
Assistant to the Board__ 1.0 11, 845 0 
2.0 11, 652 2.0 12, 568 2.0 12, 568 
Office of Information 1.7 11, 488 1.7 | 11, 752 2.0 12, 945 
Division of Federal Savings and Loan 

5.5 32, 897 6.0 35, 370 7.4 42,117 
Office of the Secretary neat 33.3 137, 720 33.0 139, 688 32.8 139, 917 
Office of the Auditor is 9.0 63, 534 9.0 64, 943 9.0 65, 947 
Di vision of Personnel ; 3.5 21, 233 3.8 21, 622 4.0 » 
Division of Federal Home Loan Bank . 

Operations 9.2 65, 872 9.0 66, 235 7.9 54, 892 
Co-nptroller’s Division _..............-.--- 13.9 68, 501 14,2 71, 437 14.5 72, 974 
Supervisory Division. 20.2 132, 144 21.5) 135, 667 23.3 150, 161 
13.7 86, 157 14.7 | 92,380 15.7 98, 

Total, personal services. ...........-. 120.0 | 703,799 123.7 730, 644 | 126, 6 | 743, 673 


OTHER EXPENSES 


on Estimate Estimate 
Actual, 1953 1954 1985 

Travel. am-3 $22, 441 $25, 000 | $35, 000 
Transportation of things 0 | 700 | oF 
Communication services ‘ | 12, 144 | 14, 000 | 13, 000 
Penalty mail___- 0 1, 700 1, 700 
Printing ana reproduction _ 2, 365 | 3, 500 2, 500 
Other contractual services____ ; | 1,414 1, 500 1, 500 
Services performed by other agencies__- | 3,420 | 5, 300 3, 400 
Supplies and materinls_- : | 24, 222 25, 000 26, 400 
Equipment. 2, 783 6, 056 0 
Rk funds, awards, and indemnities : | 25 100 100 
‘Taxes and | 415 500 600 
} 69, 229 | 83, 356 84, 327 
Total, gross expenses } 773, 028 814, 000 828, 000 
Reinbursements from other accoumts.......-......-.-- | 60, 678 39, 000 Al, 000 
712, 350 775, 000 737, 


ANALYSIS OF INCREASES 


Mr. Corron. On page 19 will you indicate, Mr. McAllister, the 
points of increase which cause you to ask for an overall figure of 
$787,000 instead of $775,000 which you have in the current year ‘ 

Mr. McA.uister. Some items are up and some are down, but the dif- 
ference between the 126.6 man-years we are asking for and the 123.7 
man-years we were allowed in 1954 represents an increase of about 
$13,000. 

Mr. Corron. I would like to have the record show in which activity 
most of your increase is found. 

Mr. McAuuister. In the Federal savings and loan operations. We 
have an increase from 6 to 7.4. That represents : about $7,000 increase. 

Mr. Corron. In your supervisory division ? 

Mr. McAtuistrr. In the supervisory division, we have 1.8 man- 
years increase, and an increase of about $15,000. 

Mr. Corton. Those two items pretty well explain the increase / 

Mr. McAuuister. Yes, sir. Some of the others are decreased, so 
that there is a net increase of about $13,000. 

Mr. Corron, Very briefly, give us the reason for the increase in 
Federal savings and loan oper ations. 

Mr. Corcoran. The work load of the division of Federal savings and 
loan operations shows about a 50 percent increase since 1951. 

Mr. Corion. Is that examinations? 

Mr. Corcoran. No; that is applications submitted to the Board. 

Mr. Corron. Your volume of : applications and cases to be passed on 
have increased ? 

Mr. Corcoran. That is right. 

Mr. Corron. Give us the reason for the increase in the supervisory 
division. 

Mr. Corcoran. The same percentage increase is occurring in the 
supervisory division. The examining division workload goes up about 
50 percent between 1953 and 1955, consequently the workload of the 
supervisory division goes up the same amount, because they review 
all examinations. 


2145 


2146 


INCREASED TRAVEL 


Mr. Corron. Under “Other objects” your travel has increased by 
$10,000. Why? 

Mr. McAuuisrer. A very important activity of the Board is the 
contact with associations. If they understand the problems—and 
we try to make them understand—and understand the Board’s atti- 
tude, it is much easier to have supervision than if they do not under- 
stand it and I think it is a very important responsibility of the Board 
to attend many of these meetings. 

I might say I have traveled, since I have been here, something over 
40,000 miles and I used my entire year’s travel allowance in 6 months. 

Mr. Corron. Is this item of travel mostly for Board members? 

Mr. McAuutster. Yes, sir, and the staff units. 

Mr. Corcoran. Not the Board members entirely; it includes the 
Legal Department, and the supervisory division travel. 

Mr. Divers. The most of it is used by Board members, except we 
are required by statute to have two meetings a year of the Federal 
Savings Advisory Council. A good part is used for that purpose. 
In addition to that, this also covers examiners by way of bank exam- 
inations of the 11 Federal home-loan banks. 

Mr. Corron. What I am trying to obtain is the reason for the con- 
templated increase next year over this year. 

Mr. Divers. I would say the principal reason is we did not have 
enough this year, or last year, and frequently asked for more. 


PENALTY MAIL 


Mr. Corron. I notice both in this table and a later table for the In- 
surance Corporation, that you have adopted an expedient which some 
of the other agencies ought to follow. You separate your penalty 
mail for which you now pay from communications. 

Mr. Corcoran. That is right. 

Mr. Corron. So in communications you make it appear you are sav- 
ing vas but you then turn around and put $1,700 under penalty 
mail. 

REIMBURSEMENTS FROM OTHER ACCOUNTS 


We will turn now to page 38, and we will insert that page of the 
justifications in the record at this point. 
(The matter referred to follows:) 


Reimbursements from other accounts 


Estimate, Estimate, 
Actual, 1953 1954 1955 


From: 
Office of Administrator—HHF $32, 195 $25, 000 $25, 000 
Federal National Mortgage Association. .............-.-.- 11, 365 10, 000 10, 000 
HOLC Liquidation Unit, win 11, 616 4, 000 0 
5, 502 0 6, 000 
60, 673 | 39, 000 41,000 


The estimate represents reimbursement for cost of duplicating and other 
services to be furnished to constituents within the Housing and Home Finance 
Agency. 


| 
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AUTHORIZATION LANGUAGE 


Aside from the changes in total amount, the amount available for expenses 
of travel and amount of limitation plaved on the nonadministrative expenses 
for the examination of Federal and State-chartered institutions, there is no 
substantive change in the authorization language for the Home Loan Bank 
Board. 

Mr. Corron. This justification has to do with reimbursements from 
other accounts; in other words, from agencies of the Government that 
pay you for services you render to them. 

Mr. McAuuister. Yes, sir. 

Mr. Corron. Among the agencies listed is the Housing and Home 
Finance Agency. What services do you render them ? 

Mr. Corcoran. This is all duplicating services—printing service. 

Mr. Corron. Why do you call it duplicating ? 

Mr. McAuuster. They call our department down there—the print- 
ing department—they call it duplicating. 

Mr. Corron. The same is true of FNMA—the Federal National 
Mortgage Association ? 

Mr. Corcoran. That is right. 

Mr. Corron. That is for printing, too? 

Mr. Corcoran. The same type of work. 

Mr. Corron. Also for the HOLC. 

Mr. Corcoran. We do not have anything for 1955 for the HOLC. 
It has gone out of business. 

Mr. Corron. What does “Miscellaneous” cover? 

Mr. Corcoran. Small items for 1 or 2 of the other agencies. In- 
stead of listing each of the small items, we include them all under 
a miscellaneous heading. 

Mr. Divers. Securities and Exchange is right in the next building. 
If they get an overload, they bring it to us and we do it for them. 

Mr. Cotrron. This is mostly printing and mimeographing service? 

Mr. Corcoran. That is right. 


WORKLOAD DATA ON EXAMINING DIVISION 


Mr. Corton. Now we will turn to page 42 and we will insert that 
page of the justifications in the record at this point. 


41872—54— pt. 
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(The matter referred to follows :) 


EXAMINING DrvyiIston 


W 


| | Revised | Estimate 
1955 


| Actual 1953 | estimate 
1954 
Federal associations: | 
Total associations. 1, 564 | 1, 597 1, 627 
Associations not to be examined (15-month basis)_....... | 245 | 250 None 
Associations to be examined __- 1,319 | 1, 347 1, 627 
New associations and additional examinations._..._____- 107 1¢ 1 
Total examinations to be made_-_-.._....-..-..-----.-- 1, 426 1, 447 | 1, 727 
Insured State associations: | 
"Wetel 1, 533 1, 633 1, 753 
Associations to be examined by State departments. oe 281 304 | 310 
Associations to be examined by HLBB_._......-_--_-- 1, 252 1, 329 | 1, 443 
New associations and additional examinations. _._.______- 5O 50 50 
Total examinations to be made... -...........---.-.--.- 1, 302 1,379 | 1, 498 
Examinations made__..___. 1, 054 | 1, 229 | 1, 383 
All associations: | Fw 
Examinations of Federal associations. 1,070 1, 447 | 1, 727 
Examinations of insured State associations. ...__....._-.-- | 1, 054 | 1, 229 | 1, 383 
Total supervisory examinations made__- ee te 2, 124 | 2, 676 | 3, 110 
Eligibility, member, and other examinations.............- 40 | 40 | 40) 
Total examinations made | 2, 164 | 2, 716 | 3, 150 
Examiners—Actual for 1953; required for 1954 and 1955: | | 
21.1 21.1 


Average man-days per examination 21.1 
_— 


Man-days required for: | 
Supervisory examinations... 44, 816 | 56, 464 | 65, 6 


Other examinations. -| 870 | 
Less: District examiners | 12 | 12 | 12 


Mr. Corron. This page shows the reason for the increasing back- 
log. This is the Examining Division. 

Mr. McAuuister. That is right. 

Mr. Corron. The reason for the increasing backlog is because of 
the increased assets and mortgages and volume of business / 

Mr. Bonesrren. I would like to emphasize this point. Every figure 
we put in here is based on actual experience. We list all institutions 
and go through our records at the end of the year and they show 
so many man-days on this examination and so many man-days on that. 
Our analysis is all based on actual experinece; so we know that it is 
conservative, 


= 
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ADDITIONAL TIME REQUIREMENTS FOR EXAMINATION 


Mr. Corron. We will insert the statement and figures on page 44. 

(The matter referred to follows :) 

Average time per eramination.—The average man-days per examination in- 
creased in 1953 from 20.8, as estimated, to 21.1. There has been a steady trend 
upwards since 1948, as shown by the following figures : 


Estimated. 


As a basis for evaluating the validity of this upward trend, it is pointed out 
that, in the 5 years since 1948, the number of insured institutions increased 25.9 
percent; assets, 135.7 percent; capital, 139.4 percent; and mortgage loans, 144.1 
percent. The increase in the average man-days per examination in the sane 
period is 21.9 percent. It may be safely concluded, because of the absence 
of any protests or criticism from the institutions examined relating to the time 
consumed in making examinations and audits, that the average of 21.1 man-days 
per examination is in order. In this connection, it is pointed out that the matter 
of examination time, examination procedures, and examination costs are subjects 
which are given attention from time to time by the Savings and Loan Advisory 
Council, a statutory body set up to advise the Board. 

No increase in average time per examination is provided for in 1954 or 1955. 
It is hoped, because of continuing studies of examining methods and because of 
reduction in procedures when associations’ internal controls and operations per- 
mit, as well as the estimated substantial reduction in volume of past-due exaim- 
inations, to offset the normal increase in examination time. 

Operating exrpenses.—The estimate of personal services and other expenses 
for 1955 is based on (1) the need for making all supervisory examinations at 
least every 12 months, and (2) bringing workload to and maintaining in a current 
status, 

The charts on the next page reflect (1) increased workload of the Division 
as indicated by trend in assets of institutions it examines, and (2) relucrion 
in number of employees per billion dollars of assets of institutions it examines. 

A comparative summary of the expenses for the last prior, current, and budvet 
yeurs, aS well as an analysis of personal services and other expenses by object 
classification, will be found in the following pages. 

Mr. Corron. I have already asked you the reason why your indivi- 
dual examinations require more time and you told me it is because of 
the increased volume of assets and transactions of your member 
associations. 

Mr. Bonestret. We are finding in this fiscal year up to date that 
instead of 21.1 average man-days per examination, we are running 
almost exactly 23 man-days. We hope to lower that later in the year, 
but we are quite sure that 21.1 is smaller than the actual time that 
will be required. 

Mr. McAuuister. And you are going to find, as you increase the 
number of men in your department, as you bring in new men to be 
trained, your man-days are going to increase instead of hold where 
they are now. 

Mr. Bonrstret. That is what has been happening. 
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NONADMINISTRATIVE EXPENSES 


Mr. Corton. We will turn to page 46, showing a comparative sum- 
mary of nonadministrative expenses, and will insert pages 46 and 47 


in the record at this point. 
(The pages referred to follow :) 


Comparative summary of nonadministrative expenses, fiscal years 1953, 1954, and 
1955 


PERSONAL SERVICES 


Actual, 1953 


Estimate, 1954 


Estimate, 1955 


| Average Average | Average | 
number Amount number Amount | number | Amount 
} 
5.3 $34, 455 5.0 $32, 905 5.0 $33, 312 
Field: 
sa cube 14.2 72, 503 15.5 78, 445 17.2 88, 133 
New York__. 32.3 171, 185 32.8 176, 687 35.3 189, 555 
Pittsburgh. _- 24.9 124, 399 29.4 141, 597 30.4 1538, 205. 
26.6 | 127, 201 36.2 169, 873 42.4 201, 418 
30.9 154, 845 36.4 174, 325 40.7 195, 485 
15, 2 79, 440 19.4 7, 528 22.9 115, 276 
| Ey es 21.9 120, 029 28.4 150, 592 31.4 164, 747 
13.0 66, 817 16.1 81, 410 18.9 95, 996 
13.8 68, 069 15.8 75, 373 19.2 94, 07 
15.5 81, 036 18.9 93, 051 20. 2 99, 
San Francisco: 
eee ee 12.6 62, 836 13.4 66, 906 16.7 80, 702 
Los Angeles area................-. 24.2 27, 860 31.8 | 163, 926 40.5 204, 715 
245.1 |1, 256, 220 294.1 |1, 469, 713 335.8 1, 683, 179 
Total personal services 250.4 |1, 200,675 | 209.1 |1,502,618 | 340.8 | 1, 716, 491 
OTHER EXPENSES 
Estimate, Estimate, 
Actual, 1953 1954 | 1955 
‘Transportation of Ghings... 1, 228 , 500 1, 500 
3, 432 3, 400 4, 000 
0 10, 500 24, 610 
Rents and utility services.................-.-..-.--.-.--- 2. 41, 205 41, 482 42, 500 
Other contractual services 4 500 500 
LBB services... ___. 70, 214 76, 300 77, 600 
Supplies and materials __ 4, 358 4, 000 7, 500 
Equipment_______.__- 592 1, 700 6, 7 
Taxes and assessments 3, 516 3, 500 6, 500 
471,179 | 582, 382 678, 509 
Total gross expenses.........-------« ee 1,761,854 | 2, 085, 000 2, 395, 000 
Reimbursements from other accounts. 298 
1, 761, 556 2, 085, 000 2, 395, 000 


Mr. Corton. Now so that the record may show, tell us what you mean 


by nonadministrative expenses. 


Mr. Bonesteet. Congress passed a law in 1948 stating that the ex- 
penses of examining savings and loan associations should be non- 
administrative; in other words, as I understand it, not subject to budget 
restrictions, except as any business house might have budget restric- 
tions. Then it happened that subsequently, each year, Congress has 
said “Provided, however, that your total cost of examining these insti- 
tutions shall not exceed” a certain figure. That puts us back in the 
place where we were before the law was passed. 5 

Mr. Corron. So it is a distinction without a difference? 


| 
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Mr. Bonrstret. Yes. Nonadministrative really means that all of 
our expenses are paid by the associations that we examine, and it does 
not cost a penny to the Government. 

Mr. Corron. In other words, these nonadministrative expenses are 
the ones you collect ? 

Mr. Bonerstrex. That is right. 

Mr. Corron. The administrative expenses are the ones you take from 
your corporate funds. 

Mr. Bonrsteet. That is right. 

Mr. Corton. And those are? 

Mr. Bonrsteex. The cost of supervising the institutions. 

Mr. Corron. In the various cities where they are located ? 

Mr. Bonersteet. That is right. 

Mr. McAuuister. Those are districts. The banks are located in 
those districts and we have 12 examining districts. 

Mr. Corron. In every case the cost for the fiscal year 1955 is esti- 
mated higher than for 1954. 

Mr. McAuuister. That is right. 

Mr. Corron. Under nonadministrative expenses, in “Other objects” 
you again have an increase for travel. 

Mr. Bonrstret. That is based on the number of examiners. It costs 
about $1,650 a year for each examiner for per diem and travel expense. 
They are on the road most of the time. 


PENALTY MAIL 


Mr. Corron. Why do you have what seems to me a huge sum for 
penalty mail? You must have a large volume of mail. 

Mr. Bonerstrex. That is in connection with our audits that we send 
out for verification. We send out hundreds of thousands of those a 
year. 

Mr. Divers. They have to verify the savings accounts that people 
have in these institutions. 

Mr. Corron. Just like my own savings account ? 

Mr. Drivers. That is right. 

Mr. McAtuister. On page 50 there is a paragraph about penalty 
mail, showing the number of mailings. 

Mr. Corton. The three items at the bottom “Supplies and mate- 
rials”, “Equipment”, and “Taxes and assessments” have all taken a 
very substantial jump. What is the reason for that? 

Mr. Bonesteei. Of course the more examiners you have, the more 
supplies you will have to have. And, as explained in the justifications, 
we have typewriters, calculators and adding machines that are 13, 14, 
and 15 years old. We just want to replace a few of them throughout 
the country. 

: on Corron. Taxes and assessments are social-security withhold- 
ings? 

Mr. Bonestret. Yes, sir. Those that are not under civil service, we 
have to pay that for them. 

Mr. Corton. In other words, it is the various taxes you pay for 
your employees where you have an employee-employer relationship? 

Mr. Bonesteev. That is right. 


Feperat Savinas Loan InsurANcE CorPORATION 


Mr. Corron. We will insert pages 63 and 65 in the record at this 
point. 


| 
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(The pages referred to follow :) 


ADMINISTRATIVE EXPENSES 


Administrative and other expenses of the Corporation are paid from corporate 
funds received from insurance premiums, admission fees and interest on invest- 
ments. Tax dollars or appropriated funds are not used in its operations. 

Despite substantial increases in the number and size of insured institutions and 
in the Corporation's insurance liability which is expected to be in excess of $25 
billion by 1955—the liability in 1940 was $2 billion—the Corporation continues to 
function with a relatively small staff due to the availability of the facilities of 
the Board and the limiting of its activities to those functions which are essential. 

The estimate for 1955 requests an authorization of $455,000, which is the 
amount authorized for the current year. It contains no provision for statutory 
within-grade increases. It is based on the assumption that there will be no 
abnormal demands on the resources of the Corporation during that period. The 
estimate of personnel requirements provides for 69.4 man-years, a decrease of 0.9 
man-years when compared with the current fiscal year. The continued substantial 
increase in the number and size of insured institutions and the continuing high 
rate of receipt of applications for insurance are taxing the ability of the Cor- 
poration to keep the workload in a current status. Nevertheless, the estimate of 
personnel requirements for 1955 provides for no increase in the current staff. It 
is hoped that the current staff will be able to maintain the workload in a current 
Status. 

The charts on the next page reflect (1) increased workload of the Corporation 
as indicated by trend in potential liability and (2) reduction in the number of 
employees per billion dollars of potential liability. 

A comparative statement of administrative expenses for the last prior, current, 
and budget years as well as an analysis of personal services functions by depart- 
ments, and other object classifications by type of object, will be found in the 
following pages. 


Comparative summary of adminastrative expenses, fiscal years 1953, 1954, and 1955 
PERSONAL SERVICES 


Actual, 1953 Estimate, 1954 Estimate, 1955 
Average Average Average 
number Amount number Amount number Amount 
General Manager. 9.0 | $61, 497 9.0 | $62,414 8.8 $62, 414 
Underwriting Division_- 10.0 69. 908 12.6 85, 468 12.8 86, 629 
Insurance Settlement and Rehabilitation 
Division seo 6.4 45, 927 5.7 38, 894 5.9 40, 290 
Operating Analy sis Division__- = 27.4 171, 486 28.5 126, 446 28.0 124, 551 
Comptroller’s Division - POSE «XE 14.3 89, 053 14.5 80, 328 13.9 \ 78, 616 
Total personal services... _.....-..-- 67.1 | 378, 871 70.3 | 393, 550 69.4 392, 500 


OTHER EXPENSES 


Estimate, Estimate, 
Actual, 1953 1954 1955 


Trevel...-<. $2, 902 $5, 450 $6, 500 
Transport: ation of things 0 100 100 
Communication services. 5, 072 6, 000 §, 000 
Penalty mail_-__. oat 0 2, 300 2, 300 
Rents and utility 27, 179 30, 900 30; 900 
Printing and reproduction 1, 443 1, 800 2, 000 
Other contractual services: | 
General 4, 743 5, 500 5, 500 
Supplies and materials... 1, 299 2, 800 2, 300 


Total administrative expenses ---...........----.-------- 424, 179 455, 000 455, 000 
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Mr. Corron. This is the Federal Savings and Loan Insurance Cor- 
poration justification. You are asking for authority to use $455,000, 
which is the same amount you estimate you will use in the present 
fiscal year. Isthat correct ? 

Mr. Corcoran. Yes, sir. 

Mr. Corron. On page 65 you have a summary of personal services 
and other expenses; your personal services is slightly less; but in 
“Other expenses,” again you have a fairly substantial increase in 
travel. Is that the same explanation ? 

Mr. Huspanp. There is an increase in 1954 over 1953, and a further 
slight increase in 1955. It is because we have had more demands for 
our services to go out and check institutions. And for the first 6 
months of this year we have expended about half of the estimate of 
$5,450. Our estimate for 1955 is based upon the current needs for 
travel. And we cannot control that so much, because it depends upon 
the demands made upon us by our insurance risk and our insured 
members. 

Mr. Corron. The institution itself asks you to come ? 

Mr. Hussanp. Either the institution, or the supervisor. If there 
in a case on the borderline or in difficulty, we send our man out to look 
at the property, securities, and appraise the situation, so that we are 
ready, in the event there is a need, to be there to handle the situation. 

Mr. Corron. What is the first intimation you have that one of 
your member organizations is either in trouble or might be? How do 
you find that out—from the examiners of the Division ? 

Mr. Huspanp. The examiners report to the supervisors and the su- 
pervisors in turn notify us of these conditions. 


BIOGRAPHIC SKETCH OF WALTER W. M’ALLISTER 


Mr. Corron. It is customary in this committee to find out something 
about the background and we like to have some acquaintanceship with 
the administrators and commissioners of the various agencies. I 
forgot to ask you at the start but, Mr. Chairman, you are new ¢ 

Mr. McAuuisrer. Yes,sir, lamnew. Iam the only new man. 

Mr. Corron. Will you for the record and for the information of the 
committee, give us a little of your background and experience—a 
biographical sketch ¢ 

Mr. McAuuisrer. I have had 32 years actual experience in savings 
and loan associations. I organized the San Antonio Savings and 
Loan Association in 1921 and stayed with that institution from that 
time on. I have had considerable organizational experience. I was 
president of the Texas Savings and Loan League, president of the 
South Western Savings and Loan League, which covers the 11 South- 
western States, the members of which have a kindred interest. 

In 1947, I was president of the United States Savings and Loan 
League, which is a national trade organization with some 4,000 
members. 

I have had considerable experience in civic matters. I was presi- 
dent of the Kiwanis Club of San Antonio, one of the charter members 
in 1921; was president of the chamber of commerce in 1937. 

I am president of the board of trustees of the San Antonio Union 
Junior College District, operating San Antonio College and St. 
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Philips College. These schools provide first year freshman an 
second year college work in San Antonio. 

I was county OPA chairman during the war for 3 years. 

I was a member of the Texas Finance Commission which has charge 
of the banking department and savings and loan business, serving as 
a board of directors. 

I was elected a member and subsequently, by the memebership. 
elected as chairman of the charter revision committee of the city of 
San Antonio. 

Mr. Corron. Thank you, Mr. Chairman. 


COMPARISON OF A SAVINGS AND LOAN ASSOCIATION TO A BANK 


Mr. Kruecer. What is the difference between the Federal savings 
and loan association and a bank? You are accepting deposits or 
savings accounts, 

Mr. McAuuisrer. We accept savings, but not deposits. Every dol- 
lar that is invested in a savings and loan association in general is a 
payment upon shares. In a few States, Ohio, California and one or 
two other States, they have what is known as deposits; but generally 
the liability is a share liability. Consequently the earnings that are 

aid on investments in a savings and loan association are not interest, 
Dut are dividends. We do not accept any commercial accounts; in 
other words, no checking accounts. The funds of savings and loan 
associations are almost exclusively loaned on real estate security. 

These are two kinds of charters. Associations can be State char- 
tered and get their authority from the State, or they can be federally 
chartered and get their authority from us. 

Mr. Krurcer. I understand that. You do not examine State char- 
tered associations? 

Mr. McAtutstrer. Those that are members of the Federal Savings & 
Loan Insurance Corporation are examined by us and in most instances 
the examination is made jointly by our examiners and the State ex- 
aminers. In a few States, we accept the State examinations and in 
some places we make the examinations. 

Mr. Krurcer. Your examiners are hired by the year? 

Mr. McAutster. Yes, sir. 

Mr. Krurcer. They are not on a per diem basis. 

Mr. McAuuistrr. No, sir. 


EXAMINATION OF INSTITUTIONS 


Mr. Krvuecer. How often do you examine an institution ? 

Mr. McA.utstrer. That is what we are getting at. That is the reason 
we are asking for more money. We want to examine the associations 
on approximately a 12 months’ basis. Most of the State laws call for 
an examination by the State department on a 12 months’ basis. And 
if we join the States in making those examinations, it means, with the 
limited force we have, that examinations of Federal associations lags, 

ts further and further behind. Consequently, currently there is an 
interval of 18.5 months between examinations of Federal associations, 
which is not good. 

Mr. Krurcer. Each institution or association pays for its 
examination ¢ 


| é 
1 
; 
i 
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Mr. McA Yes, sir. 

Mr. Krvecer. And that is some of your nonadministrative 
expenses ¢ 

Mr. McAttister. Yes, sir. Let me explain. The Board assesses 
10 percent of its cost of operation, that is of its overall cost of opera- 
tion, to the Examining Division. In other words, the Board, we will 
say, has a budget of $800,000. Ten percent of that, $80,000, is the 
amount of the Examining Division’s contribution for the overall 
supervision of the Board. 

Mr. Bonestert. What we do is to assess the Examining Division 
with 10 percent of the Board’s administrative expenses. 

Mr. McAuuister. You are correct. Ten percent of our Board’s 
operation is assessed against the Examining Division, and they make 
that as a contribution for the supervision. 

You say “What becomes of the other 90 percent”? The other 90 
percent is divided between the banking system and the Insurance 
Corporation, based on the respective membership. In other words, 
about three-sevenths is paid by the Insurance Corporation and four- 
sevenths is paid by the banking system; none of our expenses comes 
from taxes. 

Mr. Krvurcer. You testified that these associations have a total of 
$27 billion worth of assets. 

Mr. McAuuister. Yes, sir. 

Mr. Krurcer. Approximately 2 out of every 5 loans are made by 
such institutions 

Mr. McA.utsrer. Two out of every five residential loans. 

Mr. Krurcer. Do you pay your shareholders an annual, or semi- 
annual dividend ? 

Mr. McAuuister. It is generally figured on a semiannual basis. 


PAYMENT OF INCOME TAXES 


Mr. Krurcer. How do you pay your taxes? Do you pay income tax 
on earnings ? 

Mr. McAtuster. Yes, sir; except that the institutions out of their 
gross income deduct their expense of operation the same as any other 
corporation. Then from the remainder they will deduct the dividends 
that are paid, because the dividends paid, from the tax standpoint, 
are regarded just the same as interest on savings paid by a bank. The 
remainder is that which would be subject to taxation, except, if the 
institution has not built up reserves equal to 12 percent of its total 
savings, or share capital, then the earnings would be put into reserves 
without payment of tax until they reach 12 percent. After they reach 
12 percent, then the institution is subject to the same tax as the other 
corporations. 

Mr. Krueger. 12 percent of what? 

Mr. McAuuister. Of each individual institution’s total savings. 

Mr. Krvrcer. I have had a number of letters from banking and loan 
institutions telling me that something should be done to make building 
and loan associations pay their just share of taxes. 

Mr. McAuuister. I cannot demonstrate it at the particular moment, 
but it would be a pleasure for me to present you with figures which 
will show a comparison of the amount of taxes paid by a $5 million 
savings and loan association, and a $5 million commercial bank. And 
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the savings and loan association, by different means, will contribute a 
greater amount to the support of the Government than a $5 million 
commercial bank will. 

Mr. Krurcer. In the way of taxes? 

Mr. McAuuisrer. In the way of taxes; yes, sir. 

Mr. Corron. How about mutual savings banks in the States? 

Mr. Bonrstrrn. They are on exactly the same basis as savings and 
loan institutions. 

Mr. Yates. Mr. Chairman, could we get a statement in the record 
on that? 

Mr. McAtuisrer. Yes; I will be delighted to prepare one and send it 
to the committee. 

(The information referred to above is as follows :) 


Home LOAN BANK Boarp, 
HovusiINnG AND HOME FINANCE AGENCY, 
Washington 25, D.C., March 10, 1954. 
Hon. JoHN PHILLIPS, 
Chairman, Independent Offices Subcommittee, 
Committee on Appropriations, 
House of Representatives, Washington, D.C. 

Dear Mr. PHILLIPS: In connection with the hearing held by your committee 
to consider our budget authorization for the fiscal year ending June 30, 1955, 
reference was made to the comparative tax treatment of commercial banks and 
savings and loan associations. You will recall that I made a statement that if 
both direct and indirect taxes were included, the latter stimulated a larger flow 
of revenue to the United States Treasury than the former. The request was made 
that data be submitted to support this statement, and the pertinent facts may 
now be discussed. 

At the time I expressed my opinion I relied upon a study made by the United 
States Savings and Loan League which compared a typical hypothetical $10 
nillion commercial bank with a savings and loan association of the same size. 
Ineluding both the taxes paid directly by the institutions and the estimated taxes 
paid by the savers and stockholders on their interest or dividend income, the 
findings indicated that the total taxes received by the Treasury from the typical 
commercial bank were $29,200 as compared with $40,400 from the savings and 
loan association. However, since the information was based upon figures for 
the year 1949, it seemed that, in all fairness, a more current study should be 
made. Furthermore, it was deemed desirable to use actual figures as much as 
possible instead of taking assumed typical institutions. 

Taking the annual report of the Federal Deposit Insurance Corporation for 
the year ended December 31, 1952, it may be noted that the combined assets of 
all insured banks amounted to $185,183,924,000. As of the same date, all of the 
member savings and loan associations of the Federal Home Loan Bank System 
had total assets of $21,257,558,000. Comparing these two figures, it will be noted 
that in the aggregate, commercial banks are 8.7 times as large as savings and 
loan associations. In turn, it would be reasonable to conclude that commercial 
banks should be a source of taxes equal to at least 8.7 times the amount generated 
by savings and loan institutions. As may be seen in the following summary, the 
total taxes generated by commercial banks did not equal 8.7 times the amount 
arising out of savings and loan operations, and, as further indicated, it is esti- 
mated that the taxes arising from commercial banking operations amounted to 
$48,000 per $10 million of assets, compared with $54,000 per $10 million of sav- 
ings and loan assets. 


2157 


Comparative analysis of insured commercial banks and savings and loan association 
members of Federal home loan banks 


Insured commer-| FHLB member 


cial banks | 8 & LA’s 

Number and assets: 
..| $185, 184,000,000 | $21, 257, 600, 000 
Interest or dividends on savings. $457, 000, 000 $446, 600, 000 
Dividends on common | 437, 000, 000 |__ 
446, 600, 000 


Total interest and dividends.....................-............ 894, 000, 000 


Federal income taxes: 
Estimated taxes paid by savers and stockholders, 25 percent of 
interest and dividends 


$224, 000, 000 $111, 700, 000 


Actual taxes paid direct by institutions__..........__.___________ 660, 000, 000 3, 200, 000 


Analysis of the table will show the obvious fact that the direct taxes paid by 
commercial banks greatly exceed those paid by savings and loan associations. 
However, it should be borne in mind that the former are exclusively stock 
companies, while the vast majority of the latter are mutual associations. At 
the same time the commercial banks are given credit for taxes paid by their 
savers and stockholders in an amount equal to 25 percent of the income received 
by these two groups. In the same way, it was estimated that holders of savings 
accounts in savings and loan associations paid taxes equal to 25 percent of 
their holdings. 

Analysis of this more up-to-date statement will indicate that the difference in 
tax generating power between commercial banks and savings and loan associa- 
tions is not as great as was indicated a few years ago. Undoubtedly, much of 
the change was brought about by the increase, in the rate of interest paid on time 
deposits in the last 2 or 3 years. At the same time, as shown by the above analy- 
sis, it would appear that savings and loan association operations, by virtue of 
their larger mutual distributions to shareholders, constitute the source of 
larger revenue to the Treasury. 

The delay in sending this information to you is regretted, but we hope it has 
not caused undue inconvenience to the committee. 

Sincerely yours, 
Water W. MCALLISTER, Chairman. 


Mr. Krurcer. Whoever receives the dividends has to pay income tax 
on them? 

Mr. McAuuster. Individual owners have to pay an income tax; yes, 
sir. 

Mr. Krvecer. But you, as the building and loan association, do not 
pay that ? 

Mr. McAuuisrer. Correct. 

Mr. Krurerer. When it gets into the hands of the receiver, he pays? 

Mr. Bonestret. Just like interest on savings. 

Mr. McAuuster. If you have a savings account in a commercial 
bank, the bank does not pay the income tax on the interest you have 
earned, but you pay it when you receive it. 

Mr. Tuomas. I won't take up the time of the committee and the 
Board, but I do want to say we are always delighted to have you 
gentlemen over here. You do a fine job, and we welcome your new 
chairman (Mr. McAllister). He has a fine background and he has 


done a good job. 
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I won't attempt to speak for the committee, other than for myself, 
but you certainly ought to keep up with your examination work and 
I imagine the committee will go along with your wishes in that matter. 
It 8 good commonsense; it protects the shareholders, protects 
everybody from the Board on down. 

There is nothing personal, I will say to our distinguished friend, 
about the limitation on your nonadministrative costs. We treat every- 
body that way and it is a pretty good rule. They are your funds, of 
course, but you get them from somebody else. 


COMPARISON OF ADMINISTRATIVE AND NONADMINISTRATIVE EXPENSE 


The statute defines nonadministrative expense. We have a little 
rule of thumb here that works very well, administrative expense is 
always incurred in headquarters offices, so to speak, and the non- 
administrative expense in the field. Roughly how does that apply to 
the Home Loan Bank Board and its activities? 

Mr. Bonresteen. That is substantially correct. 

Mr. THomas. Spell it out just briefly, please. 

Mr. Bonestrert. We now have 250 examiners; they are all out in the 
field. ‘They examine the savings and loan associations out in the field. 

Mr. Divers. To put it another way, there are only five employees of 
the Division in Washington. 

Mr. Corron. These examiners live in various parts of the 
country ? 

Mr. Bonesreen. That is right. 

Mr. Corron. They do not go out ? 

Mr. Bonrstrev. The district examiner’s office is in the same city that 
the Federal home loan bank is in. 

Mr. THomas. The point is vou have always done a fine job and the 
committee has gone along with you with great pleasure, and I imagine 
we willthis year. Thank vou, Mr. Chairman. 


INTEREST RATES OF SAVINGS AND LOAN ASSOCIATIONS 


What about your interest rates? What are your prevailing interest 
rates 

Mr. McAuuistrer. On loans? 

Mr. THomas. Yes. 

Mr. McAuster. I would say today 5 percent. 

Mr. Tromas. You are not under FHA now? 

Mr. McAtuister. FHA is 414 plus a half of 1 percent insurance. 
saan You are about a half point to a point higher than 

HA? 

Mr. McAitster. Yes, sir; we have always been—not a point, but a 
half point higher than FHA. 

Mr. Drivers. If IT want to buy a home it would cost me the same to 
pay 41% plus 1 or to pay 5 to an association. 

Mr. Tuomas. Are vou do‘ng business at 5 percent? When FHA 
hiked its rates a half point did you likewise go up a half point? 

Mr. Huspanp. The national average of interest rates for all savings 
and loan association rates is 5 percent. 

Mr. THomas. Does it vary according to localities? 

Mr. Husranp. Yes, sir. In small areas where you have lower vol- 
ume and heavier costs you have a slightly higher rate. 


i 
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Mr. Tuomas. In most towns of 150,000 or less you would have 
; around 51% to 6 percent now 4 
4 Mr. Huspanp. No, sir. In a town of that size the prevailing rate 
4 would be 5 percent. 
Mr. McAtuister. Not over 514. 
‘ Mr. Tuomas. What is it in smaller towns of 5,000 to 15,000? 
Mr. McAtuister. Six percent, I would say. 
: Mr. Tuomas. How long has it been 6 percent? 
| Mr. McAuuisrer. I don’t suppose there has been much of a change, 


COMPARISON OF INTEREST WITH FHA 


Mr. Yares. Mr. Divers’ statement interests me. You stated, Mr. 
Divers, that the FHA rate was 41% percent and then there was another 
half percent added. I got the impression from your statement that 
there was no difference between he amount of interest charged on 
FHA loans and the amount of interest charged on your savings and 
loan. 

Mr. Drivers. What I meant was cost to me if I go to purchase a home 
and want to get a mortgage, if I pay 414 percent plus a half of 1 per- 
cent for an FH A-insured loan it costs me just as much as a home pur- 
chaser as it would if I paid 5 percent on a conventional loan. 

Mr. Yates. Then what is the advantage of FHA financing? 

Mr. Divers. Well, in some cases the FHA will insure a mortgage 
for a longer term or for a higher percentage loan. Most of the savings 
and loan associations make FHA-insured loans as well as conventional 

loans. I think about 6 percent of their portfolios are in FHA-insured 
; loans and about 18 percent in VA-guaranteed loans. 

Mr. Yares. Are we moving away from FHA and VA guaranties 
toward non-profit-guaranteed loans? 

Mr. Drvers. I think the percentages have stayed about the same. 
It depends a lot on the et of funds—where the funds come from. 
When they come from commercial banks and savings banks and are 
loaned a good wavs away from the home office, you might say, they 


H may look for an FHA-insured loan instead of a conventional loan. 

; Mr. Yares. You mentioned percentages. I wonder whether you 
remember what they were offhand ? 

; Mr. McAtuister. I have them here. In 1950, insured savings and 


loan associations had 6.8 percent in FHA; today, 1953, they have 5 
percent in FHA. There is a decline. 

; Mr. Yates. You mean of their total inventories in mortgages? 

j Mr. McAuutster. Of their total mortgage portfolio, yes, there has 
4 been a decline percentagewise in FHA. In 1950 they had 22.5 percent 
in VA, Veterans’ Administration loans, and today 18.2 percent in 


Veterans’ Administration loans. 


Mr. Yates. Is the percentage moving away from FHA, as you in- 
dicated, because you wanted shorter terms, or what are the reasons 
for that? 

; Mr. McAuuister. FHA loans are not as easy to make as conven- 


tional loans. Also until their rate was recently raised they were 
below the market. 

Mr. Yares. Are there too many restrictions? 

Mr. McAuuister. There are a lot of details and red tape. 
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VALUE OF A MORTGAGE PORTFOLIO 


Mr. Yares. In order to appraise the value of a portfolio of one 
of your member institutions are you required to know what the value 
of mortgages is at a particular time throughout the country, the pre- 
vailing market value ? 

Mr. Huspanp. May I answer that? In our examinations carried 
out under Mr. Bonesteel, the examiners spot check the loans made 
during the past 90 days by the institutions to get the ratio of loans 
to sales price. The reason we take sales price instead of appraised 
value is to avoid personal opinion, and also it is less expensive; and 
then all institutions are compared on a common basis of sales price 
rather than on one man’s opinion on appraised value as against 
another man’s opinion. 

Mr. Yares. The value of a mortgage will vary from month to month, 
will it not, in a portfolio? 

Mr. McAuuisrer. No, sir, it should not except as the principal is 
reduced. 

Mr.Yares. I do not mean that. I mean, for example, if one of your 
institution were to sell a mortgage, a 4-percent mortgage, that would 
bring a lesser amount than a 414-percent mortgage, would it not? 

Mr. McAuuisrer. Right. 

Mr. Yares. Therefore, presumably that 4-percent mortgage for 
which par was loaned originally is not worth as much today, assum- 
ing it was loaned 2 or 3 years ago, is that correct ¢ 

Mr. McAuuisrer. That would be correct, yes, sir. 

Mr. Yares. If the portfolio of your companies contained a number 
of these 4-percent mortgages you would not classify them as having 
a value of par, or would you ¢ 

Mr. McAuutsrer. Yes, we would, because those loans are made by 
the institution not for sale primarily, but for their own portfolio, and 
here is the difference: We have, let’s say, a certain percentage of our 
portfolios on which we get 4 percent, we have another percentage of 
our portfolio on which we get a higher rate, and a higher rate, and a 
higher rate. You average it all over and get your average portfolio 
rate. For instance, my institution has an average portfolio rate of 
4.91 in San Antonio right now. 

Mr. Yares. I did not hear that. Will you repeat it ? 

Mr. McAtuister. It has an average portfolio rate right now of 4.91 
yercent, a little less than 5 percent, in San Antonio, Tex. Now that 
is a little bit low, and the reason it is a little bit low is because 58 per- 
cent of our mortgages are GI and FHA. In other words, 58 percent 
of our portfolio is Government insured. 

Mr. Yates. Do you have information which would indicate the 
value of sections 203 and 501 mortgages on the first of each month in 
various parts of the country last year? 

Mr. Divers. No. 

Mr. Yates. Is that quoted anywhere? 

Mr. Divers. No. 

Mr. Yates. How would you know? Suppose I wanted to find out 
what a 4-percent mortgage was worth in Atlanta, a section 203, 4-per- 
cent mortgage, at any particular time? How would I find that out? 

Mr. Divers. Maybe the FHA office could get you that information 
quoted out of Atlanta. 

Mr. Yares. Is there no index for sales prices for such mortgages? 
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Mr. Divers. There is no published index that I know of. On oe- 
casions when we wanted to get that information we have called the 11 
Federal Home Loan banks in the various regions and asked them to 
make a spot check in their district and give us the information. Mr. 
McAllister is on the Board of Directors of FNMA, and I was on the 
Board of Directors of FNMA when I was chairman, and in order to 
do our duties there when we wanted to check on the opinions of the 
officers of FNMA we might make an independent check around the 
country and contact various people whom we know were active in 
the market for purchasing and selling FHA or VA mortgages and get 
the information from them. But there is no organized market, you 
might say, where you can get bid and asked prices nationally on such 
mortgages, because they vary considerably in different regions of the 
country. 

Mr. Yates. Was the mortgage situation tighter in July last year 
than it was in February? You are pretty experienced with what the 
feel of the market was during the last year, are you not ? 

Mr. McAuuister. Yes, sir. 

Mr. Yates. Do you know whether it was tighter or not? 

Mr. McAusisrer. Yes, sir, I would say it was tighter in July for 
this reason: In February these mortgages, many of them, had not 
yet been completed. that is, the properties sold and the mortgages 
guaranteed by the VA. They were in the process of being created 
by the construction of the houses, and the builders were getting their 
financing by direct loans from banks or by advances from mortgage 
compames which, in turn, were using their resources or their credit. 
And they carried these mortgages, expecting to have the insurance 
companies take them. And they did not take them because they were 
not interested in the mortgages at that rate due to the rise in interest 
‘ates and the more attractive investment in commercial bonds and 
other types of bonds. So it was not as well recognized that money 
was tight, and there wasn’t the pressure to sell those mortgages in 
February that there was later in the spring. 

Mr. Yates. Here is a table on page 1129 on the hearings of our 
committee last year, a table which purports to show the price of sec- 
tion 203 and 501 mortgages by selected areas on February 13, 1953. 
For FHA 414 percent 203’s in the Philadelphia region: the quotation 
‘ame out that New York City, Newark, Philadelphia, Baltimore, Rich- 
mond, Pittsburgh, Norfolk, Boston, New Haven, and Washington 
had a range between 99 and 100. VA 4 percent 501’s had a range 
between 95 and 99. Would you say that that information is pretty 
accurate, or would you have no way of knowing that? 

Mr. McAuuisrer. I would say that is evidently accurate. 

Mr. Yates. How much of a reduction and how much of a decrease 
was there below these averages, then, in the next couple of months? 
Was there a substantial decrease ? 

Mr. McAuuisrer. I would say in that particular area maybe one 
point to a maximum of two points. 

Mr. Yates. Does a chart like this mean that the institutions such 
as yours were selling mortgages for that price at that time in those 
areas ? 

Mr. McAuuisrer. No, sir, it does not. It means that they might 
have been buying them, but they were not selling them at that price. 

Mr. Yares. Your institutions were not selling them at that price? 

Mr. McAuuister. No, sir. 
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Mr. Yates. Why wouldn’t your institutions be trading or selling 
them at that price? 

Mr. McAuuisrer. Because we make the loans with the intention of 
keeping them. Any brokerage operation of a savings and loan asso- 
ciation is generally an incidental matter. 

Mr. Yates. Your institutions are considered to be a primary mort- 
gage market rather than secondary ? 

Mr. McA.tister. Yes, sir. 

Mr. Yares. Do you, in turn, sell insurance companies, for example? 
Insurance companies are considered to be secondary mortgage mar- 
kets, are they not, of a private nature? 


Mr. Hussanp. About half and half. 
SECONDARY MORTGAGE MARKETS 


Mr. Yarrs. You have two types of secondary mortgage markets: 
You have FNMA, which is a governmental secondary mortgage mar- 
ket, and then you have long-term investors like private insurance com- 
panies which buy and put away for their portfolio; is that correct? 

Mr. McAuurrer. That is right. 

Mr. Yares. Did the action of FNMA in selling half a billion dollars’ 
worth of mortgages at a 4-percent discount for the 4’s and 414 for 
the 414’s ease the mortgage market at all ? 

Mr. McAuuister. No. They withdrew certain mortgages from the 
market through that operation. Say they took $100,000 worth of 
mortgages; they took these mortgages off the market, and they, in 
turn, issued a certificate. 

Mr. Yares. You are talking about the purchase-plan commitment 
certificate, the 1-for-1 system ? 

Mr. McAtuisrer. Do you refer to the 1-for-1 proposition ? 

Mr. Yares. Yes, but there was no requirement on a purchaser to 
submit to the 1-for-1 plan. They would sell these mortgages to any- 
body at this discount. 

Mr. McAtuisrer. Correct. 

Mr. Yates. If a person wanted to participate in the 1-for-1 plan he 
had to pay FNMA 1 point in order to get an option to have FNMA 
purchase a mortgage within a year, and if FNMA exercised that 
option or if he proposed that the - ee be exercised he had to pay 
another half point? Is that correct 

Mr. McAuutstrer. Correct, but I venture the assertion that of the 
total sales of FNMA—and this I have not even asked any questions 
on—all of them carried with them a certificate of repurchase. 

Mr. Yates. You mean that every sale on a mortgage they made 
carried with it a commitment ? 

Mr. McAuuistrer. That is my opinion. 

Mr. Divers. Ninety percent anyway. 

Mr. McAxuister. Almost a hundred percent of them. 

Mr. Yarrs. Is not that because the commitments had value, too, 
to those who were buying? The mortgage house would sell it to 
investors and sell the commitment certificates to a contractor ? 

Mr. McAuutstrer. Correct. 


SALE OF MORTGAGES BY FNMA 


Mr. Yates. What effect did the sale by FNMA of a half billion 
dollars’ worth of mortgages at that time have on the mortgage market ? 
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Mr. Drivers. I think the only thing that it did was it had the effect 
of giving a half billion dollars’ worth of commitments to purchase 
mortgages within the 12 months following the time that they sold that 
half billion dollars’ worth, and, to that extent it probably stimulated 
the construction of houses for the succeeding 12 months. 

Mr. Yates. The 12 months has not expired. 

Mr. Drvers. I said for the succeeding 12 months. 

Mr. Yates. What about the sale of the 4-point discount, though? 
This was the first time in FNMA’s history that it had sold mortgages 
at less than par, is it not? 

Mr. Divers. That is correct. 

Mr. Yates. Was it warranted, in your opinion? 

Mr. Divers. I believe it was completely warranted. I think it was 
a reasonable price to put on them. 

Mr. Yates. Why shouldn’t FNMA have borrowed money from the 
Treasury and maintained the mortgages in its portfolio rather than 
selling half a billion dollars’ worth at a loss? 

Mr. Divers. I for one would prefer to see them get into the hands of 
the private lending institutions and reduce the demands on the 
Treasury for that additional money. 

Mr. Yates. You mean at a $40 million loss? 

Mr. Drivers. That did not represent a $40 million loss, I don’t think, 
because you will remember that FNMA was making a lot of money 
on its portfolio at the same time. 

Mr. Yates. I agree. It was making $31 million a year from its 
portfolio, and the sale of a half billion dollars of mortgages certainly 
cut into that profit. It could have continued to make $31 million a 
year had it retained those mortgages, could it not? 

Mr. Divers. Well, they sold them at that price. They gave a com- 
mitment to purchase the other ones. If they get back half of the 
mortgages under that commitment they will be in an equally good 
ace At that time it looked as though they would probably get 

ack $500 million worth of 414 percent mortgages instead of the 4 per- 
cent ones that they were selling, so that they were really upgradin 
their portfolio, and the security that the Government had there woul 
probably be more and more. 

Mr. Yates. Does it look the same way now? 

Mr. Drivers. I think they are still apt to get most of those. 

Mr. Yates. What about the contractors themselves? What are they 
paying for the purchase commitments? How much of a discount? I 
have heard stories that there are as many as 9, 10, and 11 points off 
for the purchase-mortgage commitments. 

Mr. McAuuister. Overall at the peak, and that only in very few 
areas. 

Mr. Yares. In that amount? 

Mr. McAuutster. As much as that; yes. California, Utah, Nevada 
would be three points. 

Mr. Yates. Three points below a hundred or 3 points below 96? 

Mr. McAuutsrer. Below 96. 

Mr. Yates. Three points below 96 plus the point and a half for exer- 
cising the option ? 

PERCENTAGE OF DISCOUNTS 


Mr. McAuuisrer. Coming back, you said something about overall 
discounts of as much as 10 and 11 percent. 
41872—54—pt. 
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Mr. Yates. That is correct. 

Mr. McA.uisrer. I said “Yes”; that occurred in certain limited 
areas of the country, California, Utah, and Nevada, perhaps, to name 
a few; not in this section of the country, nowhere around Texas. 

Mr. Yates. What was it in Texas? 

Mr. McA.uister. Eight to a maximum of 9 percent. It depended 
to a large extent on how burdened the builder was to dispose of 
his mortgages, what his commitments were. In my association we 
made $5 million of GI loans last year, and our operation was on a 
basis of 94. ‘ 

Mr. Yares. This was general throughout Texas. Would you say 
~ was general throughout the South, or wouldn’t you know about the 

outh ¢ 

Mr. McAuutsrer. IT would not want to say all over the South, but 
I would say that perhaps in some places the discount might have been 
a little bit lage g but not much. 

Mr. Corron. Thank you very much for appearing before the com- 
mittee. It has been a pleasure to have you. 


Fripay, Fepruary 26, 1954. 
FEDERAL HOUSING ADMINISTRATION 


WITNESSES 


GUY T. 0. HOLLYDAY, COMMISSIONER 

LESTER H. THOMPSON, COMPTROLLER 

BURTON C. BOVARD, GENERAL COUNSEL 

ALLAN F. THORNTON, DIRECTOR, RESEARCH AND STATISTICS 
DIVISION 

HORACE B. BAZAN, DIRECTOR, BUDGET DIVISION 

N. J. EISEMAN, BUDGET, ANALYST, OFFICE OF THE ADMINISTRA- 
TOR, HOUSING AND HOME FINANCE AGENCY 


Amounts available for administrative expenses 


1953 actual | 1954 estimate | 1955 estimate 


Reimbursements from other accounts_-.-...-.-_..---.--.------ 137, 289 110, 000 110, 000 
Total available for administrative expenses. _____.._.-~- 5, 022, 289 5, 432, 800 5, 460, 000 
Unobligated balance, estimated savings. —40, 729 


Administrative expenses incurred ._--..-.....-...------- 4, 981, 560 5, 432, 800 5, 460, 000 
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Administrative expenses by activities 


| 
Description 1953 actual | 1954 estimate | 
| 

Direct Administrative Expenses 
$96, 800 | 
2. Program direction 1, 440, 000 | 


3. Staff, administre ative and fiscal. 


Administrative Expenses Payable Out of Reimbursements From | 


Other Accounts 
2. Program direction 
3. Staff, administrative and fiscal. 


Total administrative expenses payable out of reimburse- | 


ments from other accounts 


Administrative expenses incurred 


5, 680 | 
131, 669 


137, 


| 
289 | 


4, 981, 560 | 


3, 786, 000 | | 


“110, 000 


110, 000 


5, 432, 800 | 


1955 estimate 


000 
. 000 
. 000 


350, 000 


000 


110, 


5, 460, 


Administrative expenses by objects 


| | 
Object classification 1953 actual | 1954 estimate 1955 estimate 
Summary of Administrative Personal Services 
Total number of permanent positions... 913 931 921 
Aver.ge number of ali employees. 838 900 893 
Average salaries and grades: < 
General schedule grades: 
Average salary $4, 869 $4, 867 $4, 941 
Average grade GS-6.4 GS-6.4 GS-64 
Ungraded positions: Average salary .............-..--.--- $15, 000 $15. 000 | $15. 000 
Personal service administrative expenses: 
SE ELLE LE $4, 064, 797 #4, 362, 150 $4, 386, 550 
Regular pay in excess of 52-week base__........-...-.. . : 15, 700 16, 500 16, 500 
Other payments for personal 457 
Total personal service administrative expenses____.____- 4, 091, 118 4, 407, 850 | 4, 424, 750 
Direct Administratire Expenses = 
4, 045, 747 4, 382, 850 4, 399. 750 
132, 467 157, 750 175, 000 
03 Transportation of things Bi RS ee 3, 304 8, 525 10 200 
04 Communication services__.............-.-. 40,171 48, 400 37. WO 
05 Rents and utility services 465, 259 557, 000 567, 800 
06 Printing and reproduction 35, 621 37, 925 37, 625 
07 Other contractual services 86. 945 93, 300 85, 125 
08 Supplies and materials..___.__._........_-. 27, 582 31, 750 31, 500 
13 Refunds, awards, and 
158 Taxes and assessments... 4,195 5, 300 | 6, 000 
Total direct administrative 4,844,271 | 5,322,800 | 5, 350, C00 
Administrative Expenses Payable Out of Reimbursements From | 
Other Accounts 
01 Personal services..__. 45, 371 25, 000 25, 000 
04 Communication services... __.-- 88, 802 82, 000 82, 000 
05 Rents and utility services-_.._._- 2, 634 2, 500 2, 500 
Total administrative expenses payable out of reimburse- 
ments from other accounts. ..................-.-.--.-- 137, 289 110, 000 110, 090 
Administrative expenses incurred._.........-....-....-- 4, 981, 560 5, 432, 800 5, 460, 000 


| 
$0 
Total direct administrative expemses___...............-- 4, 844, 271 | 5, 322, 800 | 5, 
| 
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Amounts available for nonadministrative expenses 


| 1953 actual 


1954 estimate 


Reimbursements from other accounts.....--...------------- ‘| 23, 276 
Total available for non: 893, 2 76 


Unobligated balance, estimated savings.. 


Nonad ministrative expenses incurred | 


—2, 315 
26, 977, 917 


$26, 500, head 


| 1955 estimate 


| $4, 000, 000 


| 26, 500, 000 
| —400, 000 | 


| 26, 100,000. 


a 24, 000, 000 


| 24,000, 000 


Description 


| 1958 actual 


Nonadministrative expenses by activities 


| 1954 estimate | 


1955 estimate 
Direct Nonad ministrative Expenses 
Repair and improvement loan insurance. ___..._....--.---- $2, 522,691 | $2, 530, 000 $2, 500, 000 
2 Mortgage insuranee, titles I and Ll -.| 19, 576, O81 | * 497, 000 19, 586, 000 
pre il incentive and yield insurance, titles VI and VII_. -| 1, 919, 900 , 500, 000 1, 300, 000 
‘. ilitary and defense housing, titles VII and |) RTE 2, 535, 969 1 573, 000 614, 000 
Tota! direct nonadministrative expenses. .............-- 26, 554, 641 26,1 100, 000 24, 000, 000 
Nonad ministrative Payable Out of Reimbursements 
From Other Accounts 
1. Defense production 
Nonadministrative expenses incurred ---.--------------- ~ 26, 877 7, 917, 26, 100, 000 24, 000, 000 
Nonadministrative expenses by objects 
Description 1953 actual | 1954 estimate | 1955 estimate 
Summary of Personal Services 
Total number of permanent positions- -_- popuad 4, 697 4, 765 4,145 
Average number of all employees. -. - ------------------------- 4, 646 4, 472 4, 038 
Average salaries and grades: \ 
General schedule grades: 
Average salary. $4, 905 $4, 921 $4, 967 
Personal service nonadministrative expenses: 
$22,738,818 | $22. 150, 275 $20. 128, 875 
37, 934 ), 40, 000 
Regular pay in excess of 52-week base... 86, 000 83, 600 76, 600 
Payment above basic rates... ._. wee 121, 185 58, 500 47. 000 
Total personal service nonadministrative expenses - - - - -- 22, 992, 769 22, 332, 375 20, 292, 475 
Direct Nonad ministrative Expenses 
aS eo. er 22, 970, 386 22, 332, 375 20, 292, 475 
03 ransportation of things. 79. 94 80, 400 74, 
261, 599 485, 825 501, 575 
06: Printing and reproduction. ...<.-............-.---.-.-.-.- 231, , 250 200, 250 
07 Other contractual services... -_....-.-.------------------ 68, : 65, 100 102, 900 
135, 969 139, 700 127, 100 
| 104, 093 50, 100, 000 
Daxes and . 33, 149 44, 700 52, 600 
Total direct nonadministrative expenses. -..-------~----- 26, 554, 641 26. 100, 000 24, 000, 000 
Nonadministrative Erpenses Payable Out of Reimbursements 
From Other Accounts 
04 Communication services. } 
08 Supplies and materials_ 5 | 


Total nonadministrative expenses payable out of reim- 
bursements from other accounts. 


| 
i 
dj 
Nonadministrative expenses incurred - 26,577,917 | 26, 100, 000 | 24, 000, 000 
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Mr. Puitrrs. The committee will come to order, please. 

We have the continued hearing of the budget request of the Hous- 
ing and Home Finance Agency for the fiscal year 1955 and, by pre- 
vious arrangement, we have before us this morning the Federal Hous- 
ing Administration with Mr. Hollyday, Commissioner, who, I pre- 
sume, will be the principal witness, erchenpanies by Mr. Thompson, 
Comptroller, Mr. Bovard, General Counsel, Mr. Thornton, Director of 
Research and Statistics Division, Mr. Bazan, Director of the Budget 
Division, and Mr. Eiseman, budget analyst. 

I will say further, when we conclude this, we expect to take up 
FNMA, and at that time the Administrator, Mr. Cole, should be with 
us. We are trying to fit ourselves into his program, as well as ours. 

This afternoon we would like to conclude the hearings on public 
housing. 

Mr. Hollyday, before we go into your budget, let me note the fact 
that this is your first appearance before this committee as Federal 
Housing Commissioner. It is our practice to ask new officials such 
as yourself to give us a brief description of their previous experiences 
and backgrounds, so we may have that in our record. Will you now 
give us a short summary of your own background ? 

Mr. Horiypay. I have been been in the real estate and mortgage 
finance business since I was graduated from John’s Hopkins University 
in 1914. During 39 years in the home financing field I have been a 
real estate salesman, a salesmanager, a bank director, and from 1944 to 
1953 was president of the Title Guarantee Co. in Baltimore, Md. 

On a national scale my experience includes committee work for the 
Mortgage Bankers Association of America and from 1946 to 1947 
I was the president of that association. 

At the present time I am Commissioner of the Federal Housing Ad- 
ministration, having been appointed to the position by President Ei- 
senhower in April 1953. I am also serving as the president of the 
board of trustees of the Council of Churches of Maryland and Dela- 
ware and am president of Fight Blight, Inc. 

Mr. Puiturrs. Thank you. Now, Mr. Commissioner, do you have 
a statement you would like to make? 

Mr. Hotiypay. Yes, sir. 

Mr. Puituips. Will you proceed, please. 


GENERAL STATEMENT 


Mr. Hotiypay. Mr. Chairman and members of the committee: I 
aren this opportunity to discuss our budget with you. I should 
like to take a very few minutes to mention some of the basic factors 
in our budget. 


AMOUNT OF FUNDS REQUESTED FOR ADMINISTRATIVE EXPENSES 


Mr. Putiuies. Let us put in the record first the amount you are 
asking for next year, $5,350,000 as compared with $5,322,800 for the 
current year and $4,844,271 for fiscal year 1953. 

Mr. Hottypay. For administrative expenses. 

Mr. Purmures. That is correct. 

_ Mr. Hottypay. Expenses: The operating expense estimate for 1955 
is $29,350,000. This estimate is more than $2 million below estimated 
expenses for 1954 and nearly $3 million below the rate of expense pre- 
vailing last July. 
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Mr. Purtuies. I do not like to interrupt you, but I do not under- 
stand that. 

Mr. Bazan. What you stated was the administrative expenses, to 
which we added the nonadministrative expenses of $24 million in the 
estimate. 

Mr. Pumutes. Where is the reduction of $2 million under 1954? 

Mr. Bazan. The 1954 total expenses is $31,422,800, 

Mr. Hotiypay. It is combined. 


INCOME 


FHA’s income from fees and premiums collected in 1955 will be 
approximately $132,600,000, 


VOLUME OF BUSINESS 


The estimated volume of new applications for mortgage insurance 
is lower in 1955—424,000 unit applications as compared with 453,600 
for the current year. Repair and improvement loans reported for 
insurance under title I of the National Housing Act are estimated at 
1,750,000 in 1955 as contrasted with about 1,900,000 for 1954. Insur- 
ance in force, on the other hand, will increase substantially and is 
expected to reach $19.8 billion by June 30, 1955. As of last June 30, 
insurance in force aggregated $16.7 billion. 


HOUSING STARTS 


These estimates presuppose a drop in nonfarm housing starts to 
about 900,000 as compared with about 1.1 million starts in the calendar 
year just ended. The estimates have also assumed that FHA’s share 
of these starts would continue to be about one-fourth of the total. In 
keeping with established custom, no consideration has been given 
in the estimates to the new programs recommended by the President, 
to extension of the military and defense housing programs which will 
expire at the end of the current fiscal year, or to any additional FHA 
responsibilities which may arise as a result of the recommendations of 
the President’s Advisory Committee on Housing, or other proposals 
under consideration. 

REPAYMENT OF CAPITAL 


Last June FHA began repaying the capital advanced by the United 
States Treasury in the early days of the FHA operations. As of 
January 31, $45.9 of the $65.5 million advanced together with all 
interested accrued through January totaling $20.3 million, had been 

aid to the Treasury. e have just completed arrangements for 
immediate repayment of the balance of $19.6 million of capital with 
interest accrued since January. When this check is drawn we will 
have repaid all of the capital advanced with interest, a total of $85.9 
million. 

BACKLOGS ELIMINATED 


When FHA last appeared before your committee we were con- 
fronted with very serious backlogs. Some 475,000 title I loans re- 
orted for insurance in fiscal 1953 could not be processed that year. 
Vith the relief granted in the 1954 Appropriation Act, coupled with 
a temporary period of reduced activity from July through October 
because of money market conditions, the most serious backlogs have 
now been brought under control. The 1955 budget estimate would 
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pean us to operate on a minimum standard while avoiding further 
acklogs. 


REDUCTION IN STAFF 


In line with the drop in new insurance applications, we have cut our 
field force by about 500 employees, and are now in the process of a 
further reduction of about 100, which will make a total reduction of 
about 15 percent accomplished during the fiscal year. To keep pace 
with the increasing volume of insurance in force and to eliminate 
backlogs and place « our work on a current schedule, we increased the 
Ww ashington staff, mainly in accounting work, by 85 “employ ees during 
the year. The 1955 budget provides an average employment of about 
4,850 as compared with a staff of appr oximately 5,600 last July. 

Thank you. I should be happy to endeavor to answer any questions 
which the committee may have. 

Mr. Putuirs. That is a very nice statement and one of the nicest 
parts of it is that it is concise and to the point. 

Just to make clear in the record this point which I touched upon 
before, what you are using are corporate funds. We are, therefore, 
interested in the limitation to be placed upon the amount of corporate 
funds to be used for administrative expenses. Is that right? 

Mr. Hottynay. Yes, sir. 

Mr. Puiwurrs. And then the nonadministrative expenses you esti- 
mate next year as $24 million. 

Mr. Bazan. Yes, sir. 


REDUCTION IN PERSONAL SERVICES 


Mr. Puruirs. I think you should be commended for wiping out 
the backlog, but when I get to the end of your general statement, where 
you say you have put on 85 employees during the yor to eliminate 
acklogs and get the work on a current schedule, I have not checked 
to see whether you drop them off eventually when that work is con- 
cluded. 

Mr. Bazan. I have a statement here that will reconcile the allow- 
ance for the current year with the other, which I can submit for the 
record, 

(The information requested is as follows :) 


Comparison of fiscal year 1955 administrative estimate with fiscal year 1954 


appropriation 
Man-years Amount 
: 1, Additional requirements to provide full year’s salary cost and 
travel expense for employees added in fiseal year 1954 ____- 4 10.7 82, 000 
2. Increased accounting (7) and auditing (5.5) requirements rere 12.5 45, 000 
3. Additional requirements of the a naaaene Division. 4.0 22, 000 
4. Costs incident to acquisition of new space _- 21, 000 
Less: 
1. Backlogs of accounting work accomplished in fiscal year 1954______ 21.8 83, 000 
2. Savings in personnel due to smaller staff to be serviced and as a 
result of management improvements in Administrative Services 
3. Saving in postage expense budgeted as nonadministrative in 1955.|..........___- 13, 000 


5 
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Mr. Puttutrs. Perhaps you might tell us briefly what you are doing. 

Mr. Bazan. Briefly, we are dropping off the employees that were 
added to adjust the backlog, 21.8 employees this year, and the increases 
are for continuing the mortgagee audits which we had discontinued. 
That is a continuing program which we had not been able to do at all 
in 1953; but those addressed to the backlog, title 1, we drop off 21.8 
employees during the year. 

Mr. Pures. It still leaves you an increase of 60 or more employees. 
How soon do you expect to drop more of them ? 

Mr. Bazan. Perhaps I had better go through this with the full 
explanation. It is very brief. 

The 1954 appropriation provided 899 man-years and $5,322,800 for 
administrative expenses. Then you add the following additional re- 
quirements: To provide full year’s salary cost and travel expense for 
investigation employees—and that is a continuing problem for mort- 
gagee audits, and for financial examination of the title 1 institutions— 
10.7 man-years and $82,000. Then add increased auditing and account- 
ing work, which is shown on a workload table on page 22—12.5 for 
$45,000; and the additional requirements for servicing our increased 
volume of multifamily housing—4 man-years for $22,000, and the cost 
incident to the moves we have to make, having been moved out of the 
present space—$21,000. Then to complete the reconcilement of the 
estimate we deduct backlogs in accounting work accomplished this 
year, $83,000 and 21.8 employees savings in personnel due to smaller 
staff to be serviced and as a result of management improvements in 
Administrative Service Division, 14.4 employees for $46,800, and sav- 
ings in postage expense budgeted as nonadministrative in 1955, $13,000, 
which reconciles it to the 1955 estimate of 890 man-years, or $5,850,000. 

Mr. Puttures. I thought you were in the building on K Street. 

Mr. Bazan. Weare. That has been sold and the new owners want 
to occupy it themselves. We were actually in five different buildings 
scattered over Washington. 

Mr. Puitures.. Where do you go? 

Mr. Bazan. We are moving the employees from 3 of those buildings 
into 1 building at 333 Third Street, which will improve our layout 
considerably, but it won’t quite accommodate all of us, and the new 
arrangements for space have not been settled yet. That is very close 
to the Court Municipal Square. 


AUDIT DIVISION 


Mr. Jonas. Why do you need additional employees here in Wash- 
ington in accounting work to be used principally, as I understand 
it, in auditing mortgage papers, when you are expecting fewer 
applications 

Mr. Bazan. The auditing work is not primarily related to the 
volume of applications. e have some 930 mortgagees operating 
in the field that are not under any State or Federal supervision. 


They are required to accumulate escrow deposits for payment to us 
and we audit them periodically to be sure their escrows are in order. 
Mr. Jonas. You mean field audits? 
Mr. Bazan. These are audits made by our auditors of these mort- 
gagees operating without any other supervision except ours. 
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Mr. Jonas. You mean you have people in Washington going over 
their reports 

Mr. Tecan. They go to the institutions and make a bank exam- 
ination. 

Mr. Jonas. But they do not go there from Washington, do they? 

Mr. Bazan. Yes, sir. 

Mr. Jonas. You send them from Washington ? 

Mr. Bazan. Yes, sir; we send them from Washington to the various 
institutions. It is a group of auditors which at the present time 
has been able to accomplish only about a 20-percent coverage of 
these mortgagees in a year. The budget provision we make for next 
year will provide for a 50-percent coverage per year, or complete 
coverage in 2 years. 

Mr. Jonas. They do not work out of your regional offices, then? 

Mr. Bazan. No, sir; they work out of the Audit Division in Wash- 
ington, which gives a much more flexible arrangement, I think. And 
they are approximately a small group engaged in mortgage audits and 
rental-property audits. There are about 10 of those. We get a flexible 
use out of them and get supervision over them. We have them in a 
squad to go where they are needed. 

Mr. Hottiypay. I think it might interest you to know that we have 
actually divided up into regions, but we do not have any regional 
offices. 

Mr. Jonas. What do you call the offices—say, the one in Greens- 
boro, N. 

Mr. Hottypay. In that case, that office takes care of the entire State 
of North Carolina. We have a director 

Mr. Jonas. You do not call it a regional office ? 

Mr. Hotiypay. No, sir; we call that a field office. We do not call 
them State offices, because in some of the larger States like Texas, we 
will have three different offices. But those are field offices. 

Unfortunately in fiscal 1953, with 930 mortgages not subject to Fed- 
eral or State supervision, we had examined only 9 offices. It seems to 
me that is like a shoemaker not putting shoes on his children, because 
the only protection we have is an examination of the operations of 
those people and it seems to me that an insurance agency, which 
we are, should be very careful to do it. 

Mr. Jonas. I am not objecting to the auditing of mortgagees, but I 
was questioning the efficiency and economy of doing it out of a central 
office in Washington. 

Mr. Hottypay. That is the only source we have to do it. 

Mr. Bazan. The field offices are purely and simply in the business of 
receiving applications for mortgage insurance. There is no account- 
ing personnel in those offices, and I think it can be demonstrated that 
the whole operation can be done more economically in this way. The 
whole Auditing Division is estimated at 36 employees and to get na- 
tionwide coverage we would have to spread them pretty thin without 
any supervision of them. 


JUSTIFICATION OF THE ESTIMATES 


Mr. Putuirs. Now we will insert pages 3, 7, 8, 9, 10, 13, 14, and 15. 
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FEepERAL Housinc ADMINISTRATION 


Program highlights 


[Dollars in millions] 
Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 
VOLUME OF OPERATIONS 
Unit eppiioations 569, 320 455, 000 429, 000 
Insurance commitments made. __._.................------_--- $4, 307.7 $3, 582.8 $3, 338. 4 
Mortgage and yield insurance written: 
312, 458 339, 700 316, 300 
Mortgage amounts Inemred.... .........cconcccncccccccccces $2, 545.7 $2, 900. 5 $2, 687.8 
Improvement loans insured: 
1, 495, 846 1 2, 375, 600 1, 750, 000 
$880. 7 $1, 425.4 $1, 050. 0 
Estimated outstanding balance of insurance in force, end of 2 
fiscal year: 
Acquired security or collateral on hand, end of year: Defaulted 
$50.8 $52.9 $54.3 
Acquired properties: 
INCOME AND EXPENSE 
Net fee and premium income collected_._.............-..--.-- $115.6 $134.6 $132.6 
EY PENSE 
Nonadministrative expenses. $26.6 $26, 1 $24.0 
Excess of income over expense... $84, 2 $103.2 $103.3 
Ratio of operating expenditures to net fee and premium in- 


1 Includes fiscal year 1954 estimated receipts of 1,900,000 and 475,600 loans backlogged from 1953 (due to 
inability to process because of limited funds). 


PROGRAM REVIEW 


Fiscal year 1953 

In 1958 FHA operations were carried on during one-fourth of the year under 
credit controls which were comparable to the general credit controls under regu- 
lation X but more stringent in that they applied to both existing and new con- 
struction, while regulation X was applicable to new construction only. 588,619 
unit applications for mortgage insurance were received. Of these, 97,813 were 
defense and military housing under titles VIII and IX. 369,620 unit applica- 
tions during 1953 covered new construction while 218,999 covered existing prop- 
erties. Credit controls, materials shortages and the adjustment of the mort- 
gage market to the withdrawal of Federal support to government-bond prices had 
held the 1952 volume to 436,000 unit applications. This was reflected in the unit 
mortgages closed and insured in 1953 which totaled 312,458. Construction starts 
under FHA likewise reflected the previous year’s lower volume of applications. 
Starts totaled 275,631; 904 properties and mortgages were acquired in exchange 
for debentures; 771 acquired properties were sold. Repair and improvement 
loans reported for insurance under title I of the National Housing Act increased 
heavily in 1953 to an all-time high of 1,878,000 for the year as compared with 
1,632,000 in 1952. Insurance in force was $15 billion at the beginning of the 
year. During the year there was a net increase of $1.7 billion, bringing the total 
to $16.7 billion on June 30, 1953. 


Fiscal year 1954 

It is estimated that 453,600 unit applications for mortgage insurance will be 
received during this year, or a drop of about 135,000 units from 1953. This 
revised estimate reflects the low volume of receipts for the July-October period 


; 
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when market conditions made it difficult to secure financing. Receipts for the 
remaining 8 months of the year have been estimated at approximately the same 
rate of the July—October period after adjusting for the seasonal variation. 
339,700 unit mortgages are expected to be insured during the year ; 257,000 units 
are expected to be started under FHA’s programs. Repair and improvement loans 
are estimated at 1,990,000, about 50,000 below the current annual rate; 900 prop- 
erties and mortgages are expected to be acquired in exchange for debentures. 
Sales of acquired properties are expected to increase to 1,098. Insurance in force 
is estimated to increase from $16.7 billion on June 30, 1953, to $18.5 billion on 
June 30, 1954. 


Fiscal year 1955 

A further decline to about 424,000 FHA unit applications is expected in 1955; 
816,300 unit mortgages are expected to be insured during the year. FHA starts 
are estimated at 228,000 units. In line with the general decline in activity, re- 
pair and improvement loans are estimated at 1,750,000 in comparison with the 
current rate of about 1,950,000. 

An estimated 900 properties and mortgages are expected to be acquired in 
exchange for debentures. Sales of acquired properties are expected to increase 
to 1,210. 

Insurance in force is estimated to be $19.8 billion on June 30, 1955, as compared 
with $18.5 billion at the beginning of the year. 

The accompanying table presents the estimates of applications to be received 
for new and existing construction under the several sections of the act in 1955 
in comparison with actual and estimated receipts for 1953 and 1954, respectively. 


Unit applications received 


Actual, fiscal year 1953 year year 


New | Exist- New | Exist- New | B —? 

Total | | con- | Total | co” Total 

struc- | struc- otal | strue- | cin 

tion ti tien tion 

on tion 
Home mortgages: | | 

4, 537 149 4, 686 | 10,000 1,000 | 11,000 | 15, 000 16, 000 
228, 051 |215, 743 |443, 794 | 193, 600 [170,000 |363, 600 (195, 000 | 168 363, 000 
6,000 | 6,000 |........ | 5, 000 5, 000 
18 500° } 2, 000 2, 000 
71, 190 483 | 71,673 7, 000 500 | | 


Total home mortgages.|303, 818 |218, 991 |522, 809 |211, 600 |179, 000 |390, 600 |210, 000 |176, 000° 386, 000 


Project mortgages: 


22,090 | 18, 500 18, 500 18, 000 | 18, 000 
17, 332 | 25,000 |.....-.- 25, 000 | 17,000 |........ 17, 000 


| 000] 38, 000 


ches tes 65, 802 8 | 65,810 | 61,000 _ 2,000 | 


Total units received ....|369, 620 (218, 999 |588, 619 (272,600 | 1181,0 000 00 | 453, 600 215, 000 ow | 424, 000 


| 

| 
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ADMINISTRATIVE BUDGET 


The administrative budget encompasses the central direction, control and 
supervision of all insuring operations, the development and maintenance of 
architectural, valuation, and other technical standards and procedures, and the 
maintenance and servicing of all insurance in force. Expenses have been steadily 
cut in the face of rising workload. The following table compares administrative 
expenses, adjusted to reflect the salary rates prescribed by Public Law 201, 88d 
Congress, from the fiscal year 1951 through the estimate for the fiscal year 1955 
with the insurance in force at the end of each fiscal year. 


| 1951 actual | 1952 actual | 
| 


1953 actual | 1954 estimate | 1955 estimate 


$4, 844, 271 $5, 322, 800 $5, 350, 000 


Expenses. $5, 435, 000 | $5, 195, 517 
Insurance in force (in million 
a a 13, 622. 1 | 15, 022. 2 16, 669. 9 18, 533. 2 19, 792. 4 


At the beginning of the fiscal year 1951, FHA had an administrative staff of 
about 1,050 employees. By the end of the fiscal year 1953 the staff had been 
reduced to approximately 820 employees. Serious backlogs had developed and 
essential controls over insuring operatings had been weakened. With the relief 
afforded under the 1954 appropriation limitation of $5,322,800, steps were taken to 
eliminate backlogs and reestablish certain essential controls over insuring 
operations. Provision is made in the 1955 administrative budget for keeping 
abreast of the current workload and for maintaining essential controls at approxi- 
mately the minimum level established under the 1954 appropriation limitation. 

An intensive management-improvement program has assisted in achieving 
substantial economies in certain operations which will be more particularly 
described in the course of the budget justification. In the following sections of 
this statement the estimates for each object of expense are presented and 
discussed. 


01 Personal services 


Estimate Estimate 
Actual, fiseal 
fiscal year fiseal year 
| year 1968 19% | 1985 
| 
Average employment 819 882 875 
$3, 974, 661 $4, 289, 150 $4, 313, 550 


Personal services represent 82 percent of total administrative expenses. The 
table on the following page shows the average employment and salary expense 
for each division for the fiscal years 1953, 1954, and 1955. On the succeeding 
page is an analysis of positions as to professional (above grade GS-8) and 
clerical (below grade GS-9). Detailed explanations of the requirements for each 
division are discussed on the following pages. As will be noted from a study 
of the analysis of lapses, no funds are requested for the cost of within-grade 
salary advancements. 


ADMINISTRATIVE PERSONAL SERVICES 


Mr. Puituies. The last three pages show the administrative budget 
and the only question that comes to my mind on page 12 is when 
does this program level off. In 1951 it was $5,400,000; in 1952 it was 
$5.2 million; it dropped back to $4.8 million in 1953 and in 1954 it 
is up again to $5.3 million, and in 1955 it is $5.3 million. In that way, 
it is leveling off, so my question should be, does it ever begin to drop. 

Mr. Bazan. May I say this, that the expenses are related, of course, 


to the basic central administration of the program and, in addition, 
to the maintenance of the insurance which we get on the books. That 
insurance is growing and when it ceases to grow I think the trend 


— 
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would turn the other way. But notwithstanding the drop in new busi- 
ness this year over last year there has been a growth in volume of 
insurance in force and that has to be serviced with premium collections 
each year and mainly accounting work that will gradually increase, 


but not very much. 


Mr. Puitures. We will put in pages 16 and 17. 


Schedule of administrative personal services 


Fiscal year 1953 Fiscal year 1954 Fiscal year 1955 
average employ- average employ- average employ- 
ment ment ment 

Amount Amount Amount 
ON ae 9.1 $75, 246 9.9 $85, 335 10.0 $86, 000 
41.2 251, 164 47.5 289, 200 50. 5 305, 300 
41.4 225, 620 44.6 234, 555 40.2 218, 000 
ee ee aeee 12.3 80, 907 12.5 82, 850 12.0 80, 750 
Administrative services.............-.-.-- 205. 5 754,724 | 210.0 780.720 | 200.0 750, 500 
256.7 993, 067 295.8 1, 145, 730 282.8 1, 105, 290 
Research and statistics...............-.... 51.8 251, 147 51.0 259, 345 51.5 262, 870 
« = 21.0 122, 564 24. 2 141, 545 24.5 143, 000 
26. 2 172, 488 29.0 194, 385 35. 5 224, 885 
42.1 282, 539 44.4 300, 915 46.5 311,415 
Multifamily housing...........-.....-....- 41.2 237, 798 41.6 237, 390 48.0 274, 360 
| eee ee 70.5 527, 397 71.5 537, 180 73.5 551, 180 
819.0 | 3,974,661 | 882.0] 4,289,150 | 875.0 4, 313, 550 

Terminal leave... .....-. 6.5 45, 10.0 48, 000 10.0 48, 

Overtime and holiday pay---..-.-..-.-.-.-- 2.5 9, 980 7.0 29, 000 5.0 21, 500 
Work in excess of 52-week 16, 500 
Total personal services_.......-.---- 828.0 | 4,045,747 | 899.0 | 4,382,850} 890.0 4, 399, 750 


Schedule of administrative positions, professional and clerical positions by divisions 


Fiscal year 1953 Fiscal year 1954 Fiscal year 1955 
Profes- Total| Total] Pr Clerical | Total 
ee ee 6 3 9 7 3 10 7 3 10 
21 21 42 27 24 51 27 24 51 
20 30 50 18 28 46 18 24 42 
7 7 14 8 4 12 8 4 12 
Adininistrative services... .......- 16 212 | 228 13 206 | 219 14 189 203 
27 257 | 284 26 286 | 312 26 286 312 
Research and statistics_.........-- 15 40 55 15 38 53 14 38 52 
12 10 22 13 12 25 13 12 25 
Field operations. -_.........-..--- 23 24 47 26 21 47 26 21 47 
Multifamily housing-_-.-------.-~-- 23 22 45 21 23 44 25 24 40 
OO ee 53 23 76 52 22 74 52 22 74 
Total FHA positions... ...-. 246 654 | 900 252 671 | 923 258 655 913 
247 666 | 913 252 679 | 931 258 663 921 
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Summary of positions, by grade 


Fiscal year | Fiscal year | Fiscal year Fiscal year | Fiscal Fiscal year 
1953 1955 | 195% 1954 1955 

Ungraded_..- 1 1 | 1 49 47 48 
GS-17. 1 1 1 || 46 45 45 
2 2 115 114 114 
GS8-15......- 24 23 22 || GS-4. 140 145 138 
37 36 36 || GS-3_._..- 181 199 190 
GR sas 43 44 44 || GS-2. 76 | 74 74 
70 70 69 1 | 1 1 
38 44 28 27 27 
GS-10. ...-.- 3 3 24 21 21 
28 28 | 28 
6 6 6 Total | 913 931 921 


OFFICE OF THE COMMISSIONER 


Mr. Puitiirs. Now, if the committee will turn to page 16, here you 
show an increasing number of people in the Commissioner's own 
office, from 9.1 in 1953 to 9.9 in 1954 and 10 in 1955. In the Legal 
Department, you show an increase from 41.2 in 1953 to 47.5 in 1954 
and 50.5 in 1955. 

I find it a little difficult to understand why you need more people in 
the Commissioner’s office, and I find it even more difficult to under- 
stand why you need more people in the Legal Department. 

Mr. Bazan. May I address myself to that? In this year and next 
it is really the same number of positions. Last year the position of 
Deputy Commissioner was changed with the administration, you re- 

call, and the position of Deputy Commissioner was vacant part of 
that time. That accounts for the 9.1 instead of 10. 


LEGAL DIVISION 


In the Legal Division, the difference is in the investigation per- 
sonnel, and the 47.5 reflects the average employment this year and 
the same number of employees is in the budget for next year. In 
other words, with the $5,322,800 the committee authorized ‘last: year 
to meet our backlog situation and our deferred work—in this par- 
ticular it was inv estigative work—we employed additional investi- 
gators which came on during the middle of the year. Therefore, pro- 
jecting them throughout next year, it results in an average employ- 
ment of 50.5 in 1955 as compared with 47.5 this year. But it is the 
same staff and, as you notice on the next page, the number of posi- 
tions is the same. 


PERSON NEL DIVISION 


Mr. Puiiutrs. The “Personnel” item, which is next, is 41.4 in 1953, 
44, 7 hy and 40.2 in 1955. What is ‘the total number of employees 
in 

Mr. Bazan. That is based on a ratio of 1 to 135 employees engaged 
in personnel activities, plus employees engaged in health Garvie th In ac- 
cordance with the formula provided in the Appropriation Act. 
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Mr. Puturrs. Yes; but you have already testified you have caught 
up with the backlog, and you had a big jump in personnel last year. 

Mr. Bazan. Yes, sir. 

Mr. Parmurs. Talking of the legal personnel, you jumped from 41.2 
in 1953 to 47.5 in 1954. This may seem like a very small item, but we 
are chipping the edges all around the budget this year. I do not 
know how you get three new people for legal work. 

Mr. Bazan. It is for investigation work. This fiscal year through 
December, for example, we received some 80 investigation cases. The 
staff, which has only recently been increased, pursuant to the author- 
ity granted last year, was able to complete only 30 of them. It will 
mean in the last half of the year with the full staff on board they will 
complete about 60 or 70 investigations and will begin to keep current 
with the work. But those investigations come in on fraud and crim- 
inal matters, and we were having some of them go by the board be- 
cause the statute of limitations had expired and it was really a very un- 
favorable situation. 

We have added investigators this year that we think will barely 
keep us current with that work—we are not so far—and we are pro- 
jecting no increase next vear in the staff we have right now, but are 
continuing the same staff. The increase in man-years is because of 
full-year employment next year. 

Mr. Putmurps. I do not find the figure representing the 5,400 people. 

Mr. Bazan. You combine the administrative and the nonadminis- 
trative employment during the fiscal year 1954 which totals 5,249 
average employment. This statement which was introduced in the 
record, which appears on page 10 of the justifications gives you a 
total employment figure for both administrative and nonadminis- 
trative. 

Mr. Putups. We probably won't argue with you too much on 1 
employee, but I think you are above the 135 limitation. 

The following was subsequently submitted in connection with the 
personnel ratio:). 


Determination of staff requirements for Personnel Division, fiscal year 1955 


Full-time employees : 


Reimbursable 
Stal wanject to personae Pato... 4, 950 
Fiscal year 1955 estimate for Personnel Division: 
Employees engaged in personnel activities_.____.___._._________--___-_ 86. 2 


The Budget Division seems to keep itself down to a reasonably 
continuing level. ; 


ADMINISTRARIVE SERVICES DIVISION 


Administrative Services Division means what? 

Mr. Bazan. We have large central files in which all of our insured 
cases, several million, are filed, and then there is printing, messenger 
and procurement service. 


4,950+-36.2=137 (ratio used ia fiscal year 1955 estimate). 
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COMPTROLLER’S OFFICE 


Mr. Putuuies. I am always curious when I see a split in the Comp- 
troller’s Office and the Budget Division. Is that to get an extra chief 
of a division? 

Mr. Bazan. No, sir. We have a very, very large accounting opera- 
tion dealing not primarily with administrative accounts, but with the 
premium collections and reducing mortgages, and that is the Comp- 
troller’s Division biggest operation. 

Mr. Puiwuires. Do not you think technically that the Budget Office 
ought to be under the Comptroller ? 

Mr. Bazan. That is an embararssing question. 

Mr. Hotiypay. You are talking about his job. 


RESEARCH AND STATISTICS DIVISION 


Mr. Puiiires. Coming to the Research and Statistics Division, that 
ought not to go up; that ought to come down. You ought to begin to 
know pretty soon what the statistical situation is. 

Mr. THORNTON. It stays approximately the same and the work of 
that Division is largely maintaining a current record of operations. 
It is not a matter of research, but rather statistics. 

Mr. Puiurrs. As Mr. Jones pointed out a moment ago, the real 
question here is your increase not over 1954, but your 1955 jump 
compared to 1953. We gave you an increase of employees last vear 
which you have already talked about, in order to clean up the backlog. 
Now you have testified you are getting the backlog out of the way, 
but you still have an increase of 56 employees over 1953. Cannot you 
get along with the same number? 

Mr. Bazan. No, sir; I do not believe so; because we have scrutinized 
our budget very carefully and I do not believe so. 

Mr. Puituis. The assumption is if you have to have more people 
for 1955 than you had for 1954, you did not get along very well in 
1954. Here you have six and a half new auditors in 1955 as compared 
to 1954; yet the audit operations in 1954 seem to have been satisfactory. 

Mr. Bazan. No, sir. The difference is entirely in mortgagee and 
rental brokerage auditing. In 1954 we got 20-percent coverage and in, 
1955 we need 50-percent coverage which, in other words, means cover- 
ing them once in 2 years. 

Mr. Puuuirs. Has it worked all right ? 

Mr. Bazan. I do not believe it works when we do not audit them. 
We have found these audits turn up situations which need attention, 
and if we are only covering 20 percent of them, it means we only get 
some of them once in 5 years on the current basis. 


MULTIFAMILY HOUSING DIVISION 


Mr. Puiturs. Why do you need 6.4 additional people for the Multi- 
family Housing Division ¢ 

Mr. Bazan. That is primarily a servicing and supervision oper- 
ation. Those are rental housing mortgages of which we now have 
some 8,000 on the books. We get operating statements from them 
to protect us against a contingent liability on them, so that we can, 
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keep abreast of their affairs. We are only able to review approxi- 
mately 10 percent of those statements at the present time. We are 
hoping to be able to do a little better than that. 

{r. Pairs. What you would like this committee to do is to look 
at 1955 and compare it with 1954, which shows a reduction of 7 
people net; but what we would like you to do is to look at 1955 
compared to 1953, which shows an increase of 56 people. 

(The following was submitted later :) 


Comparison of fiscal year 1953 administrative expense with fiscal years 1954 and 1955 


estimates 
1954 1955 
Man- Man- 
years Amount years Amount 


Add: Expenses for which funds were not available in fiscal year 


53: 

1. Staff increases: 
(a) Deputy Commissioner (position vacant during 
most of fiscal year 1963)...................-.... 8 11, 000 1.0 13, 800 
(0) 9 employees added in fiscal pe 1954 to achieve 
and maintain a current schedule of investiga- 
6.8 41, 000 9.0 54, 000 
(c) 3 employees added in fiscal year 1954 to provide 
adequate supervision of title I lending institu- 
(d) 9 employees added in the Field Operations and 
Underwriting Divisions to restore adequate 
control over field insuring operations... ....__.-. 3.3 28, 100 7.0 52, 500 
(e) 4 auditors employed in fiscal year 1954 and 6 to be 
added in fiscal year 1955 for mortgagee auditing 
and auditing of rental brokers’ accounts (no 
coverage in 1953, 20 percent coverage in 1954, 
(f) Accounting employees added to eliminate in 1954 
backlogs occurring in 1953 and to perform in 
1955 the accounting in connection with the in- 
creased volume of insurance in force. 39.1 173, 500 26,1 122, 000 
(g) 9 employees added to handle mortgage servicing 
uirements which have been deferred due to 
of funds, while workload has increased --..|........|_....--.-.-- 7.0 36, 000 
(h) Additional employment in Personnel Division 
meow application of approved ratio of 1 to 


(i) Additional employment in administrative serv- 

ices primarily in the Central Files Section to 

handle increased number of insured cases _____- 4.5 26, 000 

2. Increase in travel to provide travel requirements for in- 
vestigators, title I representatives and auditors under 
Printing and supplies (requirements for employees added 
in each year at average cost per employee prevailing in 


ad 


4. Increase in taxes resulting from statutory increase in em- 
5. Cost of moving Washington office. 106, 400 128, 700 
6. Increase in cost of GAO audit (per GAO estimate)..._/_|_-----__- 7,000 |_..-...- 7, 000 
7. Increase in postage expense resulting from Public Law 
Lee 882.0 | 5,322,771 | 880.5 5, 374, 971 
1. Saving in administrative services resulting from manage- 
2. my In postage expense budgeted as nonadministra- 
Total fiscal year requirements. _...............--.--- 882.0 | 5,822,771 | 875.0 5, 350, 126 
5, 322, 800 5, 000 


4 

| 


= 


2181 


JUSTIFICATIONS OF THE ADMINISTRATIVE PERSONAL SERVICES 


We will put in pages 18, 19, 20, 21, 23, 24, and 25; also 26, 27, 28, 29, 
and 30. 
(The matter above referred to is as follows :) 


Commissioner’s O ffice 


| 


| 
| Actual, | Estimate, Estimate, 


| fiseal year | fiscal year fiseal year 
| 1953 | 1954 | 1955 
| 
Fae | 75, 246 | $85, 335 | $86, 000 


The Commissioner is responsible for the direction and administration of the 
Federal Housing Administration and the coordination of the several insurance 
programs, The current staff of 10 has been projected in fiscal 1955. 


Legal division 


Estimate, Estimate, 
| | fiseal year fiscal year 
1954 1955 


The Legal Division is responsible for advising the Commissioner and the 
operating heads of the several insurance programs on all legal aspects of insuring 
operations, for developing and maintaining rules and regulations under the sev- 
eral programs, for mortgage forms and other legal instruments for each State 
and for Alaska, Hawaii, Puerto Rico, and Guam, for the examination and ap 
proval of title in connection with all properties tendered to the Commissioner 
with insurance Claims, and for the conduct of investigations of frauds and other 
criminal activities in connection with FHA insurance and violations of the labor 
standards provisions of the National Housing Act. 

The current staff of 51 has been projected in fiscal 1955. 

The volume of title I claims being processed (due to the larger amount of 
insurance written in the last 2 years‘), and an increase of new lending institu- 
tions participating in the program have materially increased the volume of legal 
problems referred to the Legal Division. To meet this increased workload, 1 
attorney adviser and 1 stenographer have been provided for the Title I Section. 

As of June 30, 1953, there was a backlog of 80 cases in the Investigation Section 
involving alleged violations of criminal statutes with respect to FHA programs 
which have not been investigated due to the small investigative staff. In addi- 
tion, less important matters which should appropriately receive investigation have 
been withheld from the Investigation Section in recognition of the section’s in- 
ability to handle them. The addition of 5 criminal investigators with 2 clerk- 
stenographer positions, accomplished during the period August-November 1953, 
will enable the section to pick up part of the backlog cases, maintain a schedule 
of investigations on a more current basis and handle emergency cases promptly. 


Personnel Division 


Actual, Estimate, Estimate, 
fiscal year fiscal year 
1 


1953 1954 


+ 35,407 claims were paid in fiscal 1953 as compared with 32,155 in fiscal 1952. 


3 
“a | 
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The Personnel Division performs all personnel work for the Federal Housing 
Administration, departmental and field, and provides health and first-aid service 
to employees as shown below: 


activities... ; 37.9 40.6 36.2 


The fiscal year 1955 estimate of 42 employees is based on 1 personnel employee 
to 135 employees in the agency in accordance with the standard for personnel 
stafting approved in the Independent Offices Appropriation Act, 1954, 


Budget Division 


Actual, Estimate, Estimate, 
year fiscal year fiscal year 
953 1954 1955 
Average employment. 12.3 12.5 12 


The Budget Division is responsible to the Commissioner for the development 
and administration of the budget of the Federal Housing Administration, the 
conduct of management improvement activities and the provision of staff assist- 
ance in organization and methods problems to all offices of the FHA. The fiscal 
year 1955 estimate provides for the current staff of 12. 


Administrative Services Division 


Actual, fiscal} Estimate, | Estimate, 


é fiscal year fiscal year 

year 1963 1984 1955 
$754, 724 $780, 720 $750, 500 


The Administrative Services Division provides complete office services, includ- 
ing procurement, duplicating, mail and messenger, central files and library service 
for the Federal Housing Administration, and a switchboard serving the Housing 
and Home Finance Agency. The Washington staff is currently located in five 
buildings. In January 1954 three of these buildings will be vacated and it is 
believed that this move will permit savings in stenographic and other activities. 
The fiscal 1955 estimate is 16 positions below the current year’s staff; of this 
number, 6 will be abolished and 10 will be transferred to a consolidated steno- 
graphic pool. (See p. 54.) 


Comptroller's Division 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
953 1954 


1 1955 
256. 7 295.8 282.8 
nn $993, 067 $1, 145, 730 $1, 105, 290+ 


1 Overtime employment of 2.3 in 1953; 7 in 1954; and 5 in 1955 is excluded. 


Fiscal | Fiscal | Fiscal 
year | year | year 
1953 1954 1955 
| 
— 


2183 


The Comptroller’s Division maintains a complete system of FHA accounts 
designed to meet the requirements of both governmental and commercial prac- 
tices. A complete system of premium collections on all FHA insurance in force 
and a complete machine accounting system covering all insured loans and 
mortgages, in addition to regular governmental administrative accounts and pay- 
rolls, are maintained by the Division. Personnel requirements of the Division 
have been developed on a workload basis and are itemized in the table which 
follows. 

Management improvements in tabulating and other sections during fiscal year 
1953 effected a saving of 3.7 employees in that year; these savings are reflected 
in 1954 and 1955. 

Substantial backlogs developed during 1953: 21.8 man-years of background 
work will be caught up in 1954 by full-time employment in the Comptroller’s 
Division. About 7 man-years of backlog will be caught up by overtime work and 
outside contract in 1954. In addition, more than 10 man-years of backlogged 
work was caught up by overtime and outside contract in the last part of 1953, 
mainly through careful accumulation of lapses, through inventory depletion and 
through release of reserves necessarily held for the uncontrollable item of term- 
inal leave and other contingencies. Backlogs would have been larger had it not 
been for management improvements and increased production per employee. 

Production ratios have improved from year to year as a result of management 
improvements as indicated in the table below which compares the fiscal 1955 
requirements with the requirements which would have resulted from the pro- 
duction ratios of the past 2 years. 


Fiscal year 1955 requirements 


Based on 
fiscal year 
1952 produc- 
tion ratios 


Based on 
fiscal year 


1953 produc- 


tion ratios 


Based on 
fiseal year 


1955 produe- 


tion ratios 


Total requirements... F 332.3 299, 2 | 287.8 
Savings in 1955 as compared with base year-__. 44.5 11.4 


Peak loads occur in the tabulating section at various times of the year which 
cannot be handled during the regular hours without increasing the staff to a 
level not required for average year-around operations. Overttme in fiscal 1953 
amounted to 2.38 man-years and is estimated at 7 and 5 in fiscal years 1954 and 
1955, respectively. 


Research and Statistics Division 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 

1953 1954 1955 
| 

55 53 52 

61.8 51 51.5 

$251, 147 $259, 345 $262, 870 


The Research and Statistics Division provides actuarial, financial, and housing 
market analyses as a guide to insuring operations and maintains statistics on 
FHA insurance programs. The current staff of 52 is adequate to perform these 
services on a minimum level, and no increase is anticipated in fiscal year 1955. 


Title I division 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 194 1955 
| 
verage 21 24.2 24.5 
Annual salar $122, 564 $141, 545 $143, 000 


= 
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The Title I Division is responsible for the administration of the repair and 
improvement loan program under title I of the National Housing Act. Under 
this program, the loans insured average a face amount of $672 and are generally 
unsecured. Heavy reliance is placed upon the lending institutions for exercise 
of sound credit judgment under the standards prescribed by the Federal Housing 
Administration. FHA must maintain direct contact with insured institutions in 
order to advise and assist them in credit techniques and standards used in making 
title I loans so that losses may be minimized. 

On July 1, 1953, there were nearly 5,000 active title I lending institutions with 
approximately 2,500 branches. During the past fiscal year, 337 new lenders 
entered the field, and it is estimated that about 400 will be approved during the 
current year. FHA has found it to be prudent business practice in protecting 
FHA against excessive insurance claims to have FHA financial representatives 
visit institutions whose claim ratios are high, whose operations give evidence of 
inefficiency or of practices which may result in huge claims. New institutions 
entering the field should likewise receive the advice and analysis of FHA 
financial representatives to assure establishment of their operations on a sound 
footing at the outset. Two financial representatives have been added to the staff 
during the first quarter of the current year, bringing the staff of financial repre- 
sentatives to five. This staff will be able to make approximately 450 surveys 
this year and 500 in fiscal year 1955. 


Audit division 


Estimate, Estimate, 
—a fiscal year fiscal year 


1954 1955 


The Audit Division, established at the beginning of the fiscal year 1951 upon 
recommendation of the General Accounting Office, conducts an internal-auditing 
program, audits the field offices, rental brokers’ accounts, multifamily mortgagor 
corporations, especially those operating under modification agreements, and the 
approved mortgagees not subject to State or other Federal supervision. 

As a result of the budget limitations in 1953, no regular mortgagee audits were 
made and less than 10 percent of the rental brokers’ accounts were examined. 
There are at present 981 mortgagees subject to FHA audit examination and 
259 rental brokers’ accounts to be audited. Our experience indicates that an 
auditor can perform approximately 90 mortgagee audits a year while the pro- 
duction ratio on examination of rental brokers’ accounts is between 20 and 25 
per man-year. Four employees have been added during the current fiscal year 
and six will be added in the budget year for these two functions which will pro- 
vide biennial examinations of rental brokers and mortgages subject to FHA 
audit. 

Field Operations Division 


Estimate Estimate 

$282, 539 $300, 915 $311, 415 


The Field Operations Division is responsible for the direction of 75 insuring 
offices of the Federal Housing Administration as well as for the development of 
policy and administrative procedure on the basic insurance programs covering 1- 
to 4-family housing. 

Reductions staff required by administrative expense limitations in 1952 and 
1953 weakened control over the operations of the insuring offices. Only 36 of 


! 
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the 75 insuring offices were examined by the Field Examination Section of the 
Field Operations Division last year. 

As property sales in the 1- to 4-family class increase, the number of Commis- 
sioner-held mortgages requiring servicing by the Home Mortgage Servicing 
Section is increasing; 4,601 mortgages were under servicing June 30. About 
5,700 are expected to be on hand June 30, 1954. While it is prudent to withhold 
such mortgages from the present tight market, conditions are expected to permit 
sale of about 1,500 of them in 1955. Such sales will further increase activity 
in this section. 

To meet these problems, under authorization granted by Congress in fiscal 
1954, 5 positions were restored at the beginning of this fiscal year (3 to field 
supervision and 2 to mortgage servicing) bringing the total staff to 47; the 
estimate for 1955 continues the staff at the current level. 


Multifamily Housing Division 


| 


gre Estimate, Fstimate, 
a fiscal year | fiscal year 

1954 1955 
Average 41.2 41.6 48 


The Multifamily Housing Division is responsible for administrative procedure 
and policy on the large-scale housing program of the Federal Housing Adminis- 
tration and for continuing analysis of insured multifamily housing projects to 
protect the FHA’s contingent liability on such projects from unnecessary risks 
which may result from inefficient mangement by the owners of the projects. Pur- 
suant to the Independent Offices Appropriation Act, 1954, the position of Assistant 
Commissioner, Cooperative Housing, was abolished and the functions and person- 
nel of the Cooperative Housing Division were transferred to the Multifamily 
Housing Division. For purposes of clarity, the personnel and attendant costs 
of the Cooperative Housing Division for fiscal 1953 have been combined with 
those of the Multifamily Housing Division in this justification. 

The mortgage servicing operation of the Multifamily Housing Division involves 
more than 8,000 projects. Congress has charged the FHA with the responsibility 
of keeping abreast of the affairs of the mortgagor corporations on rental housing 
projects, the duty of assuring that a specified portion of excessive surplus accumu- 
lations are applied to the reduction of the mortgage as well as the duty of insur- 
ing that excessive portions of income are not diverted into salaries of the corpo- 
rate officers. 

On projects encountering financial difficulties, FHA must consider and act upon 
proposals by the mortgagees for forbearance or adjustment of financial responsi- 
bilities so as to restore the financial stability of the project. 

When default has occured, and it has been determined by the mortgagee and/or 
the Federal Housing Administration, that further forbearance or financial adjust- 
ments in an attempt to salvage the corporation would not be advantageous to the 
lender or to FHA as insurer, the lending institution may, at its election, either 
close the mortgage and tender to FHA the property with its claim for debentures 
or assign the mortgage to FHA with its claim for debentures. In either event, 
speed in handling the transaction is important to FHA since interest on the de- 
bentures runs from the date of the default, and therefore, delay causes debenture 
interest to run while FHA is still not in a position to begin corrective action 
toward the minimization of losses on the projects. 

Under section 213, FHA has the additional responsibility of providing advice 
and assistance to interested groups with respect to the organization of coopera- 
tives for construction of housing for its members and in construction and man- 
agement of a housing development. 

The table appearing below distributes the staff of the Division to the several 
functions performed. In the fiscal year 1955 the estimated staff of 49 will be 
responsible for more than 8,000 insured projects as compared with a staff of 
84 in 1946 when there were only 365 insured projects. Of the 6 positions added 
in 1955, 5 will be assigned to project supervision and 1 to analysis of operating 
statements with the objective of analyzing approximately 20 percent of the finan- 
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cial statements, in contrast to the spot sampling of 10 percent or less which was 
the maximum that could be done last year. 


Estimate, 
Current staff | fiscal year 
1955 


Policy, genera] administrative and files..............-..--..-.------.-...-- 9 9 
Project insurance (new rental housing business) 6 6 
Cooperative housing... Ric « dd 6 6 
43 4y 
Underwriting Division 
Actual, Estimate, | Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 

$527, 397 $537, 180 $551, 180 


The Underwriting Division is responsible for the maintenance of architectural, 
valuation, mortgage credit, land planning and other standards, techniques and 
procedures for the determination of mortgage insurance risk, including the ade- 
quacy of proposed construction methods and materials with due allowances for 
differences in local conditions. The Division also performs a continuing exami- 
nation of underwriting practices in the field to insure conformity with established 
standards of construction, land planning, and risk selection. Regular field in- 
spections must be made by technical staff from Washington headquarters, and 
special problems arising in all insuring offices require review and analysis by the 
Washington underwriting staff. 

The underwriting system and the supervision necessary to maintain it is fun- 
damental to the long-term success of the FHA program. The performance of this 
Division has been seriously impaired by successive budget cuts which have re- 
duced the staff from 100 at the beginning of fiscal 1951 to 70 during the past 
fiscal year. Required decisions as to the acceptability of proposed new materials 
and methods of construction have been seriously delayed. To meet these most 
urgent deficiencies in this area of work, 4 engineering posts have been restored 
to the staff during the current year bringing the staff to 74. The 1955 estimate 
has been held to this level. FHA is also exploring with qualified industry groups 
and with the Bureau of Standards, means of establishing the most effective 
long-term solution to these problems. 


SALES OF MORTGAGES ON FORECLOSED PROPERTIES 


Mr. Putters. I would like a statement in regard to page 26. Just 
exactly what does this staff do in the Field Operations Division? 
What is the answer to Mr. Jonas’ question on why you build up the 
Washington area rather than build up the field where the work is 
being done. 

Mr. Hortypay. I have that. I think it might be pertinent to point 
out that one of the reasons why adjustments were able to be made in 
1954 was due to what I think all it in mortgage finance believe 
was a very unusual situation that we had beginning in the spring of 
1953 and continuing until September of 1953—a situation where 
builders of new homes were unable to do any planning whatsoever 
for the coming year because of the stopoff of much investment on the 
part of real-estate investors to advance funds for a number of months. 
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That stringency in the mortgage money market and lull in activity 
there, I think, certainly was somewhat abnormal. And judging from 
the number of applications now coming in, the country is running at 
a rate of over 1,100,000 starts as compared to 900,000 that was con- 
templated last November by the Bureau of the Budget. 

Mr. Puiuirs. Then why do you slow up your policy in placing 
more of your mortgages in the hands of other investors, as I read on 
page 26: 

While it is prudent to withhold such mortgages from the present tight market, 
conditions are expected to permit sale of about 1,500 of them in 1955. 

That seems a comparatively small number to me. 

Mr. Hotiypay. Well, there has been a rapid, rather unexpectedly 
rapid increase in available funds for mortgages due largely, I 
think—— 

Mr. Putiires. You mean that estimate is probably low? 

Mr. Hotiypay. Yes, sir; I do. 

Mr. Yarers. I understood the chairman to ask you with respect to 
the statement that appears on page 26, on why it was prudent to with- 
hold those mortgages in the present tight market. I did not get your 
response to that question. You say in that sentence: 

While it is prudent to withhold such mortgages from the present tight market, 
conditions are expected to permit sale of about 1,500 of them in 1955. 

Why is it prudent to withhold those mortgages ? 

Mr. Hottypay. Well, at the time we had not felt it was. I think 
we have checked with the Treasury and on any sale of our securities 
or our holdings, we followed the advice of the Treasury in disposing 
of them. 

Mr. Yares. Then is this a Treasury statement, rather than yours? 

Mr. Bazan. Mr. Hollyday is referring to mortgages. We felt 
because of the very tight money market prevailing in the summer 
months when the budget was prepared, the market was not only slow 
but we could not at that time see any light in the situation. But it has 
improved now, as Mr. Hollyday said to Mr. Phillips, and we think we 
will be able to sell more of them. 

Mr. Troomas. Are these foreclosed mortgages that you are holding? 

Mr. Bazan. These are mortgages taken back in the sale of foreclosed 

roperties which we have not yet been able to sell and dispose of. We 
fore sold the properties and now have to dispose of the mortgages. 

Mr. Yates. Are these properties you have foreclosed? 

Mr. Bazan. These are only mortgages we hold after having sold 
the property. We sold the property and took back the mortgage as 
part of the purchase price, and we are holding the mortgages. 

Mr .Yares. In other words, this statement does not refer to other 
mortgages you hold? 

Mr. Bazan. No, sir, the only mortgages we own are mortgages 
assigned to us in connection with the insurance claims, or taken back 
on foreclosed property in connection with the sale of the property. 
In the sale of those mortgages, the market being tight at that time, we 
did not want to venture to assume we would sell many this year, but 
to count on the market improving next year, and it has improved 
since that time. 

Mr. Jonas. That language, then, should be changed to conform with 
the market condition ? 
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Mr. Hottypay. I think it should be changed. The market changed 
so fast we did not quite realize it would be as good as it is, and we 
have a condition now that is far different from what it was then. 

Mr. Puiures. The answer of Mr. Hollyday was that the figure of 
1,500, which was included in the justifications, was set up when the 
market was tight. 

Mr. Yares. When were the justifications prepared ? 

Mr. Bazan. The budget was prepared on a figure settled on in the 
summer and fall. It is that veo a that we are justifying. You have 
to close off as of a set of conditions which prevail and it was based 
on the market situation at that time. 

Mr. Tuomas. Before you leave that subject, the only inconsistent 
part of that statement is that the mortage market is loosening up and, 

y the same token, the number of foreclosures from 4,600 to 5,700 
should not stand. 

Mr. Hotiypay. I am not sure I get Mr. Thomas’ implication there. 

Mr. Tuomas. You are going to set up your forclosures from 4,600 
to 5,700, and if the mortgage market is loosening up, why should your 
foreclosure figure increase ¢ 

Mr. Houiypay. It may well be that there is a difference in time 
by virtue of the length of time that it takes to get into foreclosure. 

ou have a lag there. Your supply of money changed quite rapidly 
and we are now actually offering the mortgages that we were with- 
holding at the time the budget was prepared. We have put a man 
to work helping the Public Housing Administration to find funds for 
the Lanham Act housing that the Public Housing people have. There 
is a very definite change in the money market. As to foreclosures, we 
begin now to feel and have felt the effect 6 months ago of the tight 
situation. 

Mr. Tuomas. We have ample evidence that there is some loosening 
dog the money market, but it is far from being loose by any means. 

e most optimistic statement we have had so far is perhaps yours, 
but we have had other statements that come October maybe there might 
be come competition in the purchase of these mortgages, but certainly 
there is no considerable loosening up over 60 or 90 days ago; some, 
of course, but still not as much as is desired by the housing people 
generally. 

Mr. Hotiypay. I must confess I am talking a little psychologically, 
but that is very important. I find in the FHA office investors are 
looking ahead and are somewhat concerned about being able to get 
out the increasing supply of funds, and I dare say that has perhaps 
increased my optimism a little. 

Mr. Tromas. Give us a breakdown on this foreclosure picture. 
What is the type of your foreclosures? 

Mr. THornton. We will have an increase in the mortgages we have 
on hand at this point by virtue of selling properties we now have on 
hand. They are largely section 603 properties. 


TYPE OF MORTGAGES HELD BY FHA 


Mr. Tuomas. Give us a breakdown of the paper you have. You 
would not have the paper unless you had foreclosed. 
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Mr. Tuompson. We have on hand as of December 31, 1,771 prop- 
erties, or 17,500 units, values at $122,400,000. That is the inventory 
of on-hand properties as of December 31, 1953. 

Mr. THomas. What was the total value? 

Mr. TxHomrson. $122,400,000. Do you want that figure broken 
down ? 

Mr. THomas. Go ahead. 

Mr. THomrson. Under title I, 50 properties, $223,000. Section 
203—— 

Mr. Tuomas. You have 4,600 units. You are putting it into total 
properties now ¢ 

Mr. Tuomrson. We have 1,771 properties and 17,500 units. 

Mr. Tuomas. I have a figure of 4,600 in mind. 

Mr. THomrson. I am not talking about the same thing. 

Mr. Tuomas. That is mortgages rather than units. Go ahead. 
Those 4,600 mortgages cover 17,000 units? 

Mr. THomeson. No. We are not talking about the same thing, 
Mr. Thomas. The 4,600 are the mortgages we hold on properties we 
have foreclosed and have sold. 

Mr. THomas. Go ahead. 

Mr. Jonas. They are not included in this 1,700? 

Mr. THomrson. No. The 1,700 is what we have on hand. 

Mr. Jonas. Unsold? 

Mr. TxHompson. Yes. 

Mr. Yates. What 1,700 are you talking about? 

Mr. Jonas. 1,771. 

Mr. Pures. What is that? 

Mr. THomrson. The number of properties on hand December 31, 
1953. 

Mr. Tuomas. They will have to boost that figure of 4,600 mortgages 
considerably. You will sell them sometime, you hope? 

Mr. THornton. We had anticipated that we would sell 1,098 this 
year and 1,210 next year. With additional acquisitions that would 
leave us with an inventory next year of 1,234 properties. 

Mr. Yares. Those are only multifamily units he was talking about? 

Mr. THompson. Individual homes and multifamily units. 

Mr. Tuomas. But the total is 17,000 units? 

Mr. Trompson. Yes. 

Mr. Tuomas. With a total cost of $122 million? 

Mr. THompson. Yes. 

ae Tuomas. How much of a licking are you going to take on 
those 

Mr. Tompson. I think it would be well to say that on the prop- 
erties we have sold to date our loss has been $5,400,000. 

Mr. Pues. Over how long a time? 

Mr. THomrson. From the beginning, from 1934 through December 
31, 1953. 

Mr. Tomas. You have had an ascending market every day you 
have been in business except the last 12 months. How much of a lick- 
ing will you take on the 17,000 you have now ? 

Mr. Tuompson. On the properties that we have on hand we have 
set up reserves for losses of $21,800,000. 
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Mr. Tromas. On a total acquisition cost of $122 million? 

Mr. THomrson. Yes. 

Mr. Tuomas. What is the average age of these properties? 

Mr. Tuompson. Most of these properties have not been on hand in 
excess of 18 months to 2 years. We have a few that have been on hand 
years or more. 

Mr. Tuomas. Are these losses mainly in multifamily or single- 
dwelling units? 

Mr. Tompson. The losses have been mainly on the single-family 
units. On our large-scale units we have lost nothing to date but we 
have most of them on hand. 

Mr. Tuomas. How many of them do you have on hand and how 
many units are involved? 

Mr. THomrson. We have under section 207, 4 projects on hand, 179 
units, $1,500,000. Under section 608 we have 238 properties, 14,900 
units, $107,400,000. 

Mr. Tuomas. Where are those 238 properties located ? 

Mr. THomrvson. They are scattered throughout the country. 

Mr. Tuomas. Do you know the average age of those properties? 

Mr. Tompson. We have a few of those properties that have been 
on hand a little over 3 years. 

Mr. Tomas. What was the acquisition cost? 

Mr. TxHomrson. $107,400,000. 

Mr. Puttuirs. I do not believe you got an answer to your question. 
You asked for the age of the properties and Mr. Thompson gave you 
the figure on the length of time they have held them. They have held 
them for ry average of 3 years, but what is the average age of the 

operties 
“a r. THorNTON. The bulk of the 608 projects were completed in 
the time period of 1949 through 1952, so that in all probability they 
are about 4 or 5 years old. 


AMOUNT OF POSSIBLE LOSS ON FORECLOSED PROPERTIES 


Mr. Tuomas. On these big properties, how much of a licking will 
you take? 

Mr. THompson. The reserve on the 608 properties is $19 million. 

Mr. Putuips. The reserve figure is an accounting figure. 

Mr. Tompson. That is right. 

Mr. Puiiips. How does it compare with the actual loss you take 
on the properties? 

Mr. Tronteow. To date we have lost nothing on those sold. We 
have sold 29 of them at a profit of $168,000. 

Mr. Yates. You mean on section 608's? 

Mr. Toompson. Yes. We sold 29 608’s. 

Mr. THomas. At a profit of how much? 

Mr. TrHompson. $168,000. 

Mr. Tuomas. Why take them back then? 

Mr. Hotiypay. We are forced to take them back. 

Mr. THomas. If you were forced to take them back, I do not see 
bow in the world you can say you sold them at a profit that large. 

Mr. Hottypay. The reason we get back these war-housing apart- 
ments is due largely to the fact that the owner was a better builder 
than he was a manager. 


\ 
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Mr. Tuomas. You mean a better promoter than a manager. 

Mr. Hotiypay. Yes; a better promoter. He does not manage as 
well. ‘The properties get into difficulty. He lets them run down, 
then we get in there, fix them up, and sell them. 

Mr. Puitiirs. When you fix them up do you charge the cost of the 
repairs and improvements against the buildings in computing your 
net profit ? 

Mr. Hottypay. Yes, sir. 

Mr. Tuomas. One man could not make a go of the property, they 
fix it up, turn it over to another fellow who does not put a quarter 
down, just assumes the mortgage, and yet they say they have a profit. 
That is wishful thinking. He could walk out tomorrow leaving you 
holding the bag. 

Mr. Puitiirs. There has been a loss to somebody, but there is no 
profit to the Government until it is all paid out. So there is no profit 
yet. 

Mr. Yares. You presumably have sold them at a profit on the cost 
to the Government. What is the appraisal value? Have you sold 
them for less than the appraisal value ? 

Mr. Hotrypay. It seems to me that the basic point the committee 
brings up is true, that the use of the word profit may be very immature. 
Five years from now, these properties could very well, if there is a 
change, come back on our hands again. But in getting rid of the 
properties we estimate what they would bring on the present market. 

Mr. Tuomas. Are these 20- or 25-year mortgages ¢ 

Mr. THorNToN. 32 years. 

Mr. Tuomas. The paid-out equity is quite small? 

Mr. Hottypay. Yes. 

Mr. Tuomas. So, for all practical purposes you still have your 
original investment. You have a descending market and your prop- 
erties are going down and the market is going down and so you will 
have to revise that figure of $19 million and add another 20 or 25 per- 
cent to that figure. 

Mr. Hotrypay. The success of an apartment operation depends 
largely on management. The people coming in are not promoters. 
They have to risk at least 5 percent to come in, and we set the price and 
we will insure X number of dollars. They have to put up at least 
5 percent. 

Mr. Tuomas. What is the revenue coming off the properties now as 
compared to when they were built 3 or 5 years ago’ The rents have 
been reduced, have they not? 

Mr. Hottypay. In most cases. 

Mr. Tuomas. Then your security is reduced. 

Mr. Yates. You should see the rents going up in Chicago. 

Mr. Hotriypay. The fact we have taken him back, improved them, 
charged off the cost of improvement, and have a profit as of the present 
time, and the fact we have put them in the hands of experienced inves- 
tors, to my way of thinking is a good thing. The fact that investors 
are buying the properties is important. 

Mr. Tuomas. How much did you say the amount of that reserve 
fund was in cash as of today ? 

Mr. THornton. Reserve for losses? 

Mr. Tuomas. No; the entire reserve. 
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Mr. THompson. We have a cash reserve in the war-housing fund of 
$121,600,000. 

Mr. Tuomas. You have offset against that how much? $19 million 
dollars for the section 608s? 

P Mr. Tuompson. That $19 million has been deducted from that 
ure. 
“Mr. Tuomas. That is the net figure ? 

Mr. THomrson. Yes. 

Mr. Tuomas. What other losses have you charged against it other 
than the $19 million for the section 608s? 

Mr. Tuomrson. The war-housing fund under title VI, we have 
reserves on 603s, $1,500,000 and section 609, $400,000. We have 
charged off losses on properties that have been sold in that fund of 
$2,800,000 on 603s and 609s. 

Mr. Tuomas. Is that the single-dwelling-unit fund? 

Mr. Tuomrson. Yes. On the 608s, as I said a moment ago, to date 
we have no loss on the sale of any of those properties. As Mr. Holly- 
day explained, we could have if the properties later come back to us. 

Mr. Kenai. You do not have a loss, partially due to the fact you 
have not sold any. That may mean you have a paper asset item larger 
than your possible recovery. Do you operate those buildings before 
you sell them? Do you operate them as a profitable venture ¢ 

Mr. Tuompson. In practically all cases the income has been sufficient 
to cover all costs. We have had 1 or 2 cases where it would cost us 
something to operate them until the rental was increased and the 
project fully occupied. 

Mr. Tuomas. One thing your figures indicate is that you have 
reached a saturation point in section 608s if you have to take them 
back; what are you doing in that field today ? 

Mr. Hoiiypay. We have stopped that operation, which was, shall 
I say, made necessary by the Congress directing us to endeavor to 
take care of housing for veterans, and I think it would be very unwise 
for us to leave this committee with the impression that we are not 
facing a pretty real problem in the future in the disposal of the 
housing. 

Mr. THomas. The average veteran cannot move in a section 608 
project ; the rent has been too high. 

Mr. Houttypay. I think that is true. 

Mr. THomas. Why do you say the Congress directed you to do this 
for the veterans? Veterans cannot touch that housing. 

Mr. Hotitypay. When you build 450,000 units you relieve a pressure 
in the community that certainly benefits the veterans. 

Mr. Yates. How many section 608 projects have been built ? 

Mr. THomrson. 7,069 projects, 469,000 units. 

Mr. Yares. You have 238 projects on hand ¢ 

Mr. Tompson. Yes. 

Mr. Yates. How many of the 238 did you take back the last calen- 
dar year? Or are you on a fiscal-year basis? 
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Mr. Toomrson. We are on a fiscal-year basis. 

Mr. Tuornton. The combination of all acquisitions to date and 
all properties delinquent is 414 percent. 

Mr. Tuomas. You have taken back 238. How many are delinquent 
over and above the 238 ? 

Mr. TuHornton. I will have to check that for the exact figure. I 
will give you an approximate figure. 

Mr. Tuomas. That is close enough. 

Mr. Tuornton. About 4,000 to 5,000 units are in default now. 

Mr. Yares. How many properties 

Mr. THornton. 60 to 70, perhaps. 

Mr. Tuomas. 60 to 70. Well, the probabilities are this picture 
will get worse depending on the general economic conditions of the 
country. If the present trend continues, this picture is going to get 
considerably worse, is it not? 

Mr. Tuornron. We cannot predict what the general economic con- 
dition will be. In the event of a serious depression, that is probably 
true. 

Mr. Tuomas. If the present trend continues your headaches are 
going to increase in number and size, are they not ¢ 

Mr. THornToN. We are actually having some improvement in the 
default situation with respect to 608. ‘The time of more serious danger 
on large-scale rental projects in other than depression conditions is 
during initial occupancy. 

Mr. THomMas. How many do you have in the District of Columbia 
and the adjoining area that are in trouble? 

Mr. Puitures. Are these defaults falling in any geographical 
pattern ¢ 

Mr. THorNToN. There is no particular concentration. 

Mr. Tromas. How many do you have in the District of Columbia 
and within a radius of 5 or 10 miles outside the District of Columbia 
in trouble? 

Mr. Hotriypay. I think we have none at all. 

Mr. THomas. Do you have any you have had to take back? 

Mr. THornron. One 608 got into trouble during construction and 
we took it over. 

Mr. Puiitirs. This is an expanding area. Take California, which 
is also an expanding area, have you had any take-backs there? 

Mr. THorNnton. We have had a few in southern California. 

Mr. Putures. That surprises me. 

Mr. THorNton. They were largely where someone was a better 
promoter and builder than a manager and failed to go through the 
period of initial occupancy successfully. 

Mr. Puiuurrs. Let me mop up quickly the other item of expense. 
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OTHER OBJECTS OF EXPENSE 


We will insert at this point page 31. 
(The justifications are as follows:) 


Other objects of expense 


Actual, Estimate, Fstimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 


| 
| 
Travel. . $132, 467 $157, 750 $175, 000 


Transportation of things 2 3, 304 8, 525 | 10, 200 
Communication services 40, 171 48, 400 | 37,000 
Rents and utility services. — 465, 259 557,000 | 567, 800 
Printing and reproduction _ dee | 35, 621 37, 926 37, 625 
Other contractual services... : i 86, 945 93, 300 85, 125 
Supplies and materials_. hibmece 7, 582 | 31, 750 | 31, 500 
Taxes and assessments. 4, 195 | 5, 300 | 6, 000 
| 
| 798, 524 | 939, 950 | 950, 250 

| 


I notice on page 15, briefly, you estimate your personal services as 
82 percent of your total administrative expenses, which, by simple 
arithmetic, leaves 18 percent for the other objects, and that seems 
high to the committee, so I go down the items on page 31 and ask why 
you want $175,000 for travel as compared to $157,750 in 1954 and 
$132,467 in 1953. I think you ought to make your comparisons 
een 1953 and 1955 rather than to direct our attention to 1954 
and 1955. 

On the transportation of things, you are up $2,000. 

You are down on communications, which surprises me because most 
of the agencies have come in and cried a little about the additional 
postage cost proposed by Mr. Summerfield. 

Mr. Bazan. That postage expense is in a nonadministrative budget. 

Mr. Prius. You have increased that elsewhere? 

Mr. Bazan. Yes. 

Mr. Puttiies. Rents and utility services are up a little. Printing 
and reproduction is about the same. Other contractual services is 
down a little. Supplies and materials are up, which surprises me. 
I do not know why you should keep your supplies and materials up 
above 1953. Your taxes and assessments are up, which are pone 
security payments and are understandable, but I think you should 
explain briefly the increase in travel. 


TRAVEL 


Mr. Bazan. The personnel that have been added have been inves- 
tigators, auditors, and other people who travel. They were not on 
the rolls in 1953. They are on part of the year in 1954 and the full 
year in 1955. That explains that increase in travel expense. 

Mr. Purturrs. On page 34 I want the breakdown of 04 and the 
narrative down to but not including the last paragraph on page 34; 
and I think you had better put in on page 35 the 05 breakdown down 
to 06 on page 36, then omit 06 and include 07, which shows the other 
contractual services, including an item of $45,000 for a GAO audit 
which requires a little explanation. 
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(The justifications referred to are as follows :) 


04 Communication services 
| 
‘tnal fiera}| LStimate, | Estimate, 
— | fiscal year | fiscal year 
1954 | 1955 

Switchboard equipment_- $21, 504 | $22, 400 | $22, 000 
Stamp meter. 7, 345 13, 0% |_. 
Long-distance ceclls and telegrams. 11, 322 13, 000 13, 500 
Cost of moving switchboard - eaten 1, 500 
40, 171 | 43, 400 | 37, 000 


The distribution of the cost of switchboard equipment is based on the per- 
centage distribution of Washington employees between administrative and 
nonadministrative functions, as itemized below: 


Estimate, fiscal | 
year 1954 | 


Estimate, fiscal 
year 1955 


Actual, fiseal 
year 1953 


} Amount | Percent! Amount | Percent! Amount | Percent 


Switchboard equipment... $36, 650 |........| $88,650 $38, 650 }........ 
Distribution of the above cost to administrative | | 
and nonadministrative expense: | } 
21,504 | 58.7 22, 400 58 | 2, 57 
15,146 41.3 | | 16,650 43 


16, 250 | 42 


The estimates for switchboard equipment are based on the current rate of 
expense. The additional employees required in the Legal, title I, and Audit 
Divisions will be in a travel status much of their time, requiring contact with 
the Washington office ; the estimate for long-distance calls and telegrams has been 
increased approximately $2,100 over the fiscal 1953 expense to provide for this 
additional expense. 


05 Rents and utility services 


| 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 
Space, utilities, ete_......._.. | $321, 788 | $413, 000 $423, 800 
Rental of IBM equipment_._....__.--._.-.-.-..-.-- on | 143, 471 | 144, 000 | 144, 000 
465, 259 | 557, 000 | 567, 800 


The estimates for all space and utility charges are itemized below. The dis- 
tribution between administrative and nonadministrative expense is made on the 
basis of the number of employees occupying the space. 


Space (excluding reimbursements) 


Distribution to administrative and nonadmin- 
istrative expense: 


41872—54—pt. 


| Actual, fiscal | 
year 1953 year 


Estimate, fiscal 


| 
1954 | 


| | | 
| Amount | Percent Amount 


| $419, O11 aceex | $550, 250 

142, 246 |_....- | 162, 150 
561, 257 | 712, 400 
321,788 | 57.3 413,000 
239, 469 42.7 | 299,400 | 


Estimate, fiscal 
year 1955 


| Percent} Amount | Percent 


} 


$546, 855 |... 

196, 645 

743, 500 |.....-. 

423, 800 57 

319, 700 43 
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At the beginning of the current fiscal year, the FHA occupied five buildings in 
Washington. Supervision was difficult and operations were impeded by trans- 
portation delays. In January 1954, three of these buildings will be released and 
the staff now occuping this space will be consolidated in one building. The fiscal 
year 1954 and 1955 estimates reflect these changes. The cost of this move is 
included in the fiscal 1954 estimate under “Transportation of things” and “Other 
contractual services.” 


O? Other contractual services 


Actual, Estimate, Estimate, 
fiscal vear fiscal year fiscal year 
1953 1954 1955 

Cost of moving tate wpacd.. 10, 000 20, 000 
86, 945 93, 300 85, 125 


The estimated cost of the audit has been based on advice from the General 
Accounting Office; the items under Bureau of Mines reflect the contracts with 
that agency for punching IBM tabulating cards in connection with backlogged 
title I loan reports. The very efficient assistance of the Bureau of Mines under 
this contract arrangement enabled FHA to clear up a backlog of 800,000 loan 
reports in 5 months—about half the time that would have been required to have 
done the job on FHA facilities alone. The estimates for all other items under 
this object of expense (repair and maintenance of buildings, equipment and 
automobiles; reference service and GSA charges) are based on the cost of $23 
per employee which was the 1953 experience. Estimates of $10,000 and $20,000 
have been included in the fiscal 1954 and 1955 estimates, respectively, for the 
cost of partitions, electrical outlets, and other work needed to prepare the new 
space acquired in January 1954 as well as the space which must be ready for 
occupancy by the end of the fiscal year 1955 when FHA will have to move from 
its main building at 1001 Vermont Avenue in Washington. 


OTHER CONTRACTUAL SERVICES 


Mr. Bazan. That was the estimate the GAO gave to us of the cost 
of their audit for the year in question. 

Mr. Puitures. You have an item of $20,000 for moving into new 
space, which makes a total of $30,000 for the 2 years. is that not 
high for moving expenses ? 

Mr. Bazan. That is based on the estimate given us by General 
Services for doing the job. 

Mr. Puitures. “All other” is an inclusive figure, Mr. Jonas suggests, 
for $20,000. 

Mr. Bazan. That includes the cost of repair and maintenance of 
buildings, and it includes the contractual repair of equipment. 


NONADMINISTRATIVE EXPENSES 


Put page 39 in the record at this point. 
(The justifications referred to are as follows :) 
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Mr. Bazan. The only thing page 39 shows is a split between depart- 
mental and field nonadministrative expenses. 

Mr. Prinups. Put in the descriptive pages 40 through 46, and 48 
through 63. 


(The justifications referred to are as follows :) 


NONADMINISTRATIVE EXPENSES 


Nonadministrative expenses consist of the expenses of initiating new insurance, 
settlement of insurance claims, management of properties and the collection of 
defaulted notes. The most important of these expenses is the cost of initiating 
new insurance which is conducted primarily in the field insuring offices. The 
cost of property management and activities in connection with defaulted notes 
assigned to the Commissioner are more evenly divided between the departmental 
and field services. Nonadministrative expenses are estimated at $24 million 
for fiscal 1955. 

Average employment and total nonadministrative expenses, departmental and 
field, are summarized by object in the table appearing in the preceding page. 
Detailed explanations of departmental and field nonadministrative expenses are 
set forth in the succeeding parts of this statement. Those objects of expenses 
which have been developed separately for departmental and field are separately 
discussed. Those which are developed in the aggregate for the entire non- 
administrative budget have been presented as a whole in the justification but 
allocated to departmental and field (see accompanying table) on the basis of 
1953 experience. 

Departmental nonadministrative expenses comprise: (1) The expenses of the 
Comptroller’s Division for fiscal work in connection with the initiation of new 
insurance and the settlement of claims and in connection with the management 
and liquidation of acquired properties and notes; (2) expenses of the Title I: 
Liquidation Section in collecting defaulted title I notes assigned to the Com- 
missioner; and (3) the expenses of the Property Management Division in con- 
nection with the management and sale of acquired properties. These expenses 
estimated at $2,701,375 for fiscal 1955 are summarized in the accompanying table 
and are explained below. 

Field expenses consist primarily of the cost of processing new insurance appli- 
eations. This includes mortgage credit analysis, valuation and architectural 
analysis as well as compliance inspection on new construction and the profes- 
sional and clerical and fiscal work incident to receiving and recording applica- 
tions and the ultimate endorsement of the insurance contract. Certain title I 
collection activity, property management work, minority group housing work, 
land planning, and market analysis make up the balance of field activities and 
expense. 


01 ~=Personal services 


Estimate, Estimate, 
Actual, fiscal! fiscal year | fiscal year 
year 1953 1955 


1954 
Departmental: 
Average full-time 562.5 590 590 
$2, 002, 496 $2, 225, 400 $2, 224, 500 
eld: 
4,112 4, 160 3, 543 
Average full-time employment. _- 4, 025 3, 777 3, 382 
Annual salaries. __-...........-..-.. $20, 320,679 | $19, 397,375 $17, 552, 375 
Total nonadministrative: 
Average full-time employment... 4, 587.5 4, 367 3, 972 


$22, 413,175 | $21, 622, 775 $19, 776, 875 


Personal services are summarized above. A detailed justification of depart- 
mental salaries by division and of the entire field salary expense and personnel 
requirements, is as follows: 


I 
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Departmental—Comptroller’s Division 


| 

| Actual, Estimate, Estimate, 

| fiscal year | fiseal year fiscal year 

| 1953 | 1954 1955 

Positions _ 398 412 412 
Average employment... 384. 1 408. 5 404.5 
$1, 389, 921 $1, 489, 000 $1, 476, 000 


The personnel requirements of the Comptroller’s Division are developed on a 
workload basis, details of which are set forth in the accompanying table. 
Through consistent efforts to improve efficiency, production per man has in- 
creased generally in the Comptroller’s Division. The fiscal year 1953 showed a 
substantial increase over 1952 and a further increase is anticipated in the 1955 
estimates. If the 1955 workload estimates were to have been forecast at the 
production rates actually prevailing in the fiscal year 1952, it would require 
462.4 man-years of employment as compared to the 1955 estimate of 404.5. Thus 
the net effect of the improved production is a saving in 1955 of approximately 58 
man-years of employment. 


CoMPTROLLER’sS DIVISION 


Nonadministrative—workloads and man-years 


Actual, fiscal year Estimated, fiscal year | Estimated, fiscal year 
953 | 1954 | 1955 
| 
Sections and functions | 
Work- | year |Man-! Work- | year |Man-| Work- | year | Man- 


load work- | years; load work- |years| load work- | years 


load } load 


6. Insurance Branch: | | | | 
(a) Insurance control: | | | 
| 


1. New insurance... 267,760} 10,000) 26.7! 316,240) 10, 000} 31. 6| 275, 000} 10,000} 27.5 
2. Mortgage service_| 356,100) 2, 645| 134.6, 373,000! 2,650! 140.8! 368,300) 2,650] 139.0 
3. Administrative 4.0) 4.0 
1. New insurance_. 600 6.0! 480) 100} 4.8 350 100} 3.5 
2. Financialan: alysis. 4, 725 1, 277 3.7] 5, 200 1, 300 4. », 400 1,300) 4.2 
3. Mortgage service. 2, 850 208) 13. 7} 3, 400 225} 15,1 3, 920 225) 17.4 

(c) con- | | 
1. Title I loans... 926,820} 41,890) 46. ol1, 900, 000 41,900} 45. 3/1, 750,000} 40,000) 43.8 
36, 000 885} 40.7 42, 000 900! 46. 41, 000 900} 45.5 
5 3. Acjustments__.._. 39, 690 4,000; 9.9 37,000 4, 000 9.3) 37,000 4, 000 9.3 
4. 3. 9]......- 4.01. 4.0 
Title Lreeoveries__... 391,000} 13, 160 4 419,600} 13,500) 31.1) 419,600) 13,500) 31.1 

4 (e) Debentures: 
ap eS 955 115 8. 3) 97 200 4.9 830 2 4.2 
2. Praiests.......<. 5, 590 1, 035 5. 4) 5, 060 1, 100 4.6) 5, 060 1,100 4.6 
7, Accounting Branch: 
(a) Accounts: Foreclosed 

property ...........- 9, 366 210) 44.6 10, 800 225} 48.0 11, 300 225] 50.2 

(0) con- | 

rol: roperty 

RE 10, 268 1,740; 5.9) 12,3 1,800 6.8) 13,000 1, 800 7.2 

Man-years non- | 
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Liquidation of defaulted title I notes 


Estimate, Estimate, 
Actual, fiscal fiscal year fiscal vear 
year 1968 1984 1955 
Positions: 
Average employment: 
Liquidation Section: 
Regular collection dete 126 129.7 137 
Total, Liquidation Gection.....................-.... 145 146.0 149 
Salary expense: 
Liquidation Section: 
$66, 500 $58, 300 $36, 500 
Regular collection staff 478, 245 509, 600 539, 400 
Total, Liquidation Section.........................- 544, 745 567, 900 575, 900 
1, 155, 545 1, 183, 200 1, 156, 000 
$8,385,981 | $8,600,000 | $9, 000, 000 
Awerage notes: Under 144, 300 145, 000 147, 500 
Average notes under collection per employee... 507 525 
Dollars recovered per average note under collection... .-.----- $58. 11 $59. 31 $61.02 
Dollars recovered per collection employee... ............-...-- $29, 424 $30, 070 $32, 028 
Percent of collection salary cost to recoveries__..............-- 13.8 13.8 12.8 


The collection of defaulted title I notes assigned to the Commissioner in 
connection with insurance claims is conducted by the Liquidation Section in 
Washington and by a field collection staff located in the FHA field offices through- 
out the country. Collection efforts are first made from Washington by corre- 
spondence. If such efforts succeed in establishing and maintaining a plan of 
payment, the account is retained in Washington until liquidated. However, if 
the efforts to collect by mail are not successful but there is evidence of ability to 
pay and the size of the note warrants more intensive collection effort, it is sent 
to the field for direct, personal collection action. 

As shown in the accompanying table, the volume of collection cases is increas- 
ing. Caseload per employee and collections per note increase slightly in 1955 
over that of 1953. In the budget year the average collection employee will collect 
approximately $32,000 as compared with his salary of $4,114. 


Property management 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 
Annual $157, 830 $168, 500 $172, 600 
Acquisitions: 
Sales: 
On hand end of year: 


| 

| 


— 
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As reflected in the accompanying table, dispositions of properties in the 1- to 
4-family class will exceed acquisitions. Market conditions are expected to per- 
mit such sales and these smaller properties can be reconditioned and marketed 
in a relatively short span of time. Large scale rental properties require season- 
ing a longer time to make them ready for sale. Several years are generally 
required to repair them, correct managerial difficulties, test the rental market, 
and secure a high percentage of occupancy so that they can be offered to investors 
as sound going concerns with a relatively predictable yield. Since they are 
usually sold on a mortgage insured by FHA, the Administration does not wish 
to dispose of them except to reliable investors with the necessary financial 
stability, integrity, and managerial ability. Acquisitions which reflect largely 
the residual effect of the large volume section 608 program are most numerous 
in 1953, declining gradually in 1954 and 1955. Sales gradually increase as the 
properties acquired in 1952 and 1953 become seasoned and ready for sale. 

The heavy management and sales workload, espcially in connection with large 
seale rental properties, will require an estimated 38 positions in 1954 and 1955 
as compared with 35 in 1958. These employees will direct and supervise espe- 
cially on problem cases and will provide technical guidance and review the field 
office property management activities. 


Field 

| Actual, Fstimate, | Estimate, 

| fiscal year fiscal year fiscal year 

| 1953 1954 1955 

| 

Annual salaries - $20, 320, 679 $19, 397, 375 $17, 552, 375 


Field personnel requirements are developed on a workload and produc- 
tion ratio basis as shown on the accompanying table. The several functions per- 
formed and the respective staff requirements are discussed below. 


Ezramination 

The function of examination covers the processing of applications for mort- 
gage insurance from receipt to the issuance of a commitment or rejection. It 
includes valuation of the property, architectural analysis and cost estimation, 
analysis of the borrower’s credit and resources in relation to the requirements 
of the proposed transaction, and the overall determination of the acceptability of 
the risk for mortgage insurance as well as the related administrative and clerical 
functions. It is estimated that 429,000 unit applications will be examined in 
1955 in comparison with 454,000 for the current year and 569,320 examined in 
1953. 

Home mortgage insurance applications.—It is estimated that 386,000 unit ap- 
plications in the 1- to 4-family class will be examined in 1955, as compared to 
390,000 for this year and 501,022 which were actually examined in the fiscal 
year 1953. As shown on the accompanying table, 2,273 man-years of employ- 
ment will be required for this work in 1955; 2,732 man-years of employment were 
engaged in examination during 1953; and 2,510 are expected to be used in this 
work in the current fiscal year. 

Under the program review for 1954 mention was made of the sharp decline 
in receipts, which directly affects examination. During the last 4 months of 
1953, almost 199,000 unit applications were examined and the field staff had been 
built up to handle such a volume. During the first 4 months of 1954, due pri- 
marily to adverse mortgage market conditions, the examination workload dropped 
to 113,300 units or about 48 percent below that of the preceding 4-month period. 
In view of the decline in workload immediate steps were taken to reduce the 
field staff by about 300 employees ; however, since the decline in business was so 
sharp and rapid, a substantial degree of temporary overstaffing could not be 
avoided. A further reduction of 300 employees is now in process which will 
result in a sound relationship between staff and workload—an examination ratio 
of 170 which is projected for 1955. The temporary overstafling this year, how- 
ever, results in a ratio of 155. 
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Project mortgage insurance applications.—Forty-three thousand unit applica- 
tions for mortgage insurance covering large-scale rental and cooperaiive hous- 
ing projects are expectec to be examined in the fiscal year 1955 as compared 
to 64,000 this year and 68,298 in fiscal 1953. This work wil! require 172 man- 
years of employment in 1955, as compared to 250 in the current year and 256 
in the fiscal year 1953. 


Compliance inspection 

Compliance inspections are made during the course of construction on all 
new housing being built under FHA insurance programs. These inspections 
are intended to insure sound construction in accordance with the plans and 
specifications which were the basis of mortgage insurance commitment so that 
the physical security for the insured mortgages will not be impaired by poor 
construction. One- to four-family dwellings receive an average of four inspec- 
tions during construction, while project-type structures reecive’ inspection 
continuously during the construction period. A total of 787,100 home mortgage 
unit inspections are estimated in 1955. These inspections will require an esti- 
mated 328 man-years of employment with each man-year of inspection time ac- 
counting for 2,400 inspections. An average of 26,000 project units is expected to 
be under construction in 1955, which will require 130 man-years of employ- 
ment on the basis of each inspector carrying an average of 200 units under 
construction. 


Insurance 

The function of the insurance consists of the examination of the mortgage 
instrument for the legal sufficiency, ascertaining that all the terms and condi- 
tions of the commitment have been met, collecting the first year’s mortgage 
insurance premium and endorsing the mortgage contract for insurance. For 
1- to 4-fainily home mortgages this function is handled by closing clerks who 
are expected to close approximately 2,500 units a year in 1955, as compared 
with 2,488 in 19538. In 1953, 31,732 unit mortgages of the large-scale project-type 
were closed by a staff of 36, comprising 18 closing attorneys and their clerical 
assistants. During 1955 an estimated 37,700 units will be closed, requiring a 
staff of 32. 


Other field activities 

In addition to the processing activities described above, field offices carry on 
certain other activities estimated to require an average employment of 344 in 
1955, or 16 less than the current staff. 


Title I collection 
The total collection activity, both Washington and field, is explained earlier 
in this statement under the heading “Liquidation of defaulted title I notes.” 


Property management 

The regular field property management staff has been projected at the 1953 level 
of 120 through the 1954 and 1955 fiscal years. While property management activ- 
ity increases in 1954 and 1955, the workload is sufficiently dispersed that it is an- 
ticipated that the present field property management staff will absorb the increased 
workload with such assistance as may be required from other professional 
personnel in the insuring offices. 


Land planning 

The land planning staff is maintained in the field offices to achieve sound land 
utilization and development. These activities are particularly important in con- 
nection with the development of large rental projects and subdivisions. Proper 
placement of buildings, layout of streets, the most effective solution to drainage 
problems, automobile parking, landscaping, park areas and related matters are 
of great importance to the ultimate value of the properties involved. These fac- 
tofs greatly enhance the comfort and convenience of homeowners and tenants 
and strengthen appeal of the properties to prospective purchasers or renters. A 
decrease of 4 man-years in this staff is estimated for the budget year. 


Market analysis 

Market analysis is an important element in the ultimate decision of accept- 
ability of proposed mortgage transactions for insurance. Twenty-two employees 
are engaged in this work. Market considerations have assumed increased im- 
portance and complexity as the acute post-war shortage of housing has been 
relieved and a more balanced relationship between supply and demand has been 
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established. This staff will be reduced to 18 as compared to the 22 for the current 
year. 
Minority group housing 

Negro and other racial minorities continue to represent a large unsatisfied 
need for housing. The 1950 census figures indicated that 26.6 percent of the 
nonfarm homes of people of nonwhite races were dilapidated, as compared with 
5.4 percent for the white population. At the same time the annual incomes 
of the nonwhite population have trebled betwen 1940 and 1950, opening increased 
opportunities for the provision of adequate housing with private construction 
and financing. FHA is directly special efforts to this end and for that purpose 
maintains a racial relations staff of 18. 


Consolidation of stenographic services 


The consolidation in the McShain Building of the staff now located in 3 build- 
ings will permit, by the end of the current fiscal year, the consolidation of typing 
and stenographie services in 1 pool permitting better manpower utilization and 
more economical supervision. 

These functions, located in the Administrative Services Division, the Insurance 
Control and Modernization Control Sections of the Comptroller’s Division (non- 
administrative), and the Liquidation Section of the Title I Division (nonadmin- 
istrative), currently require 47 positions. The new organization will be estab- 
lished with a staff of 44, netting an immediate saving of 3 positions. 

The services performed by these employees are essentially nonadministrative 
in character, and the consolidated function is so budgeted in fiscal 1955. The 
saving in administrative expense has been reflected in justification for adminis- 
trative expenses (see Administrative Services Division). The schedule set forth 
below shows the location of the current staff and the effect of the consolidation: 


Staff after 


Present staff consolidation 


| 


| 


Annual Annual 
Number | salary Number salary 
Administrative Services...............-..-.--.--. sennnveade 13 46, 000 44 $144, 840 
Other objects of erpense 
02 Travel—Departmental: 


Comptroller’s Division.—Travel expenses ure incurred in connection with 
portfolio examinations by the Modernization Control Section and visits by 
personnel of the Project Control Section to rental brokers to furnish assistance 
in the establishment of project accounts and instructions in accounting pro- 
cedures in connection with rental housing projects and group properties. 


Actual, fiscal year Estimate, fiscal Estimate, fiscal 
1953 year 1954 year 1955 


Expense Expense band Expense 


Modernization control _-.........--..-.--- 11 $1, 670 18 $2, 700 18 $2, 700 
as 6 1, 138 12 2, 400 12 2, 400 
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Examinations by the Modernization Control Section for 1954 are based on in- 
stitutions whose loss ratios are approaching the point where comprehensive 
on-site examinations of the institutions’ portfolios of title I loans are deemed 
necessary. Examinations for the budget year are estimated at the same level 
as 1954. The increase in the number of project properties under rental broker 
management in the fiscal years 1954 and 1955 will cause an estimated increase 
in travel by the Project Control Section as shown above. 


Title I division 


The Title I Division maintains technical supervision over collection activities 
in the field. It is also necessary to maintain liaison with United States attorneys 
throughout the country who have in their hands about 25,000 defaulted title I 
notes for legal action looking to collection. Last year turnover in the personnel 
of United States attorneys’ offices made it prudent in many cases to defer such 
travel until 1954. This travel will be resumed in 1954 and continued in 1955 at 
an annual cost of $3,000. After the reorganization in 1953, travel for supervision 
of the field collection stations was placed on a regular schedule costing annually 
$14,800. This schedule will be maintained in the current budget years. 


Property management division 


Last year FHA acquired 842 small home properties and 62 large rental projects 
(including project mortgages assigned to the Commissioner) ; 767 home proper- 
ties and 4 rental projects were sold. Acquisitions of home properties are esti- 
mated to be 830 in each of the fiscal years 1954 and 1955. Sales of home proper- 
ties are estimated to increase to 1,070 in 1954 and 1,150 in 1955. Acquisitions 
of large rental projects, which are more complex and require more travel, in- 
crease from 62 in 1953 to 70 in 1954 and 1955 while sales increase from 4 in 1953 
to 28 and 60 for 1954 and 1955 respectively. The increase in property manage- 
ment activity increases the travel requirements of the Property Management 
Division by 85 days at $18 per day, or $1,500. 


Field 


Field travel expense estimates have been developed on a unit-cost basis as 
shown on the accompanying table. Unit costs in 1954 and 1955 have been 
projected at approximately the same level that applied in 1953, except for home- 
mortgage examination where the reduced volume of business permits fewer 
cases to be covered in a given circuit of travel. The total decreased costs reflect 
the anticipated decrease in insuring operations. 


Transportation of things 


The average cost of $15.26 per employee for transportation other than bulk 
mail, which prevailed throughout fiscal 1953, has been used for the 1954 and 
1955 estimates. Bulk mail for the current and budget years has been estimated 
at $13,800 or about $3,600 in excess of the charge in 1953. This increase in the 
estimate for bulk mail provides for the 36-percent increase in rates which be- 
came effective during the current year. 
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04 Communications—departmental 


Actual, Estimate, Estimate, 
fiscal year | fiscal year | fiseal year 
1953 1954 } 1955 


Switchboard __ tear $15, 146 | $16, 250 | 
Cost of moving switchboard ._ | 
Long-distance calls and telegrams.____._____.______- 1,312 | 1, 375 


16, 458 


A detailed justification of the switchboard equipment can be found in the 
explanation of this object in the administrative budget justifications. The cost 
for moving the switchboard in 1955 reflects the anticipated move from the main 
headquarters building. The increase in long-distance calls and telegrams is 
mainly for the Property Management Division in connection with the increased 


property management activity. 

Field 
Actual, Estimate, Estimate, 
| fiseal vear fiscal year | fiseal year 
| 1953 | 1954 | 1955 


| | 
$157, 575 | $167, 800 | $151, 000 
ealls and 43, 066 40, 400 36, 200 
Postage » 15, 000 | 15, 000 
Penalty mail.. 245, 000 | 280, 000 


468, 200 | 482, 200 


Fixed charges in 1954 are shown at the current rate while the 1955 estimate 
provides a 10 percent reduction from the current rate because of reduced employ- 
ment and workload. Long-distance calls and telegrams in 1953 cost $10.70 per 
man-year and this same unit cost has been used in estimating the expense for 1954 
and 1955. Postage for the current and budget years is estimated at $15,000 as 
compared to the actual expense of $44,500 for the past year. The reduced cost 
of postage is the result of a change in procedure concerning the use of registered 
mail, At present the best estimates available on penalty mail show that this item 
should cost about $70,000 per quarter. The estimate of $245,000 for the current 
year represents the charge for 34 quarters, while the $280,000 in 1955 represents 
the charge for the full year. 


05 Rents and utility services 


Actual, Estimate, Estimate, 
fiscal fiscal year fiscal year 
1953 1954 1955 


|. 

De aseueacemeus $239, 469 | $306, 400 $319, 700 


1, 110, 900 1,084, 000 


A detailed breakdown and justification for the departmental nonadministra- 
tive rents and utilities can be found in the explanation of this object in the 
administrative budget justification. Field rents in 1954 reflect the current rate, 
while the estimate for 1955 reflects a decrease of about 5 percent from the current 
rate, 

06 Printing and reproduction 
Actual, fiseal year 1953 
Estimate, fiscal year 1954 : 


Printing cost about $50.43 per man-year of employment in 1953. This cost per 
man-year has been used in developing the estimates for 1954 and 1955. 


| 
1,000 
1,725 
Total — : 17, 625 | 19, 375 
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07? Other contractual services 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 
$51, 768 $49, 300 $44, 900 


Other contractual services averaged $11.29 per man-year in 1953. This same 
man-year cost has been used in developing the 1954 and 1955 estimates of regular 
expenses under this object class. A new printing of debentures will be needed 
in 1955 at an estimated cost of $48,000. It is estimated that the anticipated 
move from FIHA’s present main quarters in Washington will cost $6,300 in 1954 
and $15,000 in 1955 under the nonadministrative budget. 


08 Supplies and materials 


Actual, fiscal year 1953 --.. $135, 969 
Estimate, fiscal year 1954 139, 700 
Estimate, fiscal year 1955 127, 100 


Although only $135,969 was spent on supplies in 1958, actual use totaled 
$144,600 or approximately $32 per employee. This approximate use per employee 
has been used to project the estimates for 1954 and 1955. 


09 Equipment 


Actual, fiscal year 1953 $104, 093 
Estimate, fiscal year 1954 50, 000 
Estimate, fiscal year 1955 100, 000 


The scheduled reduction of the field staff by 600 employees during the current 
fiscal year and the consequent recapture of equipment permits substantial 
amounts of wornout equipment to be retired without replacement. This year, 
this results in a reduction of the equipment estimate to $50,000 as contrasted 
with purchases of $104,093 in the fiscal year 1953. In addition, the records- 
disposal program of the FHA has been successful in recapturing filing equipment 
so as to render unnecessary the purchase of any additional filing cabinets last 
year, this year, or in the fiscal year 1955, despite a substantial increase in the 
volume of insurance in force. The estimate for the fiscal year 1955 contemplates 
only normal purchases of equipment primarily to replace wornout equipment 
meeting the criteria established by the General Services Administration for dis- 
position. 


13 Refunds, awards, and indemnities 
Actual, fiscal year 1953 $1, 089 
Estimate, fiscal year 1954 
Estimate, fiscal year 1955 


The cost of awards will be met out of savings from management improve- 
ments during the current and budget years. 


15 Taxes and assessments 


Actual, fiscal year 1953. $33, 149 
Estimate, fiscal year 1954 44, 700 
Estimate, fiscal year 1955 52, 600 


FICA taxes are currently running at a rate of .00193 of salary costs, while 
the employer’s contribution is fixed at 1.5 percent. On January 1, 1954, the 
employer’s contribution will increase 33 percent to 2.0 percent, increasing the 
current rate of .00193 to .00266. Applying actual cost for the first half of 
fiscal year 1954, plus an estimated .00266 cost for the second half of the year, 
the tax amounts to $44,700. In 1955, with anuual salaries of $20 million, the 
tax amounts to $52,600. 


y 
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Mr. Jonas. What was the maximum insurance on 608 mortgages? 
Was it 90 percent ? 

Mr. Bazan. Yes. 

Mr. Jonas. That was across the board ? 

Mr. Bazan. Yes. 


INSURANCE OF TITLE I MORTGAGES 


Mr. Yares. Mr. Hollyday, you are familiar with the cost of housing 
throughout the country, are you not? 

Mr. Hotiypay. No, sir, I am not. 

Mr. Yates. Is there anybody in your organization who is familiar 
with the cost of housing throughout the country ? 

Mr. Houtypay. I think so. 

Mr. Yares. I am trying to get an answer as to whether or not there 
is a place in the country where you can build a livable house for $6,000. 
Can anybody here answer that question ? 

Mr. Houixpay. There is an increasing number of houses being built 
under title I, section 8, which was the title created to answer the need 
to which you refer. That program got off to a poor start. In fiscal 
year 1953 there were from 4,300 to 4,500 applications received under 
that title. 

Mr. Yates. For the construction of housing in what amount? 

Mr. Hotiypay. The mortgage ceiling in 1953 was $4,750. 

Mr. Yates. Where in the country could you build a house at that 
price ? 

Mr. Hotiypay. At that time, surprisingly, 10 percent of the pro- 
gram was built in Michigan. 

Mr. Yates. With heating units? 

Mr. Hotiypay. One of the reasons being that it was a house that 
had a lower standard. It had a definite standard, but a lower standard 
than title II, and people were permitted to do inside painting and 
there was not as high a standard for land development as there was 
for title II. We have increased the restrictions and raised the stand- 
ards. The Congress last year raised that ceiling to $5,700 from $4,750 
and we got 5,000 applications last year. 

Mr. Yates. To build houses at what price? 
eins Hotiypay. A 5-percent downpayment and mortgage ceiling of 

5700. 

Mr. Yares. Is that a 90-percent mortgage? 

Mr. Hotiypay. 95 percent. 

Mr. Yates. So that it would be a $7,500 building? 

Mr. $6,000. 

Mr. Yates. Where are your applications from, all over the country, 
predominantly from the South, or where? — 

Mr. Hottypay. Predominantly from the South, but the anticipation 
that this will be transferred over into title II and the great increase in 
the prefabricated industry is such that in the past 2 weeks we have re- 
ceived 1,700 applications and I think our figure we have here of 15,000 
units for fiscal 1955 is very low. 
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Mr. Yares. For in that org! range? 

Mr. Hotiypay. For building in that price range. 

Mr. Yates. How big a house will that be? 

Mr. Hotiypay. Our minimum is 720 square feet, I believe. 

Mr. Tuornton. The average is between 700 to 800 square feet. 
The minimum is lower than that. 

Mr. Hotiypay. The small builder and the prefabricator have gone 
to smaller communities, I am glad to say, and to outlying communities, 
and taken advantage of streamlined mass production and are produc- 
ing houses, principally in the South, though Indiana and Ohio seem 
to be headquarters for the prefabricated industry. 

Mr. Yares. Is any of that prefabricated housing being built in 
metropolitan areas? 

Mr. Hotiypay. I would say “Yes,” because metropolitan would take 
care of a commuting distance 10 miles out, but you have to have cheap 
landtodothat. Ithink there will be a very surprising amount of that 
construction from this time on out. 

Mr. Yarrs. How many applications of that type of housing did you 
say you have? 

{r. TuorntTon. We got 1,700 in the first 2 weeks of February. 
We have had nearly 6,000 applications since the first of December. 

Mr. Yares. For the construction of housing to cost $7,000 or less? 

Mr. THornton. I am sure virtually all would be within that cost 
range. They are all for properties to have mortgages not in excess 
of $5,700. 

Mr. Yates. How much of a downpayment is required? 

Mr. THornTon. Five percent is the minimum required. 

Mr. Yatrs. What is the maturity of the mortgages ? 

Mr. Tuornton. We permit a 30-year term. The bulk have 20- or 
25-year terms. 

d Mr. Panisrs. You do not include the cost of the land in the $6,000, 
o you? 

Mr. Yares. I assume it is included. 

Mr. Tuornton. That is the entire property. 

Mr. Yates. The entire property will cost st 000, presumably. 

Mr. Tuornron. Typically less than $7,000. Most will have prices 
within the range of $6,000. 

Mr. Yarrs. You said that you have 6,000 applications since the 
first of December. 

Mr. THornton. That is right. 

Mr. Yates. How many of those applications have you approved, 
approximately 

Mr. Trrornton. They would virtually all be approved. The rejec- 
tion rates are very low. 

Mr. Yates. Do you have a breakdown, by communities, as to where 
they are to be built? 

Mr. THornton. We can supply that for the record. 


(The information requested follows :) 


} 
| 
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Distribution of Title I Section 8 applications received Dec. 1, 1953, through Feb. 


28, 1954, by FHA insuring offices 


REGION I 

Connecticut: Hartford......... 
Delaware: 
15 
Melee: 
Maryland: 155 
Massachusetts: 39 
New Hampshire: Manchester__- 13 
New Jersey: 

1 
New York: 

923 

New York........ 
Pennsylvania : 

16 

1 
Rhode Island: Providence_____- 2 


Vermont: Burlington 


Total for region I_______- 1, 239 
REGION II 

Alabama: 71 
Florida : 

215 

356 

64 
Georgia: 467 
Kentucky: 
Mississippi: 130 
North Carolina: Greensboro____ 33 
South Carolina : 17 
Tennessee: 42 
Virginia : Richmond_______-__-- 10 
West Virginia : Charleston ______ 21 
Puerto Rico: San Juan____---__- 1 

Total for region II____--__ 1, 512 
REGION 

Illinois: 

Chicago__-_ 21 

220 
Indiana: 329 
205 
Michigan : 

Detroit 692 

7 
Minnesota: Minneapolis________ 1 
Omaha 27 


North Dakota: Fargo 


41872—54—pt. 312 


Ohio: 
30 
South Dakota: Sioux Falls____- 18 
Wisconsin: Milwaukee... 4 
Total for region III______ 1,660 


REGION IV 


Arkansas: Little 32 
11 
Louisiana: 


25, 

72 
Missouri: 


New Mexico: Albuquerque 
Oklahoma : 


Oklahoma City 244 
Texas: 

Total for region IV_____--_ 1,109 


REGION V 


: 18 
California : 


7 
10 
Oolorado:. 193 
Oregon: 1 


Utah: Salt Lake City 
Washington: 


18 
Wyoming: Cheyenne 
Territory of Hawaii: Honolulu__ 1 
Total for region 257 
United States total______- 5, 777 
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NUMBER OF MULTIFAMILY UNITS STARTED IN FISCAL 1954 


Mr. Yares. How many multifamily housing projects were built 
under FHA in fiscal year 1954 to date—how many starts? 

Mr. TuorNnton. You want the starts during that time? 

Mr. Yates. Yes. 

Mr. Tuornton. Approximately 25,000 dwelling units. 

Mr. Yates. How many projects? 

Mr. Tuorn'ton. That would be hard to say. 

Mr. Yates. Do you not have a list as to where they are being built? 

Mr. Tuornton. You asked for how many units had been started, 
and the units are started progressively in individual projects, so this 
is not a matter of just dividing by the average number of units in 
the project. Individual projects will have units started over a period 
of from 12 to 18 months. I suppose that there would be around 200 
projects involved in that. 

Mr. Yates. Do you have it broken down? 

Mr. THorntron. Where the construction has been started in multi- 
family 

Mr. Yates. Yes. 

Mr. THornton. Yes 

(The information requested is as follows :) 


Dwelling units in multifamily projects reported started under FRA inspection, 
July 1953-January 1954 


Number of 
projects | Number of 
reporting units 
units Started 
Started 


REGION 


Maine: 
Maryland: Baltimore. 
Massachusetts: Boston 


Pennsylvania: 
Philadelphia 


Florida: 


Georgia: ..........-... 
Kentucky: Louisville 
Mississippi: Jackson. ...-..- 
North Carolina: Greensboro_- 
South Carolina: Columbia. 


New Jersey: 
New York: 4 
REGION I j 
: 
2 143 
4 470 
12 2, 200 
| 
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Dwelling units in multifamily projects reported started under FHA inspection, 
July 1953-January 1954—Continued 


Number of 
projects | Number of 
reporting units 
units Started 
started 


REGION Ul 
Tilinois: 


Springfield 
Indiana: Indianapolis 
Iowa: Des Moines 
Michigan: 

Detroit. 

Nebraska: 
Ohio: 

Cleveland 

Columbus. 

South Dakota: Sioux Falls 
Wisconsin: Milwaukee... 


Total for region III 


Arkansas: Little 
Kansas: Topeka 
Louisiana: 

New 


ouis 
Albuquerque 
Oklahoma: 
Oklahoma City_- 
Tulsa 
Texas: 
Lubbock 
San Antonio 


Total for region IV 


Arizona: Phoenix 
California: 
Long Beach 
Los Angeles 
Sacramento 
San Diego 
San Francisco 
Colorado: Denver 
Idaho: Boise 
Montana: Helena. 
Nevada: Reno 


Utah: Salt Lake City..........- 
Washington: 


Spokane 
Wyoming: Cheyene 
Alaska: Juneau 
Territory of Hawaii: Honolulu 


Total for region V 
United States total 


Mr. Yates. These are multifamily projects that have mortgages 
approved by FHA that we are talking about. 
r. THornTon. Yes. 


| 1 391 
‘ RECION IV } 
Missouri: 

Kansas City 1 18 
4 87 
1 148 
2 538 
3 312 

RECION V 
187 | 23, 055 
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FHA ACTIVITY IN MINORITY GROUP ITOUSING 


Mr. Yarrs. What is FHA doing in the field of nonwhite housing? 
I would like to know what you are doing in Chicago, as well as other 
cities inthe country. 

Mr. Hotiypay. We have endeavored to collect the records of satis- 
factory home ownership and rental-unit operations throughout the 
country and then pass those on to the investing institutions. We have 
10 very capable, and I think well trained, men who specialize in ad- 
vising FHA on the problems of minority housing. We have co- 
operation from organizations interested in giving greater opportunity 
to minority groups. 

We find that minority groups can get credit without any difficult 
for high-priced radios or automobiles, but there is a recognizable dif- 
ficulty in getting credit on real estate. 

Mr. Yares. Mr. Commissioner, how many units of nonwhite hous- 
ing has FHA approved for mortgages this year? 

Mr. Hotiypay. I will have to get that information for you. 

Mr. Pures. Do you mean for fiscal year 1954? 

Mr. THornton. We are not able to maintain records on the race 
of people for whom dwelling units are provided. That is not an item 
which seems appropriate for recording in the processing of a case. 
Our standards for processing a case are the same in any event. We do 
not maintain operating statistics on the basis of the race of occupancy. 

Mr. Yates. Are you now saying that you do not recognize there is 
a difference drawn between nonwhite housing and housing for other 


? 

r. THornton. No. I am saying that the underwriting standards 
are the same that FHA uses in processing all applications submitted 
to us. 

Mr. Yates. Do you know whether or not FHA has insured prop- 
erties for any nonwhite housing during the fiscal year 1954 ¢ 

Mr. Tuornton. Yes. We have reports of such activities—what we 
call opinion reports. They are not controlled operating statistics, 
but there are reports from time to time of specific operations, and we 
do know there are projects for nonwhite occupancy ; yes. 

Mr. Yates. I think we ought to face facts in a measure. We do 
know that one of the biggest problems in urban housing today is the 
inadequate opportunity for nonwhites to obtain such housing. 

Is the FHA doing anything to help that situation ¢ 

Mr. Hottypay. Tian no hesitation in answering enthusiastically 
in the affirmative. 

Mr. Yates. What concretely have you done? 

Mr. Hottypay. As I said, we have 10 men on our staff exclusively 
devoted to that problem. 

Mr. Yates. What have you done in terms of the construction of 
units? Has anything been done? 

Mr. Hottypay. In section 213 cooperative housing, we were able to 
provide some units. My staff could tell me approximately how many 
units. It would be very substantial. I made a report to the Urban 
League on what the FHA had done. I did not break it down for 
the year. I did have a definite figure of what we had done. It 
totaled, I know, over $250 million. 

Mr. Yares. $250 million for what? 


| 
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Mr. Houttypay. For minority housing. 

Mr. Yates. $250 million has been allocated for that purpose by 
FHA? 

Mr. Hotiypay. Allocated and put to use. 

Mr. Yares. Over what period of time? 

Mr. Hotiypay. That goes back to 1934. 

Mr. Yates. Can you break down the figures you now have given 
us in terms of what portion of this was used in the fiscal year 1953 
and this portion of the fiscal year 1954? 

Mr. Hottypay. I cannot, because we do not keep it that way. 

Mr. Yates. How do you know what the total figure is, Mr. Com- 
missioner, if you do not have it broken down by years? 

Mr. Houiypay. Because the men on the staff who are charged 
with promoting that know perfectly well when we develop an opera- 
tion—say the one in Cincinnati—the ones we finance, because it is 
their job not only to help promote it but to keep a record of it. 

Mr. Yates. Are you now telling me that the 10 men that you have 
on your staff would be able to supply this information for the com- 
mittee ? 

Mr. Hotiypay. Yes, they will. 

Mr. Puuuies. I would like to ask you a question. This agency 
insures homes on properties used for rental to individual tenants. 
Their criterion is the value of the property for the loan they give. 
Do we Members of Congress expect them to keep a record as to 
whether the tenant to whom it is subsequently let is a minority group 
member or a majority group member, or anything like that? 

Mr. Yares. It is not only a question of rental housing, Mr. Chair- 
man. This deals in a measure with the problem of public housing 
in this sense—— 

Mr. Tuomas. I do not think so. 

ag Yates. Let me finish my argument and I will show you why I 
say this. 

Mii of the slum-clearance projects are in areas where you have 
nonwhites living. Many of those people can afford housing other 
than public housing. It is a question of relocation in other parts of 
the community. They do not qualify for public housing, and there- 
fore cannot get into public housing projects. 

What I am trying to find out is how FHA helps these people get 
relocated in other parts of the city so that slum-clearance projects 
could go ahead. As I understand the difficulties of slum clearance 
today, it is more a question of the relocation of the people displaced 
than anything else. Part of the people are in need 5 public housing, 
in my opinion, and part of them need housing in other areas. Is that 
not true, Mr. Hollyday? 

Mr. Hotuypay. As I stated a moment ago, there is a very real prob- 
lem for minority groups to get credit on real estate. They can get it 
on other things. 

Mr. Yates. Even though they can afford it? 

Mr. Hotiypay. Even though they can afford it. There is no ques- 
tion of that. You have had an increase in minority groups income, 
and that is one of the things we tell when we go out to get investors 
to make mortgage money available; the increase of 313 percent in 
income in minority groups from 1940 to 1953. 
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Mr. Yarrs. That is correct. Did not the President’s Advisory 
Commission recommend that special emphasis be placed upon the 
problem of minority housing, not only for those who have incomes 
which justify housing in public projects, but nonpublic projects as 
well? 

Mr. Hotrypay. I think we are not only trying to do that, but I 
think that we are succeeding, which I think is a great deal more 
important. 

Mr. Yares. Will you put into the record, then, a statement of the 
ways in which you are succeeding ? 

(The information requested is as follows :) 


FHA, recognizing that special complexities were present in the field of minority 
group housing, employs 10 minority group housing officers to facilitate FHA 
operations in this field, to assist in encouraging the flow of mortgage money into 
minority group housing, and to assist in the evaluation of proposals for the con- 
struction of housing available to minority groups throughout the country. 

FHA has recognized that one of the principal problems in privately financed 
minority group housing is the shortage of credit which has traditionally been 
available to minority groups for the purchase and construction of homes. FHA 
has encouraged investors to acquaint themselves with the opportunities for 
sound investment which the field of minority-group housing offers. Improving 
purchasing power, greater stability of employment, and greater breadth of 
employment opportunities all contribute to the possibilities of successful home 
ownership by minority families and increase the market for profitable mortgage 
investments by lending institutions. 

FHA has encouraged lending institutions who have gained actual experience 
in financing minority-group housing to report that experience to the FHA. The 
FHA has included in its bulletins to FHA-approved mortgagees a series of 
releases presenting this and related information on the minority-housing market 
for the benefit of all FHA-approved mortgagees. 

FHA field offices hold mortgagee and builder meetings from time to time in 
those communities where housing problems for minority groups are known to 
exist, in the solution of which the FHA insured mortgage programs may be of 
assistance. 

A special program of market analyses has been instituted looking toward an 
investigation of opportunities for sound insured mortgage financing for minority 
families in leading communities throughout the Nation. All factual material 
which may be of help to the industry or the general public in developing housing 
programs in these communities is made publicly available by the FHA. These 
studies are designed principally to assist FHA in appraising the opportunities 
for home construction or financing for minority families. 

The success of these and other measures in increasing the volume of insured 
mortgage financing is reflected in a growing volume of applications for minority 
housing which is discussed on page 2219, 


Mr. Jonas. What do you mean by nonwhite? 

Mr. Yates. That is the term used in these Advisory Commission re- 
ports. Iam merely using the phrases that were used in the President’s 
report. 

Mr. Jonas. Do you mean Negro groups? 

Mr. Yates. Yes, or Puerto Ricans. 

Mr. Jonas. Japanese? 

Mr. Yares. All nonwhite housing. The phrase that is used in the 
Advisory Committee’s report is “nonwhite housing.” That is the 
reason that I used it. . 

Mr. Corr. May I break in? I want to say that Mr. Hollyday from 
the very day that he began his activities as Commissioner has taken 
in my judgment, a very outstanding approach to this problem of 
minority housing. He is highly conscious of it. He has made — 
public statements about the problem. He has been discussing it wit 
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these people—by “these people,” I mean the people who are primarily 
interested in this problem. 

FHA, in my judgment, is making long strides toward overcoming 
resistance in the minority housing field. I am sure that he can sub- 
stantiate that by actual facts. 

Mr. Yates. I do not want any of my questions to be directed toward 
Mr. Hollyday personally. This is a subject I should have taken up 
with the FHA last year, or the previous year, or the year previous 
to that. In reviewing the questioning of previous years I find that 
we did not cover this field, and in reading the report of the President’s 
Advisory Commission I notice this is one of the big problems in urban 
housing. 

Mr. Coreg. It is a very proper one, Mr. Yates. 

Mr. Puiutrs. I think that we are all agreed as to the seriousness 
of it, but I am still puzzled as to why an agency, which is supposed 
to deal exclusively in the value of a piece of property as and when 
built, should be charged with the responsibility of finding out who 
lives in the property after the loan is granted. 

Mr. Yates. My question is whether FHA has been willing to guar- 
antee a mortgage which will be accepted by a primary lending institu- 
tion. If FHA is willing to guarantee such mortgages there will be 
housing; if it is not, there will be no such housing. That is the reason 
for my question. 

Mr. Putuuitres. I had a feeling that vou should direct it to slum 
clearance, or cooperative housing, or PHA. 

Mr. Yares. No, because there is a large group who can afford 
housing but just cannot find it, or get financing. Iam wondering what 
the FHA can do to help, what it had done to help. 

Mr. Puiures. Are you satisfied ? 

Mr. Yates. Well, I am trying to get the answers from Mr. Holly- 
day. He has told me so far about 10 men and the strides that the 10 
men have taken, and I have been unable to find out what the 10 men 
under his jurisdiction have done. He has talked about the project in 
Cincinnati. I wonder if there are other projects that come to mind 
that have been built in other cities in the country. 

Mr. Hottypay. There are a great many more that have been built. 
In Atlanta alone I spent an hour and a half looking at properties, 
driving through the community, and all the properties I saw, including 
a very large apartment house, were all-Negro occupancy. 

Mr. Yates. Are we making strides in our cities? What has been 
your experience 

Mr. Hotiypay. Mr. Yates, very definitely yes. This is a matter of 
education. My feeling as to how the education should be conducted 
is on the basis of the proof of the success of the operations that have 
taken place. You may note if you have read the quarterly report that 
goes out to all mortgagees, that nearly every issue has a story in it of 
the successful operation of housing Negro groups have occupied, in 
‘many cases where they have constructed, and are occupying an apart- 
ment project. We give the history of it with this thought in mind—to 
help investors realize that here is a market that is ready, willing, and 
able and has a good record, that is the way to make the thing a success. 

Mr. Tuomas. This program has been going on for a good many 
years. I remember that your immediate and prior predecessors 
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started a project at Houston. Before they got through there were 
several thousand units. I will bet you that there has not been a half 
of 1 percent of foreclosures in it. They are under the $7,000 program. 
It isa natural. That is the big field, of course, from here on in. 

Mr. Yares. One of the reasons I asked the question is the fact that 
a friend of mine tried to obtain FHA financing for such a project in 
one of the Southern towns—and I will not mention the name of the 
town because I think it would identify it too clearly—but he was not 
able to get FHA financing even though he could get local bankers 
who would be willing to give the primary loan. He was not able to 
obtain the consent from FHA and this was not under this adminis- 
tration. If FHA is not willing to cooperate in providing housing of 
this type, enormous obstacles are placed in the way of any such 
program. 

Mr. Jonas. Do you have any acceptance of the program on the part 
of any Negro-owned mortgage finance institution, insurance com- 
panies, or banks? Do they participate in this program? Do they 
show any interest in these mortgages? 

Mr. Hottypay. They do, Mr. Jonas. Iam glad to report they are 
showing an increased interest. 

Mr. Jonas. A very fine Negro-owned mortgage insurance company 
isin Durham, N.C. They doa lot of business with you. Is that your 
experience elsewhere ? 

Mr. Yates. With FHA? 

Mr. Hotiypay. They do. I must say there is room for education 
on the part of similar institutions. 

Mr. Jonas. Do we have many of such institutions in the country ? 

Mr. Hotiypay. We have a fair number of them. We have invited 
them to our office from time to time, and we constantly send to them 
the same report that we send to other financial institutions. 

Mr. Jonas. Are they demonstrating any substantial interest in talx- 
ing these mortgages? 

Mr. Houiypay: Very definitely so, and on an increasing basis 
There is interest now, and there is a very definite increase in that 
interest. 

Mr. Jonas. But you have the problem? 

Mr. Hotiypay. That is correct. 

Mr. Jonas. They need encouragement ? 

Mr. Houtypay. It would be appropriate. It has met with real 
response. 

Mr. Yates. How do you encourage them ? 
om Hotiypay. By showing them the same records we show every- 

y. 

Mr. Yates. The records of nondelinquency ? 

Mr. Hottypay. The record of nondelinquency. 

Mr. THomas. Help them work out the plaus and specifications of 
the project. 

Mr. Hotiypay. There is an operation going on in Houston right 
now that anyone could point to with pride under the very program 
that I mentioned to you a few minutes ago. 

Mr. Yates. Cooperative housing ? 

Mr. Houypay. No, title I, section 8. Anyone can point to it with 
real pride. 


| 
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Mr. Yares. Is your agency taking the position of approaching these 
Joans on the same basis as you approve loans for all applicants? 

Mr. Hottypay. Yes. I would say without any hesitation at all that 
we are aware of the problem. We have tackled that problem en- 
thusiastically and we are meeting with a reasonable and progressive 
degree of success. 

Mr. Yates. Will you put in the record, Mr. Hollyday, a statement 
showing what FHA has done in this field—not only in the field of 
cooperative housing, but in individual home ownership and the field 
of multiple-family dwellings? I think there has been so little done 
that we could do it for the whole country. 

Mr. Hotuypay. Gladly. 

(The information requested is as follows :) 


FoR MINORITY GROUPS 


The volume of FHA mortgage insurance applications for housing for minority 
groups has been growing steadily. Partial reporting of statistics identifying 
dwelling units for minority-group occupancy covered by FHA applications for 
mortgage insurance was started in April 1952. At that time such applications 
were being received at an annual rate of between 3,000 and 4,000 applications. 

During the fiscal year 1953 reports showed 9,984 such units, whereas in the 
current fiscal year to date 7,595 FHA unit applications for minority groups have 
been received. Thus at the present time such applications are running at an 
annual rate of about 16,000—or nearly 4 times the rate prevailing in the spring 
of 1952 when these reports were first secured. 

The above figures as to applications received are not derived from the 
regular operating statistics maintained by FHA, but, as indicated, from oc- 
casional special reports secured informally from the FHA field offices and 
based upon the knowledge of the field staff as to housing covered by applica- 
tions which is intended for minority occupancy. As indicated in the testimony 
above, FHA underwriting standards and processing procedures make no dis- 
tinction between projects or applications on the basis of race. Similarly, the 
regular operating statistics which report applications received and their disposi- 
tion by rejection or commitment, final insurance, etc., are not so broken down. 
For this reason, statistics as to the number of applications shown above which 
were ultimately approved are not available without a special survey for the 
purpose. 

As outlined above, the only information readily available is that provided 
by the incomplete reporting procedure initiated in April 1952. While this 
information cannot be considered complete, it, nevertheless, is believed to be 
representative of the pronounced upward trend in this activity. 


Mr. Putuures. Are there other factors involved in granting a loan, 
such as the one requested by the man to whom Mr. Yates referred as 
a friend of his, other than the fact that he wanted to put a building 
development in a certain city in the South where the loan bankers 
might have helped but FHA refused? What I have in mind is, 
would FHA have some geographic restrictions? Had they used all 
the money up to a limit? Would they want not to put more money 
in the area? Are there any other factors than just the refusal that 
Mr. Yates states ? 

Mr. Yares. I do not think that Mr. Hollyday, under the facts that 
I have given him, could give any justification for what FHA’s attitude 
might have been then because I did not name the town. Insofar as 
what my friend told me, there were no conditions involved other than 
the consideration of whether or not there should be a financing of a 
Negro project of individual home ownership. I think it was a ques- 
tion as to whether or not over a period of 40 years one could expect 
the terms of the mortgage to be met. 
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Mr. Putiires. Let me ask you another question. You seem to be 
a little hesitant in your answers to Mr. Jonas as to whether you were 
loaning upon the same conditions be it a minority group or a majority 
group. Is it possible there is pressure directed at the FHA to loan 
upon projects just because it is a minority group without respect to 
the usual criteria, regarding satisfactory investments, which would 
apply if it were a majority group, or any other group? 

Mr. Hotiypay. I find FHA subjected to a great many pressures of 
all kinds. In fact, that is almost routine. We endeavor to analyze 
in every case, Mr. Chairman, the factors that enter into what will 
make a successful loan over a long period of time, and there are a great 
many factors that enter into the success of the housing operation, be it 
individual or multiple. 

We treat all applicants exactly on the same basis when they do come 
in. We look at the utlimate risk to the Agency in insuring that loan. 
We have no alternative. 

Mr. Jonas. You are supposed to look at the ability to repay based 
upon experience, and do you not get credit reports and character ref- 
erences? You cannot just make a loan because a man happens to be 
in a minority group, or a majority group, can you? 

Mr. Houiypay. That is absolutely right. 

Mr. Jonas. You have to do it on an individual basis. 

Mr. Hotuypay. Absolutely. 

Mr. Yares. I think this is a social problem that all of us must 
recognize. I say there is a rigid attitude which can be applied to a 
loan, or a sympatheic attitude. Apart from the mere financial aspect 
of a loan, this calls for real wisdom and sound financial discretion on 
the part of the Commissioner and of his staff in each of the commu- 
nities. 

Mr. Hotxiypay. I can ask for the wisdom. 

Mr. Yates. You probably have it. That is why I used the word. 

Mr. Houiypay. I can say for the benefit of the Administration we 
try to keep that door open and be cooperative and friendly and sincere 
to everybody that comes into the office. I believe that we are making 
good on that. 

Mr. Yates. Referring again to the statement that appears on page 
26 of your justifications, which reads: 

While it is prudent to withhold such mortgages from the present type market— 


When did you say that statement was written ? 

Mr. Hotiypay. It was written in November, and at that time there 
was no question on our part whatsoever of the feeling that it would be 
unwise for us to dump onto a market in which the borrowers were 
having great difficulty in finding funds—dump on competition—even 
if it were only to the extent of $20 million. 

Mr. Yates. How many mortgages of this type have you sold? 

Mr. Hotiypay. We just put them on a couple of weeks ago. 

Mr. Yarrs. Did FHA sell any of these at any time in the past? 

Mr. THompson. We have sold a number in the past. 

Mr. Yates. At par, better than par, or at a discount? 

Mr. THomeson. Some have been sold at par, some at better than par 
and a few at a discount. 

Mr. Yates. When were they sold at a discount? Was it recently ? 

Mr. Hottypay. There have been no sales during my term as a 
Commissioner. 
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Mr. Yates. How much of a discount were they sold at? 
Mr. THompson. I do not recall the exact figure. 
Mr. Tuornton. Only enough to take care of the first year’s insur- 
ance premium. 
Mr. Yates. How much would that be? 
Mr. Tuornton. One-half of a percent. 
Z Yates. There were none sold at less than a half percent below 
ar 
. Mr. THornron. There might be a few below that. 
Mr. Yates. I am trying to find out what the lowest discount was. 
Mr. Tuornton. I do not suppose any have a discount of more than a 
oint. 
" Mr. Yates. More than a point? 
Mr, THORNTON. Probably not. 


Fray, Feprvary 26, 1954. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION 
WITNESSES 


ALBERT M. COLE, ADMINISTRATOR 

J. STANLEY BAUGHMAN, PRESIDENT, FEDERAL NATIONAL MORT- 
GAGE ASSOCIATION 

WALTER HAND, BUDGET OFFICER, FNMA 


JOHN M. FRANTZ, DIRECTOR, BUDGET AND ORGANIZATION STAFF 
N. J. EISEMAN, BUDGET ANALYST 


Amount available for administrative expenses 


1953 actual | 1954 estimate | 1955 estimate 


$3, 250, 000 $3, 350, 000 


| 
| 


Limitation or estimate | 
Unobligated balance, estimated sav ings- — 595, 39% 


Total administrative expenses under limitation 3,594,108 | 3, 250, 000 | 3, 350, 000 


Administrative expenses not under limitation and under sah i” 
cial limitation _ 151, 000 
Unobligated balance, estimated savings... — 116, 722 


Total administrative expenses not under limitation and | 
under special limitation | 34, 278 | 


Distributed as follows: 
Foreign expense 
Fees for contract legal and professional services 8, 992 | 135, 000 | 


Administrative expenses incurred 3, 628,386 | 3,401,000. | re 


Administrative expenses by activities 


Purchase, sale, and servicing of mortgages: 


| 10,000 

135, 000 
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Administrative expenses by objects 


| 
Object classification | 1953 actual | 1954 estimate | 1955 estimate 
} | 
Total number of positions. | 937 798 653 
Average number of all employees : : ws 706 611 620 
| 
} 
Average salaries and grades: | | 
General schedule grades: | } 
Crafts, protective, and custodial grades: 
Average salary $2, 632 $2,771 $2, 851 
Average grade. ............-. CPC-2.5 CPC-2.5 CPC-3.5 
01 Personal services administrative expenses: 
$3, 097, 004 $2, 770, 160 $2, 863, 700 
Regular pay in excess of 52- week ee eri 11, 912 10, 620 11, 040 
Excess of annual leave earned over annual leave taken. 55, 400 33, 370 34, 535 
Total personal services administrative expenses. ---- 3, 169, 575 2, 814, 150 2, 909, 275 
03 ‘Transportation of things 6, 672 10, 100 7, 800 
04 Communication services 50, 410 54, 350 55, 050 
240, 804 | 248, 300 237, 950 
06 Printing and reproduction ...................-.--------- i 22, 673 19, 706 20, 250 
07 Other contractual services: 
General Accounting Office audit. __.. 11, 350 14, 000 14, 000 
Fees for contract legal and professional ‘services. .___- 9, 311 136, 000 136, 000 
Miscellaneous contractual services... ..._...- 14, 188 12, 400 12, 625 
08 Supplies and materials. ___- 21, 749 19, 000 19, 300 
15 Taxes and assessments (Federal Insurance ¢ Contribution 
Administrative expenses incurred... ..........----- 3, 628, 386 3, 401, 000 3, 500, 000 


Mr. Putuirs. We will turn to the witnesses for the Housing and 
Home Finance Agency, Office of the Administrator, and discuss the 
budget request of the Federal National Mortgage Association. 

We have Mr. Albert Cole, the Administrator, who is accompanied 
by Mr. J. Stanley Baughman, president of the Federal National Mort- 
gage Association. 

Mr, Walter Hand, Budget Officer, FNMA. 

Mr. John M. Frantz, Director, Budget and Organization Staff. 


JUSTIFICATIONS OF THE ESTIMATES 


We will insert at this point in the record the general statement 
appearing on pages I-3 through I-5. 
(The general statement referred to is as follows :) 


GENERAL STATEMENT 


The Federal National Mortgage Association was originally established in 
1938 to provide a secondary mortgage market for Federal Housing Administra- 
tion insured mortgages. After World War II, the purpose of the Association was 
broadened to provide a secondary market also for Veterans’ Administration 
guaranteed home and farm mortgages. The Association, originally a subsidiary 
of the Reconstruction Finance Corporation, was transferred to the Housing and 
Home Finance Agency by Reorganization Plan No. 22 on September 7, 1950, to 
achieve better coordination of its policies and operations with related housing 
and fiscal programs. A brief summary of the major legislative changes affecting 
the functions and financial limits of FNMA operations appears at page I-11 of 
this justification. 

In accordance with general rules for the preparation of the budget, the FNMA 
program presented herein is based on legislation as it now stands, and does not 
take into account changes in either programs or organization which may result 
from the President’s separate recommendations on these matters. This state- 
ment is therefore based on the present organization and charter of FNMA, By 
its present statutory charter, FNMA is authorized to conduct its operations in 
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all States, the District of Columbia, Guam, Alaska, Hawaii, Puerto Rico, and the 
Virgin Islands. 


GENERAL NATURE AND FUNCTION OF THE GOVERN MENT’S SECONDARY MARKET 


The volume of new standard housing which can be produced by private enter- 
prise during a given period is determined to a large extent by the availability 
of funds for construction and long-term mortgage financing. While a large part 
of the funds for these purposes is supplied by local lenders, such as banks and 
savings and loan associations, a significant proportion of the required mortgage 
fund supply is obtained from secondary market sources. 

Private secondary market sources of funds are primarily the large financial 
institutions, such as life insurance companies and savings banks, who have large 
aecumulations of long term funds for investment in various parts of the Nation. 
These institutions either buy mortgages which are originated by mortgage com- 
panies or other local lenders, or make mortgage loans in their own names through 
local correspondents and agents. Commonly, the servicing of mortgages, after 
they have been made and sold to the secondary market buyers, is left in the 
hands of the local mortgage loan orginators. 

The Government’s secondary market, the Federal National Mortgage Associa- 
tion, operates in a similar manner, but is designed only to supplement the pri- 
vate secondary market when and where the supply of mortgage funds from private 
sources is inadequate for the production of housing under the Government-as- 
sisted private-housing programs. In general, the various congressional authori- 
zations for FNMA mortgage purchases and related activities have had three broad 
objectives : 

1. To help establish market acceptance for new types of mortgages, such as 
FHA-insured, long-term, regularly amortized mortgages, before World War II, and 
small or no downpayment mortgage loans to veterans guaranteed by the Veter- 
ans’ Administration, after World War IT. 

2. To assist private enterprise, through secondary mortgage market support, 
in the provision of housing involving special problems, such as veterans emer- 
gency housing, housing for military personnel on or near military posts, defense 
housing for war production workers, housing in Alaska and Guam, and housing 
for victims of major disasters. 

3. To help ease temporary shortages of mortgage funds, arising from abnormal 
money market conditions, which threaten to reduce homebuilding activity to a 
level which would impede the achievement of the national housing objectives 
established by Congress. 

In order to insure the maximum usage of its investment authorization as a 
revolving fund to achieve the above purposes, mortgages acquired by FNMA are 
sold to private investors as rapidly as they can be absorbed in the private market 
without exercising an adverse effect upon the private market. Prior to July 1, 
1953, all sales by FNMA were at par. Since that date, in conjunction with a sales 
program authorized by Congress to reduce net expenditures, FNMA has sold 
mortgages at discounts, but at prices above those generally prevalent in the 
private market. Most of the recent sales have resulted from what is commonly 
know as the one-for-one program. This program is described below in the dis- 
cussion of the sales program. 


UNDERLYING ASSUMPTIONS FOR FISCAL YEAR 1055 


The basie assumptions underlying the budgetary estimates for fiscal vear 1955 
are as follows: 

1. The supply of funds for long-term investment will continue to improve mod- 
erately, with consequent continued improvement in the mortgage market, cir- 
cumstances which would be conducive to an increased volume of FNMA sales. 

2. The FNMA will purchase mortgages only pursuant to outstanding obliga- 
tions to purchose, except that the possibility of special conditions requiring other 
purchases to a limited extent is recognized by the inclusion of a figure of $75 
million for this purposce. Consequently, the volume of purchases is expected to 
be smaller in fiscal year 1955 than in fiscal year 1954. 

8. The rate of interest which the Association must pay the United States 
Treasury will not be increased. 

If these assumptions prove to be realistic, FNMA will be able to return approxi- 
mately $166 million to the Treasury during fiseal year 1955 and the FNMA 
portfolio will contain mortgages in an amount of approximately $2.4 billion at 
the end of fiscal year 1955. 
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Mr. Puitiies. We will insert in the record at this point pages I-6 


through I-17. 


(The justification pages referred to are as follows: 


) 


TaBLe I-6.—Status of FNMA authorization 


{In millions of dollars] 


| 
Actual, | Estimate, Estimate, 
1953 1954 1955 
$3, 650.0 | $3, 650. 0 $3, 650. 0 
Charges against authorization: 
Mortgages owned: 
Military, defense and disaster_.................-..---- 255. 6 561.0 733. 6 
Other: 
1, 976, 2 1, 796. 6 1, 480. 2 
Commitments outstanding: 
Military, defense and disaster... 500. 6 357.7 117.4 
3, 039. 9 3, 129.9 2, 590. 1 
Total available authorization ._...........-......-.-. 610.1 520.1 1, 059. 9 
Tas Le I—-7.— Mortgage purchases and commitments 
{In millions of dollars] 
1953 actual | 1954 estimate | 1955 estimate 
Mortgage purchases: 
ther: 
Commitments made (net): ‘ 
Defense, military and disaster. ..............-.--.-------- 445.9 105.0 0 
Cooperative and Alaska 17.2 26.0 0 
Total use of authorization...................-.-....--.-. 1,048.8 790. 1 390.0 


SALES PROGRAM 
The “1-for-1” plan 


The Association is authorized under Public Law 94 to issue advance contracts 


to purchase (commitments) in connection with the purchase of mortgages from 
FNMA. Such advance contracts authorize their holders to sell to FNMA, within 
1 year’s time, an amount of eligible mortgages not exceeding the amount of mort- 
gages purchased from the Association. This authority expires July 1, 1954. The 
effect of this so-called 1-for-1 plan upon sales of mortgages by FNMA is explained 
in the section which follows. 
Volume of sales 

During fiscal year 1953, a period of generally tightening money market condi- 
tions, a rising interest rate structure, and disturbed mortgage market conditions, 
FNMA sales of mortgages totaled only $60 million. 
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While sales have been much higher during 1954, reaching an average above $50 
million per month during the second quarter, these sales have been almost entirely 
within the 1-for-1 program for which the authority expires at the end of this 
year. VA-guaranteed 4-percent mortgages have been so!d at a price of 96, with 
the obligation to buy back at par an amount of insured or guaranteed 4144-percent 
mortgages equal to the sales price of the mortgages sold; however, FNMA charges 
1 percent for the issuance of the commitment contract and % percent at the time 
of repurchase. These charges serve to partially offset the discount. 

In addition to the inducements to purchasers under the 1-for-1 program, the 
moderate easing of the market for long-term funds has probably been an im- 
portant factor in the accelerated pace of FNMA sales in recent months. The rise 
in FNMA sales has been occurring at the same time that a decline in the market 
rates for long-term funds has been taking place. Thus, the monthly average 
yield, based on market prices, of United States Treasury bonds with 15 or more 
years of remaining maturity declined from 3.02 percent in July to 2.78 percent 
in December. 

It is anticipated that a continuation of the easing money market trend of recent 
months will witness a continued improvement in the market for the sale of mort- 
gages held by FNMA, independently of the 1-for-1 program during the remainder 
of fiscal year 1954 and during fiscal year 1955. 

Based on these assumptions as to the mortgage market, it is estimated that 
mortgage sales at $485 million can be absorbed without interfering with the 
availability of home-mortgage funds for new construction. In order to keep 
estimates of financial results on the conservative side, it has been assumed that 
such mortgages would be sold at acceptable prices in the market, but that such 
prices in the coming year may still be below par for the type of mortgages in the 
portfolio. 

FINANCING REQUIREMENTS OF THE ASSOCIATION 


The extent of financing required by the Association for any period is measured 
by the amounts paid for mortgages less the amounts received from mortgage sales, 
repayments of mortgage principal, other credits and net income. The table below 
shows the derivation of the net change in the mortgage portfolio, the mortgage 
purchases less mortgage sales, and repayments and other credits to the portfolio, 
for the years covered in the budget. In fiscal year 1954 there will be an esti- 
mated net increase of $94 million in the portfolio, although this would require 
only $62 million of budget expenditures, representing net borrowing from the 
Treasury. 

For fiscal year 1955, it is estimated that a $160 million decrease in the port- 
folio would result from the operations and would permit a return of $166 million 
to the Treasury. 

[In millions of dollars] 


Estimate, Estimate, 
1955 


Mortgage purchases 


Mortgage sales 
Repayments and other credits. ___ 


Total sales, repayments and other credits 


1953 

OL 156 | 415 | 550 
Available earnings and working capital —32 | —6 
% Net budgetary expenditures or receipts (—)____......._. 379 62 —166 
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Taste I-13.—Number of mortgages owned, purchased and sold 


| 


Actual, Actual, Actual, Estimate, | Estimate, 
| 1951 1952 1953 1954 1955 
Number of encianges | owned at start of 
156, 083 223, 561 291, 066 346, 851 345, 426 
Purchases during +109, 773 76, 716. 942. 45, 075 40, 530 
Sales during period P —40, 560 6, 489 6, 280 43, 000 62, 140 
Repayments in full and other credits dur- 
—1, 735 2, 722 3, 877 4, 100 4, 100 
Net change in portfolio during period. 7,478 67, 505 55, 785 —1, 425 —25, 710 
of owned at end of 
period. 223, 561 291, 066 346, 851 345, 426 319, 716 
Average portfolio to be serviced ” 
190, 000 257, 000 319, 000 346, 000 333, 000 


ADMINISTRATIVE EXPENSES 

General summary 

Administrative expenses of the Association are financed from its earnings, 
within limitations fixed annually by the Congress. The estimated requirement 
for administrative expenses for fiscal year 1955 is $3.5 million. This sum is 
$99,000 or 2.9 percent greater than the amount of $3,401,000 which was available 
for the same purpose in 1954. 

The increase in workload to be performed in the fiscal year 1955 is proportion- 
ately greater than the increase in administrative expenses, as the following 
comparison shows: 


Change Percent 
| ai | 1 (+) or (=) | (+) or (—) 

| 
Administrative expenses. .........-.-.-.---.--- $3, 401, 000 $3, 500, +-$99, 000 | +2.9 
Number mortgages to be sold__.._.-..--.---. .- 43, 000 62, 140 +19, 140 +44.5 
Average number mortgages in portfolio... nities 346, 138 332, 571 —13, 568 —3.9 
Number mortgages to be purcliased.___.______- 45, 675 40, 530 —5, 145 —11.2 


This limited request is possible only because the Association’s supervisory 
officials have continually explored ways and means of effecting economy in 
operations. New methods have been developed which have permitted consistent 
reductions in the cost of operations which are reflected in this request for an 
administrative expense budget for fiscal year 1955. 

Management improvements stemming from this review and effected during 
the current fiscal year include the further consolidation of field offices and the 
introduction of a new control accounting system. These 2 actions alone ac- 
counted for savings of approximately 92 employees with annual salaries of 
approximately $315,000—a reduction of 13.4 percent in employment of record on 
July 1, 1953. Several similar actions which resulted in substantial savings have 
been reported to the committee at previous hearings. 

The above actions have enabled the Association to reduce its employment 
from 954 on September 7, 1950 (when FNMA was transferred to HHFA) to an 
estimated average employment of 620 for fiscal year 1955 (a reduction of 35 
percent). Likewise, its administrative expense requirements also have shown 
a reduction from $4,503,174 for fiscal year 1951 to an estimated $3,500,000 for 
fiscal year 1955 (a drop of 22.3 percent). 

These reductions in personnel and administrative expense have taken place 
without sacrificing efficiency of operations and at the same time the workload 
of the Association has shown a decided increase. The average number of mort- 
gages to be maintained (the continuing workload factor) has increased from 
189,822 in fiscal year 1951 to 332,571 (an increase of 75.20 percent) in fiscal 
year 1955. 
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A good index to the composite economy in operations as discussed above is 


shown in the following table: 


| 
} Fiseal year 
| 1951 


| 
Average number of mortgages in portfolio to be | 
serviced. 
Administrative expense 


189, 822 
$4, 503, 174 


| Fiscal year | 
| 1955 


| 
332, 511 | 


Administrative expenses by object class 


Change 


+142, 749 


$3, 500,000 | —$1, 003, 174 


| 1953 actual | 1954 estimate 


Percent 


1955 estimate 


Personal services: 


Regular pay in excess of 52-week base_ 
Payment above basic rates__ 


Excess of annual leave earned over annual leave taken | 


(1.2 percent) 
Total personal services, administrative expenses__ 


Transportation of thing: 
Communication services 
Printing and reproduction 
Contractual services: 
GAO audit of aecounts_ - 


| 
$3, 097, 004 
11,912 | 


| 5, 259 | 


55, 400 | 


| 3, 169, 


672 
50, 410 | 
240, 804 
22, 673 | 


ae, 


Fees for contract legal and professional services. ______| 


Miscellaneous contractual services... 
Supplies and materials 
Taxes and assessments 


Total administrative expenses 
Deduct: Administrative expenses not under limitation and 
under special limitation 


Administrative expenses under 


575 | 
731 


$2, 770, 160 
10, 620 
0 


33, 370 

2, 814, 150 
73, 000 
10, 100 
54, 350 
248, 300 
19, 700 


14, 000 


3, 628, 386 
} 
34, 278 | 


| 3, 594, 108 | 


3, 401, 000 
151, 000 
3, 250, 000 


$2, 863, 700 
11, 040 
0 


34, 535 


2, 909, 275 
87, 750 
7, 800 
55, 050 
237, 950 


20, 250 


14, 000 
136, 000 
12, 625 
19, 300 
0 


3, 500, 000 


150, 000 


| 3, 350, 000 


Mr. Puiurrs. We will insert in the record at this point those pages 
which the clerk deems necessary from page 18 through page 25. 


(The pages referred to follow :) 


Explanation of the requirements for the object classification expenditures 


01 Personal services: 
Estimate, fiscal year 1955 
Estimate, fiscal year 1954 


| | 
| Man-years | Amount 


$2, 909, 275 
2,514, 150 


95, 125 


Estimates for personal services have been held to a minimum which is 


consistent with efficient operations and which will still enable the FNMA 
to discharge its statutory responsibilities within the framework of the ad- 
ministration’s fiscal policies. Economies effected in the current fiscal year 
have materially aided in reducing estimated costs for fiscal year 1955. These 
economies resulted in a savings of approximately 92 employees with annual 
salaries of approximately $315,000. 

The estimates include an increase of 1.5 man-years in the Washington office 
and 8.2 man-years in the field offices. These increases are analyzed in the tables 
under the applicable narratives which follow under the headings “Departmental” 
and “Field.” 


41872—54—pt. 3——-13 


—22.3 
— = ! 
0 
| 
02 Travel ae 
03 
04 | 
05 | 
08 
11, 350 
9,311 136, 000 
| 14, 188 | 12, 400 
08 | 21, 749 19, 000 
15 8, 923 0 
| | | 
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DEPARTMENTAL 


The staff of the central office in Washington consists of program, legal, 
and administrative-type personnel. Their activities are carried out under the 
direction of the President of the Association and within the policies established 
by the Board of Directors. 

The table on the following page shows the man-year requirements for each 
central office division for fiscal years 1954 and 1955: 


1955 (+ or —) 
! 

Off ce of the President___. icles 4.8 4.8 0 
Ofiice of the Comptroller... | 19.0 18.0 —1.0 
Office of the General 10.8 13.3 2.5 
Office of the -Treasurer | 21.0 20.0 —1.0 
Audit Branch_- be | 3.9 3.8 
Budget | 1.7 1.9 2 
Loan Administration 9.7 10.4 7 
Total departmental 76.4 77.9 
Total departmental salary $454,700 | $469, 000 | “$14, 300 


FIELD 


The FNMA’s program activities and their related functions are performed by 
6 organizational units in 5 agency offices. They include management and co- 
ordination services, audit services, cashier and administrative services, fiscal 
services, legal services and loan administration. The organization structure of 
each agency office is uniform. 


A table setting out the man-vear requirements for each activity for the fiscal 
years 1954 and 1955 follows: 


Man-years | Man-years | Change (4+- 


1954 1955 | or —) in 1955 
Cashier and Administrative Services. 121.0 123.5 2.5 
Legal Services. | 39.1 47.5 | 8.4 
Loan Administration Services: | 
Continental United | 116.1 136.7 20.6 
| 


The increase in man-year requirement in the various operating activities in 
fiscal year 1955 is directly attributable to the increase in workload generated by 
the stepped-up sales program and in the increase in the number of audits which 
must be conducted. The increased activity incident to the sales of mortgages 
includes such items as furnishing listings for prospective investors, closing 
transactions, exercising proper security in handling “sold” mortgages, handling 
“sold” mortgages, handling securities in and out of storage, and all related 
technical correspondence and filing activities. 

The increase in number of audits to be conducted is attributable to the limited 
funds available during fiscal year 1954. The Association’s policy in regard to 
the protection of the Government’s investment represented by FNMA’s mortgage 
portfolio requires a complete audit of the books of the Association's 1,100 servic- 
ing agents at least once in each 18-month period or approximately 700 audits 
each fiscal year. With the funds currently available, it appears that approxi- 
mately 400 audits will be conducted during fiscal year 1954. In order to assure 
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adequate protection for this substantial investment, it will be necessary to con- 
duct approximately 1,000 audits during fiscal year 1955. 


02 Travel: 
Estimate, fiscal year 1954 
‘stimate, fiscal year 1955 


Increase 


The increase in travel estimates is directly attributable to the Se alll for 
increased audit travel to perform servicing agent audit which could not be 
performed in fiscal year 1954, and in the increased number of inspections to 
servicing agents by the technical staff of agency offices. These andits and inspec- 
tions are doubly necessary in view of the magnitude of the sales program and 
the establishment of a revised accounting system. 

Sven though the estimate for travel for fiscal year 1955 is $14,750 more than 
is currently estimated for fiscal year 1954, it is $20,425 less than is available for 
fiscal year 1954. 

Travel by officials of the FNMA fall into five general categories: (1) Visits 
by policy and supervisory members of the Washington staff to field offices and 
to financial centers; (2) trips to financial centers for mortgage sales negotiations 
by technical and professional field staff members; (38) inspection and adminis- 
trative trips to servicing institutions by supervisory officials of the agency 
offices; (4) audits of servicing institutions by audit staff located in agency 
offices; and (5) institution of foreclosure proceedings at property locations by 
members of the legal and loan staffs. 

For the estimates for fiscal year 1955, it is contemplated that— 

(a) There will be 60 trips required of Washington office officials (other 

than audit staff) at an average of 10 days per trip, with an aver- 

age cost of $21 per day, including transportation, or a_ total 

estimate of $12000 
(b) Each of the 10 members on the mortgage sales staff. will “average 

four 2-day trips per month to financial institutions and financial 

centers with an average daily cost, including transportation, of 

$15 or a total of 
(c) 4 members of the supervisory staff of each of the 5 agency offices 

will be required to make two 2-day trips per month to servicing 

institutions and to property locations for foreclosure proceedings 

with an average daily cost, including transportation, of $15 or a 

14, 400 

(d@) The Washington audit staff will be in travel status a total of 135 

days with per diem and incidentals totaling 1, 350 
(e) Transportation expenses of Washington audit staff travel will total. 1,150 
(f) The field audit staff will be in travel status 3,675 travel-days at 

an average cost of $10 per day, including per diem and other 

allowable expenses which total b 36, T50 
(g) Transportation costs of travel by field audit staff will be 500. miles 

per month per auditor, at 7 cents per mile for an average of 1314 

auditors in travel status per month (5007 cents=$35 x12 

months=$420 per year X1314 auditors) totals 5, 600 


Total estimated continental travel for fiscal year 1955 86, 250 
Total estimated noncontinental travel for fiscal year 1955 1, 500 


Total travel estimated for fiscal year 1955 
08 Transportation of things: 

Estimate for fiscal year 1955 

Estimate for fiscal year 1954 


Decrease 


37, 150 
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The estimates cover normal transportation of supplies, etc., and the sum of 
$1,500 for the cost of shipping large lots of mortgages from IKNMA to investors. 
‘hese shipments are those which are too large to be handled by parcel post. 


04 Communication services: 


Qstimate for fiscal year 1955__- $55, 050 


The increase is a direct result of the estimated increase in man-years of 
employment. 

The estimates for both fiscal years are based on actual man-year experience 
cost factors for fiscal year 1953 plus the estimated additional amount of $10,000 
for each year for postage. This estimate for postage is based on a count of en- 
velopes and franks used during previous fiscal vears and may be considered an 
experience figure. The experience-cost factor for fiscal year 1953 was $148.75 
per man-year for Washington communication costs and $60.50 per man-year for 
communication costs in our field offices (except noncontinental). The total 
for fiscal year 1955 is therefore calculated as follows: 


Washington Field Puerto Rico Total 
11, 588. 00 32, 700. 00 75). CO $45, 038 


No provisions have been made in these estimates for increased costs which may 
arise from recent salary increases given in the communications industry and 
which may later affect communication costs. 


05 Rents and utility services: 


Estimate for fiscal year 1955 $237, 950 
Qstimate for fiscal year 1954 248, 300 
Decrease- 10, 350 


The decrease in rents and utility services is a result of the closing of the 
Seattle office. 


Washington office: 
Actual cost of rented space in Washington $44, 780. 20 
Actual cost to rented space in New York sales office 692. 00 
Field: 
Continental (540.5 man-years of employment at 355 per man- 
year) 191, 877. 50 
Puerto Rico (actual cost of rented space) 600. 00 
Total 287, 949. 70 
Rounded to 237, 950. 00 
06 Printing and reproduction: 
Estimate for fiscal year 1955. 20, 250. 00 
Estimate for fiscal year 1954 19, 700. 00 


The estimated requirements for fiscal year 1955 are based on normal require- 
ments with no allowance for specialized or abnormal needs which may arise. 
It is expected, if such need arises that the additional costs will be absorbed in 
employment lapses or other economies. The experience cost factor for fiscal 
year 1953 is used in this projection. 
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The estimate is computed as follows: 


Continental : 618.4 man-years times 32.35 unit cost. 
Puerto Rico 


Total_- 
Rounded to 


07 Contractual services: 
Estimate for fiscal year $162, 625 
Estimate for fiscal year 1954 


Increase_.__ 


This category covers a wide range in type of expenditures, the principal items 
of which are (1) contract fees for legal and professional services, audit of 
FNMA accounts by the General Accounting Office and a miscellany of items 
which include repairs to equipment (except automotive) alteration and repair 
to leased premises, motor-vehicle expense, court and recording fees, and com- 
mercial bonds. 

A summary of the 2 years involved follows: 


j 
1955 


$14, 000 
136, 000 
12, 625 


162, 625 


The estimate covering GAO audit expense is based on estimates furnished 
FNMA by that Office. 

The estimate for contract legal and professional services covers intermittent 
employment for specialized assignments for peak-load periods when time does 
not permit the employment and training of staff employees in the examination 
of mortgages submitted for purchase, to defend FNMA against adverse claimants 
and handle special types of litigation (such as bankruptcies, tax-lien cases, suits 
for damages, suits for reformation of mortgages, condemnations, actions to estab- 
lish lost instruments, partition suits, probate matters, ete.), and ascertaining 
that liens and titles are acceptable in connection with purchase of mortgages. 

The estimate of miscellaneous contractual services is based on a man-year cost 
factor related to actual experience of FNMA during fiscal year 1953. The in- 
crease is due entirely to an increase in man-years in fiscal year 1955 over fiscal 
year 1954. 


08 Supplies and materials: 
Estimate for fiscal year 1955 
Estimate for fiscal year 1954 


Increase 


The increase of $300 in the estimated requirements for supplies and materials 
is directly related to the estimated increase in man-year requirements in fiscal 
year 1955. The estimate is computed as follows: 


Continental: 618.4 man-years times $30.80 man-year cost factor 
Puerto Rico. el 


Total___- 
Rounded to 
Mr. Puiuurs. Mr. Cole, we are glad to see you. I am sorry to have 
missed your previous testimony, but I had to spend a day in bed with 
the flu bug. 
Now, we are discussing FNMA. 


| « 

Contract legal and professional services... 136, 000 

250 
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Mr. Coxe. Yes, and I think it appropriate that the president of 
FNMA make a general statement in connection with the budget pre- 
sented for FNMA. I am here available for any policy questions, or 
any other questions the committee may care to ask. 


GENERAL STATEMENT 


Mr. Puttuirs. We will be glad to hear from you, Mr. Baughman. 

Mr. Bavucuman. Mr. Chairman, I have prepared a brief statement 
in connection with the FNMA budgetary request for fiscal year 1955, 

The estimates submitted to this committee are based upon the 
en statutory charter and organization of FNMA and do not re- 

ect any of the changes in the organization of FNMA or new programs 
which may result from the legislative proposals contained in the hous- 
ing bills (H. R. 7839 and S. 2938) now pending before the House and 
Senate. The estimates presented in this budget are predicated upon 
a program of gradual reduction of the Government’s present invest- 
ment in home mortgages and liquidation of the Association’s notes 
now held by the United States Treasury. For the purposes of these 
estimates it has been assumed that: 

(1) The volume of mortgage purchases to be made by FNMA in 
fiscal year 1955 will be less than that of fiscal year 1954. 

(2) The volume of mortgage sales by FNMA during fiscal year 1955 
will be 44.5 percent greater than fiscal year 1954, and will result in 
a reduction of FNMA’s mortgage portfolio. 

Mr. Puiurrs. How do you get your figures down to such an ac- 
curate percentage on the basis of an estimate for a fiscal year begin- 
ning 4 months from now ? 

Mr. Baveuman. It is a comparison of the estimate in the budget 
last year, plus the estimate this year. It is a comparison of estimates. 

(3) Principal repayments to FNMA and other credits will con- 
tinue to remain at a high level and repayments by FNMA to the 
United States Treasury will be in excess of borrowings. 


UNDERLYING ASSUMPTIONS FOR FICAL YEAR 1955 


The principal basic assumptions underlying these budgetary esti- 
mates are as follows: 

(1) FNMA will purchase mortgages only pursuant to its out- 
standing obligations, except that the possibility of special conditions 
requiring other purchases to a limited extent is recognized by the 
inclusion of an estimate of $75 million for this purpose. 

(2) Increased availability of funds for long-term investment and 
the resulting continued improvement in the mortgage market will be 
conducive to an increased volume of FNMA sales. 

(3) The rate of interest which FNMA must pay to the United 
States Treasury will not be increased. 

If these assumptions prove correct, FNMA’s mortgage portfolio 
will be reduced to approximately $2.4 billion at the end of fiscal year 
1955 and the net return to the United States Treasury during that year 
will be approximately $166 million. 


| 
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MORTGAGE PURCHASES 


During fiscal year 1955 it is estimated that FNMA will purchase 
a in the total amount of $390 million. Of this amount, 
$315 million provides for the purchase of mortgages covering defense, 
disaster, military, Alaska, and cooperative housing, and for the pur- 
chase of mortgages pursuant to advance contracts issued under the 
1-for-1 program in fiscal year 1954; and $75 million provides for the 
purchase of mortgages covering other housing programs. 

It is currently estimated that at the beginning of fiscal year 1955 
the association will have outstanding commitment contracts to pur- 
chase mortgages in the amount of $538.1 million, and that at the end 
of fiscal year 1955 the amount outstanding will be reduced to $158.3 
million. This represents a reduction of over 70 percent in the asso- 
ciation’s outstanding obligations during that year. 


MORTGAGE SALES 


In its mortgage sales program the association has constantly stressed 
the importance of increasing sales from its mortgage portfolio in 
order to permit FNMA to return funds to the Treasury which had 
been required for purchases in previous years, and to relieve the 
Treasury of the burden of supplying funds for current purchases. 

During fiscal year 1955 FNMA’s sales program requires the market- 
ing of $435 million in mortgages, an increase of 44.5 percent over the 
$300 million sales currently estimated for fiscal year 1954. I might also 
add that the sales during 1954 to date have been almost entirely within 
the “1 for 1” program, the authority for which expires at the end of 
fiscal year 1954. Under this program FNMA has been authorized to 
issue advance contracts to purchase (commitments) in connection with 
the sale of mortgages from its portfolio, Such advance contracts au- 
thorize their holders to sell to FNMA, within 1 year, an amount of 
mortgages not exceeding the amount sold by the Association. 

Since prospective purchasers of mortgages in fiscal year 1955 will 
not have the additional inducement of an advance contract as author- 
ized under present law, the Association will be obliged to redouble its 
sales efforts—a larger sales staff and other increased administrative 
expenses will be unavoidable. The success of the mortgage sales pro- 
gram will also depend upon the ability of the Association to continue 
to maintain its mortgage portfolio in a current status so that the mort- 
gages will be in a salable condition at all times. Continued close and 
intensive supervision of the Association’s more than 1,000 servicing 
agents throughout the United States will be required. 


MORTGATE SERVICING 


It is estimated that as a result of the purchase and sales programs I 
have outlined the average number of mortgages which must be serviced 
by the Association will decrease from approximately 546,000 mort- 
gages in fiscal year 1954 to 333,000 mortgages in fiscal year 1955—a 
decrease of only 13,000 mortgages or 3.9 percent. It is also estimated 
that at the end of fiscal year 1955, FNMA’s portfolio will consist of 
319,700 mortgages valued at approximately $2.4 billion as compared 


q 
al 
4 
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with 345,400 mortgages valued at approximately $2.6 billion at the 
end of fiscal year 1954. 

Mr. Chairman, FNMA has always felt very keenly its responsibility 
to provide adequate protection for the Government’s investment, and 
its main objective has been to prevent any loss or deterioration of its 
portfolio so as not to impose any burden upon the taxpayer. Unlike 
the one-time operation incident to the purchase or sale of a mortgage, 
the maintenance of the Association’s extensive portfolio involves con- 
tinuing and repetitive activities in connection with maintaining its in- 
ternal records and, in addition, supervising, auditing, and inspecting 
the operations of its servicers. I might add in this connection that 
more than 70 percent of the Association’s administrative expenses is 
incurred in providing the necessary operating and administrative 
safeguards in maintaining its portfolio of mortgages. 


ADMINISTRATIVE EXPENSE 


The estimated administrative expense for fiscal year 1955 is $38,350,- 
000 under limitation, an increase of $100,000 over the amount avail- 
able for fiscal year 1954. However, this increase in the Association’s 
requirements for fiscal year 1955 is appreciably less, proportionately, 
than the increase in workload during that fiscal year. Although for 
fiscal year 1955 the estimated number of mortgages to be purchased 
will show a reduction of 11.2 percent and the average number of mort- 
gages in the portfolio to be serviced will be reduced by 3.9 percent, 
the number of mortgages to be sold will be increased by 44.5 percent. 
The requirements for administrative expenses, nevertheless, will be 
increased by only 2.9 percent for all of such mortgage purchasing, sell- 
ing, and servicing programs. 

The Association has been able to hold its administrative expense to 
an extremely low figure in view of drastic economies which the com- 
mittee will recall were put into operation in previous years. During 
the current fiscal year, a new control accounting system has been 
adopted which has resulted in additional substantial and continuing 
economies. These savings are reflected in the budget estimates. 

Because of a stringent reduction in the amount available for admin- 
istrative expenses in fiscal year 1954, the Association was required to 
close one of its field offices. Only five remain. If the request for the 
fiscal year 1955 were to be substantially reduced, FNMA would not 
be able to administer its projected operations except by a further 
reduction in its field offices. The Association could hardly maintain 
the present high degree of supervision of mortgage servicing with 
fewer than the present five offices; and business relationships between 
the Association and buyers and sellers of mortgages would be rendered 
more difficult. 

Thank you. 

Mr. Patties. Thank you, Mr. Baughman. 

First of all, somebody in future years will read this report and will 
find nothing to explain what you mean by a 1-for-1 program. 

Will vou put that into the record ? 

Mr. Baveuman, I think that is in the record among the pages that 
have been inserted. 
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AUTHORIZED LIMIT 


Mr. Putiuirs. Do you have an authorization limit beyond which 
you may not buy mortgages? 

Mr. Baveuman. Yes, $3,650 million. 

Mr. Puuuires. The total authorization appears at the top of the 
tabulation on page 1-6 in the amount of $3,650 million. 

I cannot figure how you get up to $1,059 million for the estimate for 
1955 as compared to $520 million for the estimate for 1954. 

Mr. Baveuman. The difference there is that the portfolio has been 
reduced by $160 million. The outstanding commitments to purchase 
mortgages have been reduced on this table by approximately $380 
million. 

Mr. Putures. That would make the difference. 

When we recessed the hearing this morning, Mr. Baughman had 
completed his general statement and there had been 1 or 2 incidental 
questions which were raised by that statement. We have reached page 
6 of the justifications. The initial statement is a comprehensive 
statement. 


1-FOR-1 MORTGAGE EXCHANGE PROGRAM 


I turn to page 8 and ask whether you think the 1-for-1 plan has been 
successful; whether you think it should be continued beyond the pres- 
ent expiration date of July 1, 1954. 

Mr. Corr. I would answer both questions in the affirmative. 

Mr. Puinuips. You might indicate there, Mr. Cole, or Mr. Baugh- 
man, why you think it is desirable to continue it. Was it generally 


used by the purchasers of mortgages? 

Mr. Core. I will let Mr. Baughman answer that specific question. 

Mr. Bavenman. Under the 1-for-1 plan, the purchase of mortgages 
out of our portfolio entitles the purchaser to an advance contract in a 
similar amount to sell mortgages to us within 1 year. 

Mr. Puuu.rs. How many institutions or individuals took 
advantage of it ¢ 

Mr. Baveuman. I did not count them up, but I can give you a list 
of them. 

Mr. Puinurs. I want to get the approximate percentage. 

Mr. Bavueuman. The number of institutions purchasing mortgages 
and taking advantage of the one-for-one plan totals approximately 
280. 

Mr. Parties. Out of how many ? 

Mr. Baveuman. How many financial institutions in the country ? 

Mr. Puttures. No; how many bought from you? 

Mr. BaucuMan. Oh, everybody is taking advantage of it. 

Mr. Putures. Everybody that bought from you this year bought 
under this plan? 

Mr. Baveuman. Under the one-for-one plan; yes, sir. 
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ADMINISTRATIVE EXrENsES 


Mr. Putuirs. Now we get over to “Administrative expenses” on 
page 14 in which this committee really is primarily interested, be- 
cause we want to know how much money to give you. 

You expect a decrease of 5,000 mortgages in the number purchased 
and an increase of 19,140 in the number sold, and you credit the fu- 
ture need of less money for more mortgage movement to the fact 
that new methods have been developed which have permitted con- 
sistent reductions in the cost of operation. What are those new 
methods ¢ 

Mr. Bavenman. As I said in my statement, we inaugurated what 
we call a single debit system in our accounting which eliminated the 
duplicate record we used to keep on the individual mortgage in the 
office. Other small changes were also made for better efliciency in 
operation. 

TRAVEL 


Mr. Putuirs. Turning to page 17, why do you need more money 
for travel ? 

Mr. Bavcuman. In connection with our sales program to sell $435 
million in mortgages. Without the one-for-one plan, we feel we will 
have to contact a great many purchasers of mortgages all over the 
country in order to arrive at that goal. 

Mr. Puiiiirs. As you may have heard me say when I was talking 
to the agency that was here just ahead of you, what we would like 
you to do is to compare the estimate of 1955 with the actual expenses 
of 1953. In other words, you have $12,000 additional for travel, or 
about a 14-percent increase in travel between those 2 years. If you 
go down the list while there is a reduction in 1955 against 1953, there 
is an actual increase in many of those items shown from 1953 to 1955. 


TRANSPORTATION OF THINGS 


Your transportation of things goes up $1,200; communication goes 
up $5,000, and so on, between those 2 years. Several of them go down. 


CONTRACTUAL SERVICES 


GAO has raised its price on auditing your accounts? 

Mr. BaveuMman. Yes, sir—over 1953. 

Mr. Priturrs. Your fees for contract legal and professional services 
surely ought to have some explanation, because in 1953 you spent $9,000 
and you expect to spend for the current year $136,000, which is a ter- 
rific increase—a $127,000 increase. 

Mr. Baveuman. That is under the special limitation in the lan- 
guage. This is the item I attempted to explain before—legal fees in 
connection with foreclosures, and so on. It is an item we cannot con- 
trol. We never know what expense we may haye in the use of at- 
torneys in litigation and, of course, if we do not need it we do not use it. 

Mr. Pritiis. You mean that item of $136,000 is a sum of money 
put Hagen which you do not know for sure whether you will use, 
or no 

Mr. Baveuman. That is correct. 
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REASON FOR INCREASE IN LEGAL SERVICES 


Mr. Pui.urs. The other figures are not so much out of line, but 
legal services Jumps 4 from 39 man-years to 47 man-years. 
at is mostly in connection with our sales pro- 


Mr. Bauguman. T 
gram, too, 

Mr. Puuuies. You have your lawyers out selling mortgages ? 

Mr. Baveuman. No, not out selling mortgages, but they do have 
to get these papers in such order that they can be sold and accepted 
by the purchasers, and sometimes it is necessary to clear up some miss- 
ing links in connection with papers before they can be assigned. 

Mr. Jonas. They ought to be checked when you buy them. 

Mr. Baveuman. We do. Of course, we have some papers we have 
had a great many years and they may not have been checked as well. 
I think our recent purchases have been very well checked. We do 
have some where the purchaser raises questions. You have different 
types of purchasers all over the country, and the requirements are 
different. I wish 1 could tell you they were accepted everywhere, 
but I cannot. 


EXPLANATION OF 1-FOR-1 MORTGAGE EXCHANGE PROGRAM 


Mr. Jonas. Where is the 1-for-1 explanation ? 

Mr. Baveuman. On page 8 of the justifications. 

Mr. Jonas. Cannot you in one paragraph say what it is? 

Mr. Baveuman. The 1-for-1 program enables the purchaser of 
mortgages out of the portfolio of FNMA to secure an advance com- 
mitment which entitles him to sell a similar amount of new mortgages 
to FNMA within 1 year. 

Mr. Puisirs. It has to do with new mortgages ¢ 

Mr. Baveuman. Yes, sir. 

Mr. Puitiirs. He cannot sell you back the same one he bought ? 

Mr. Bavcuman. No, sir; and it has to be within 1 year. 

Mr. Jonas. He can sell back the same money total ? 

Mr. Baveuman. The same money total; yes, sir. 

Mr. Jonas. In other words, you contract to repurchase the same 
amount of mortgages from him ? 

Mr. Baucuman. That he purchases from us; yes. 

Mr. Jonas. The mortgages you buy then generally are bought from 
institutions to whom you sell mortgages? 

Mr. Baveuman. They could be the same party; yes, sir. 

Mr. Jonas. Generally they are the same groups ? 

Mr. Baveuman. Yes; I would say generally they are the same 
groups. 

Mr. Jonas. You are buying mortgages constantly from banks, 
insurance companies, and loaning agencies. 

Mr. Bavenman. And building and loan associations. 

Mr. Jonas. And they are the same people to whom you sell your 
mortgages 

Mr. Bavenman. That is correct. 

Mr. Puitiirs. How much do you have in face value in your 
iuortgages right now 
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Mr. Bavcuman. In our portfolio we have two-billion-four-hundred- 
million-odd dollars. 

Mr. Puituips. We tried to get a little of that back this year, Mr. 
Cole. Why could we not get a little more back next year ? 

Mr. Corr. I think we can. Frankly, it depends upon the market. 
As I think the chairman is aware, I, Mr. Baughman, and the Board of 
Directors of FNMA are committed to the idea of an ordinary liquida- 
“a of FNMA and we intend to do that within the market accept- 
ability. 

Mr. Yares. Carrying out further Mr. Jonas’ question about the 
1-for-1 plan, in order for an applicant to subscribe to that plan he must 
have purchased one of your mortgages and submit a mortgage in like 
amount to you. Is that correct? 

Mr. Bavenman. He does not necessarily have to have a mortgage at 
the time. He can create it at a later date, if necessary. 

Mr. Yates. Within what period of time? 

Mr. Bavenman. Within a year. 

Mr. Yates. Does he pay anything for the privilege of participating 
in that plan? 

Mr. Baveuman. He does. He pays us the prevailing price on the 
sale of mortgages—our fixed price. 

In addition to that, he pays a 1-point commitment fee for this ad- 
vance contract at the time he is given an advance contract. In addition 
to that, we obligate ourselves to purchase his new mortgages at par 
less one-half point as a purchase fee in connection with the purchase of 
the new mortgages. 

Mr. Puittiirs. Mr. Yates, you said he buys 1 mortgage and can sell 
1 mortgage back. I assume he could buy 2 mortgages and sell 1 bigger 
one back. 

Mr. Yares. In the same dollar amount? 

Mr. Puiirrs. In the same dollar amount; yes. 

Mr. Yates. I accept the amendment. , 

Mr. Baughman, under what law was the Administrator authorized 
to sell mortgages from the portfolio last year at a discount ? 

Mr. Baveuman. Our law has always permitted us to sell mortgages 
at a discount; at least that is our legal interpretation of it. . 

Mr. Yates. I call your attention to page I-12 of the justifications 
where it provides for the 1-for-1 plan as being authorized by Public 
Law 94 of the 83d Congress. Had not you undertaken the 1-for-1 
plan before that law was passed ¢ 

As I remember the testimony last year, you had started the 1-for-1 

lan. 
" Mr. Bavenman. We had in existence prior to that time what we 
called a purchase-receipt plan. It is similar to the 1-for-1 plan, but we 
issued purchase receipts in connection with our sales prior to the pas- 
sage of Public Law 94. 

Mr, Yares. Was it not the same thing—the purchase-receipt plan 
and the 1-for-1 plan? 

Mr. Bavenman. The purchase-receipt Blan was not what is legally 
termed an obligation to buy mortgages. It was a statement of intent 
but was not a legal obligation. We were not bound by it. 

Mr. Yates. Was not there an informal agreement existing? As I 
remember your testimony, you stated you had an agreement with con- 
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tractors under the terms of which you would exchange mortgages with 
them. 

Mr. Baucuman. That is correct. 

Mr. Yates. So that to all intents and purposes it was the 1-for-1 
plan, was it not? 

Mr. Corr. Oh, no. 

Mr. Yares. Tell me how it differed. 


LEGAL OBLIGATION OF FNMA UNDER 1-FOR-1 PROGRAM 


Mr. Cotz. The difference is a binding contract, a legally binding 
contract to replace. Am I not right about that? 

Mr. Bavcuman. That is correct. 

Mr. Yates. Under your 1-for-1 plan, are you legally bound to ac- 
cept any mortgage offered to you by the subscriber to the plan? 

Mr. Cote. Oh, no. 

Mr. Yates. In what way does it differ, then? You say in the one 
case there is the binding agreement; in the other, there is not. 

Mr. Cote. The binding agreement is that you will purchase mort- 
gages that qualify under the regulations. Under the former plan 
there was no easly binding agreement to purchase mortgages, even 
though they might qualify. 

Mr. Yates. As a matter of fact, you did buy only mortgages which 
were qualified under the purchase-receipt plan. 

Mr. Corr. Yes; but we were not bound to buy them—not legally 
bound. You see, it makes considerable difference to the market 
whether FNMA is legally bound to purchase mortgages, or whether 
they agree they may. T use the word “may” advisedly—may buy 
them. 

Mr. Yares. In what respect does it have this effect on the market ? 

Mr. Cote. The man who deals with FNMA could not have any as- 
surance in the absence of a legally binding agreement that he may sell 
FNMA X number of dollars of mortgages. That gives him assurance 
that he may proceed to make satisfactory deals, such as contracts to 
build houses, and financing to build houses within that time. It is all 
the difference between being absolutely sure he can sell it and, on the 
other hand, having a possibility of selling it—knowing that he will not 
be refused. That is the distinction. 

Mr. Yates. What are your commitments called? What is the tech- 
nical name for the purchase receipt commitment ? 


ADVANCE CONTRACTS UNDER 1-FOR-1 PROGRAM 


Mr. Baveuman. Advance contract is the name we use now. 

Mr. Yates. So that these are pretty valuable documents for a con- 
tractor; are they not? 

Mr. Core. There is no question about that. Yes: they are valuable. 

Mr. Yates. As a matter of fact, they are being sold in the open 
market now; are they not? 

Mr. Bavcuman. These advance contracts are not negotiable or as- 
signable. 


Mr. Yates. Are not they being sold by mortgage houses as a matter 
of fact? 
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Mr. Bavcuman. No. We only issue the advance contract to the 
purchaser of the mortgage or the assignee of the mortgage, and they 
are not traded beyond that point. ’ 

Mr. Yates. Well a mortgage house advertises to trade these ad- 
vance contracts and any contractor who wants to come in and loan 
money from them can do so. Now they have these advance contracts. 

Mr. Bavcuman. That is correct. 

Mr. Yates. So, while they are not negotiable, as a matter of fact 
the yare offered for a price to a general contractor ; are they not / 

Mr. Coir. No; not at all. The advance contract is not offered. The 
man who holds an advance contract holds out to the public that he has 
such an advance contract and suggests to the public that they come 
and deal with him that he might utilize that oa vance contract. 

Mr. Jonas. Because he has the assurance of the advance contract 
with the Government. 

Mr. Cote. Yes. 

Mr. Yates. Are you saying you have not seen any advertisement 
of mortgage houses to the effect they are quoting trades of advance 
contracts ? 

Mr. Cotz. No; I have not seen that; but I would not doubt some 
person may have advertised in that way. 

Mr. Yates. As a matter of fact, I think the Chairman of the Home 
Loan Bank Board, the gentleman from Texas, Mr. McCallister, came 
in and said his mortgage house was dealing in them at an 8-point dis- 
count; that this was common throughout the South. As a matter of 
fact, I know in Chicago I have seen some advertisements of mortgage 
houses to the effect that you can get these advance contracts at a dis- 
count. 

Does this mean you are not aware of this practice going on / 

Mr. Corr. I am aware of the practice of those people who hold 
advance contracts in which they hold out to the public that they have 
the contracts and that they will accept mortgages, or buy mortgages, 
or enter into other contracts with people whereby they utilize those 
contracts. Yes, certainly. 


SALES OF MORTGAGES FROM FNMA PORTFOLIO 


Mr. Yates. What is the maximum mortgage FNMA is authorized 
to accept? $10,000? 

Mr. Bavenman. $10,000. 

Mr. Yates. When was the order issued to sell mortgages at a dis- 
count last year? 

Mr. BaveuMan. July 27 the order went out. 

Mr. Yates. Had FNMA sold any of its mortgages at a discount up 
to that time in the entire history of the organization? 

Mr. Baucuman. Not to my knowledge; no, sir. 

Mr. Yates. How many mortgages did FNMA sell at a discount and 
under what terms? 

Mr. Baveuman. Our total sales up to and including February 19, 
1954—gross amount—was $283,028,000. 

Mr. Yares. Should there be a distinction made between mortgages 
sold up to July 27 and mortgages sold after that date? Up to July 27 
you sold no mortgages at a discount. Is that correct? 

Mr. Baucuman. That is correct. 
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Mr. Yares. What were your sales up to that time in mortgages? 

Mr. Baueuman. Total sales? 

Mr. Yates. Yes. 

Mr. Bavcuman. You mean from the beginning of the corporation ‘ 

Mr. Yates. No; for the fiscal year; because you have given us figures 
on previous fiscal years. 4 just want it during this fiscal year starting 
July 1, 1953. Sap 

Mr. Bavcuman. I imagine we will have to get that and put it in 
the record. 

Mr. Yates. You run your books on a fiseal-year basis, do you not? 

Mr. Bauveuman. Yes. 

Mr. Yates. As a matter of fact there would only be 27 days anyway, 
would there not; because the order was issued on July 27; so, had you 
sold any mortgages in the week before the order was issued during 
the fiscal year ¢ 

Mr. Baveuman. I do not know about the week, but we sold some 
during that fiscal year. There were not very many sold during the 
entire fiscal year of 1953; I think about $60 million, as I remember. 

Mr. Yates. Up to February 1954 you stated you have sold $283,- 
028,000. 

Mr. Bavenman. That is the principal amount; yes. 


VALUE OF MORTGAGES SOLD AT A DISCOUNT 


Mr. Yares. That is including mortgages sold at a discount. What 
portion of this sum was for mortgages sold at a discount ¢ 

Mr. Baucuman. Well, they were all sold at a discount. 

Mr. Yates. They were all sold at a discount ? 

Mr. BaucuMman. Yes, sir. 

Mr. Yares. And what were the discounts? 

Mr. Bavenman. Approximately $10,347,000. 

Mr. Yares. What were the rates of discount at which they were 
sold 

Mr. Baveuman. The rates of discount vary according to the type 
of mortgage. On the 4-percent mortgage, we sold them at 96, and on 
the 414’s the price was 97.75. Those prices have since been changed. 

Mr. Yares. When were they changed ? 

Mr. Bavenman. January 29, 1954. The 4 percents are now being 
sold at 98, and the 414’s at 99.75. 

Mr. Yates. Why the change? 

Mr. Bavenman. Our Board has made a continuous study of the 
market. At least every 2 weeks we are attempting to find out what is 
going on in connection with the market. We did find improvement 
and the Board elected, as a result of their studies, to increase the price. 

Mr. Yates. The $283 million to which you testified were mortgages 
sold under the 1-for-1 plan, were they not? 

Mr. Baveuman. That is correct. 

Mr. Yarrs. How many mortgages up to that date had been repur- 
chased under the 1-for-1 plan ? 

Mr. BaveuMan, $32,804,000, 

Mr. Yarrs. What was the reason for selling mortgages at a dis- 
count—for that order of July 274 
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BASIS FOR ESTABLISHING 1-FOR-1 PROGRAM 


Mr. Corr. The 1-for-1 plan envisioned, in my judgment, the sale 
of mortgages at a discount. The purpose of the secondary mortgage 
facility was to create a turnover in the mortgage market. To say it 
another way, it is my judgment that the Congress saw at that time 
that the mortgage market was tight, using a word which we all under- 
sand. The Congress felt the 1-for-1 plan would be a tool to be utilized 
to assist home builders and the people who wanted homes to obtain 
financing for this purpose. And therefore, that was the intent of 
Congress—as I see it, and as our Board saw it—that there be this 
mechanism for the sale and repurchase of mortgages. 

Mr. Yarrs. Apparently out of the $283 million that have been sold, 
only $32 million has been used up under the 1-for-1 plan. 

Mr. Corz. Yes. Our judgment is that many of them will be used; 
but, quite frankly, we think that the machinery will assist us and the 
Congress and the executive branch to reduce the portfolio of FNMA. 
A number of those commitments will not be taken up. To that extent, 
it automatically causes a reduction of the portfolio. 

Mr. Yarrs. Why should the portfolio of FNMA be reduced when 
it makes $30 million a eae t Is not that what FNMA has been bring- 
ing in to the Federal Government ? , 

Mr. Corr. Yes; it has been earning money. 

The portfolio should be reduced for 2 or 3 reasons. The committee’s 
= the Congress’s intention, I think, was to reduce the FNMA port- 

olio. 

Mr. Yares. You mean this committee, or the Banking and Currency 
Committee ? 

Mr. Coir. This committee. 

Mr. Yares. You do not mean under any conditions, do you—under 
all conditions? 

Mr. Coir. Oh, no; of course not. But the general attitude toward 
the FNMA portfolio is, first, an effort to reduce the portfolio. Why? 
Because the portfolio is a charge against the public debt. That is 
primarily the reason. 

Secondly, the portfolio has been frozen ; there has not been any turn- 
over. It has not been available for the benefit of the people for whom 
it was created, The portfolio has been frozen completely and there 
has been no benefit derived during that frozen period. 

This was one tool set up by Congress and, frankly, approved by me, 
to attempt to place FNMA in its traditional and legitimate activity— 
to carry out the functions of a true secondary market facility. It does 
not do it in whole, or does not do all of the things we hoped it might 
do; but at least this was one step. 


EARNINGS OF FNMA MORTGAGE PORTFOLIO 


Mr. Yates. How much money had FNMA earned during the fiscal 
year 1953 on its portfolio of mortgages? 

Mr. Bavenman. $33,364,000. 

Mr. Yates. How much had it earned during fiscal 1952? 

Mr. Etseman. $28,806,000. 

Mr. Yates. Do you have the figure for 1951? 
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Mr. Frantz. On a cumulative basis, if I remember correctly, the 
dividends that have been paid to the Treasury are a little less than $100 
million through 1953. 

Mr. Yates. I am trying to find out what it was in the previous 5 
years. 

“ Mr. Frantz. It would add up to $100 million. I cannot break it 
down by years—— 

Mr. Yares. This $100 million you are talking about is since the 
organization of FNMA‘ 

Mr. Frantz, That is correct. 

Mr. Yatrs. But in 1953 its profit was $33 million and in 1952 its 
profit was $28 million. Do you know what it was in 1951? 

Mr. BauecuMan. In 1951 it was $22,467,000. 

Mr. Yates. Do you have it for 1950? 

Mr. BaueuMan. $17,462,000. 

Mr. Yates. Its earnings have been going up progressively so then, 
of course, you have been buying more and more mortgages? 

_ Mr. Baucuman. Yes; the portfolio gets larger and the net income 
increases. 

Mr. Yares. In view of the fact that FNMA was making this money, 
why wuold it not have been just as feasible to ask the Treasury for 
borrowing power? Asa matter of fact, all the borrowing power you 
needed according to the 1-for-1 plan was another $32 million, was it 
not, to take up the mortgages you needed ? 

Mr. Cote. It is a question of policy. 

Mr. Yates. That is correct. 

Mr. Corr. Which both the Treasury and the Congress, I believe, 
have agreed upon, and that is that everything possible should be done 
to eliminate the charge against the public debt and the budget. That 
is the reason there has not been any additional request for funds. 


FNMA PORTFOLIO CHARGEABLE AGAINST PUBLIC DEBT 


F hee Yates. What part of FNMA is a charge against the public 
ebt 

Mr. Cote. The entire portfolio. 

Mr. Yates. Which is how much—$2.4 billion ? 

Mr. Corr. The entire indebtedness. 

Mr. Yates. What was its indebtedness ? 

Mr. Baveuman. To the Treasury? 

Mr. Yares. Yes. 

Mr. Cote. Its entire portfolio less the earned surplus. 

Mr. Putiures. It would be about $2 billion in round figures, would 
it not, Mr. Baughman? 

Mr. Baveuman. A little more than that. At the present time it is 
$2,425 million. 

Mr. Yates. Which is the charge against the public debt? 

Mr. Bavcuman. Yes, sir. 

Mr. Puitures. What is the highest amount you had in there at one 
time? Do you have the record of that? 

Mr. Baveuman. The figure I gave was last June 30—$2,425 million. 
It is now down to $2,375 million. 
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Mr. Yarrs. Has FNMA lost any money since it was in existence ’ 

Mr. Coiz. No. By that I mean FNMA has always operated at a 
profit. 

Mr. Yates. And was returning a substantial amount of money last 
July to the Treasury. 

Mr. Cote. That is correct. 


RATE OF DELINQUENCY ON MORTGAGES 


Mr. Yates. What is your rate of delinquency on mortgages? 

Mr. Baveuman. Our rate of delinquency on December 31 was 1.34 
percent. 

Mr. Yarrs. What was it last July? 

Mr. Baucuman. I have that figure. It was 1.05 percent—less than 
it was in December. 

Mr. Jonas. Mr. Yates, I think this question ought to come in follow- 
ing your listing of these earnings. What do you estimate your earn- 
ings will be in fiscal 1954? 

r. Baugi:Man. $27 million. 

Mr. Jonas. Does that take into consideration the $10 million loss / 

Mr. BauGuman. Yes. 

Mr. Jonas. The net earnings will still be $27 million ? 

Mr. Baueuman. Yes, sir. 

Mr. Yates. None of the mortgages sold at a discount were delin- 
quent, were they ? 

Mr. Baucuman. I would say there were a few of them; yes. 

Mr. Yates. Why would somebody buy a delinquent mortgage ? 

Mr. Baveuman. I just happen to know of one instance where out 
on the west coast a servicing institution had a number of delinquent 
mortgages and we kept prodding them to get them current and they 
got tired of our prodding and bought them back. 

Mr. Yares. If it is the intention of FNMA to sell these mortgages 
and you did sell them at 4 points discount, why did you raise the rate 
to 98 and suddenly stop selling them at 4 points discount ? 

Mr. Bavcuman. I have already answered that, I think. 

Mr. Yares. The Board decided to do it, but what were the con- 
ditions that made the Board chance its mind ¢ 

Mr. Bavcuman. Improved conditions in the mortgage market. 

Mr. Yates. Have you been selling these mortgages at the same rate 
since the time the discount rate was changed that you did prior to the 
time it was changed ? 


AMOUNT OF MORTGAGES TO BE SOLD UNDER 1-FOR-1 PROGRAM 


Mr. BavcuMman. I would say yes, and a little faster; because we 
only have authority to sell up to $500 million under this 1-for-1 plan, 
-—_ it is nearing the end and everybody is moving pretty fast in 
order to get the assurance they will have some money to build their 
houses this spring. 

Mr. Yates. You have offered half a billion dollars in such mort- 
gages to the public, have you not, under the 1-for-1 plan? 

Mr. BaucuMan. Yes, sir. 

Mr. Yarrs. And up to February 19 you only sold $283 million. 

Mr. Bavenman. That is right. 
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Mr. Yates. What are the prospects of selling the balance of them? 
Mr. Baveuman. Very good, up to the $500 million limitation. 
Mr. Yates. When will you have completed that sale? 

Mr. BauveuMan. I would say within the next 2 or 3 weeks. 

Mr. Yates. Is there such a thing as an option to buy your mort- 
gages! 

Mr. Baucuman. Yes. We have options on large-scale developments 
in order to give them a chance to go out and inspect them. 

Mr. Yates. You have stated $283 million have been sold. This 
leaves $217 million still existing as of this date. 

Mr. Baveuman. That is correct. 

Mr. Yates. Are there commitments to buy the $217 million worth 
of mortgages you are talking about? 

Mr. Bavenman. No; I did not mean to say there were commit- 
ments. 

Mr. Yates. I am asking you. 

Mr. Baveuman. I did not say they were all sold; I said the pros- 
pects for selling them were very good. I would say, generally speak- 
ing, I would imagine we have actual sales and contracts running in 
the neighborhood of $450 million right at this moment, either sold 
or under contract—a total of $450 million. 

Mr. Yares. In other words, you have under contract right now 
or you have contracted to sell the entire half a billion dollars worth 
of mortgages as of this time. Is that what you said? 

Mr. BauguMan. Not quite. I said about $450 million, roughly, 
as of this date. 

Mr. Yarrs. And the $283 million figure you stated is the mortgages 
you have sold and for which you have actually received the cash. 

Mr. Bavcuman. Actually sold; that is correct. 

Mr. Yates. Does this mean, too, you have commitments for the $450 
million outstanding for purchasing that amount ? 

Mr. BavcuMan. We will have when the sales are closed. 

Mr. Yares. Are not these firm commitments ? 

Mr. Baucuman. As we close a sale we issue an advance contract. 
We have already told you we bought 382 million against advance 
commitments that we have already given out. So that after these 
sales are actually closed, we will have $450 million. If they were 
closed tomorrow, we would have advance contracts outstanding of 
$450 million less the $32 million. 


POLICY REGARDING PURCHASE OF FNMA MORTGAGES BY INDIVIDUALS 


Mr. Yates. What portion of the mortgages offered for sale under 
the 1 for 1 program are Veterans’ Administration mortgages, per- 
centagewise ? 

Mr. Baveuman. I would have to give you that figure. I would 
they were VA mortgages. 

Mr. Yates. Could a veteran buy his own mortgage? These are 
VA-guaranteed loans to veterans we are talking about. 

Mr. BavenMan. Correct. 

Mr. Yares. Rather than offering them to financial institutions, 
could a veteran have purchased his own mortgage at the same 
discount ? 
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Mr. Baveunman. No. Our policy has been that we have not sold 
them back to them. 

Mr. Yates. Why should not a veteran be able to take advantage 
of the discount and pay off his loan? 

Mr. Baveuman. I would like to read our policy on that, if you do 
not mind, 

Mr. Yates. That is all right. 

Mr. BaveuMan (reading) : 


FNMA’s offer to sell mortgages from its portfolio at less than 100 percent of 
the unpaid principal balance of the mortgage indebtedness, with interest adjust- 
ments, is made only to bona fide investors whose purpose in buying the mortgages 
is to hold them for investment. 

With respect to offers of others to purchase mortgages from FNMA, if the 
offerer has or is negotiating for (or is acting for a principal that has or is 
negotiating for) an interest in or claim against the mortgaged property (whether 
as maker, surety, mortgagor, mortgagee, guarantor, obligor, lienee, or otherwise), 
FNMA cannot consider any such offer to purchase at less than the full unpaid 
principal balance owing on the mortgage. 

Such offers of others to purchase mortgages from FNMA would generally be 
made for the purpose of either (1) liquidating the offerer’s liability upon the 
mortgage indebtedness through financing, repayment, or foreclosure, or (2) 
protecting an interest in the property which the offerer has or expects to obtain. 
In category (1) such offers are in reality requests to be permitted to repay the 
legal obligation of the offerer for a sum less than the amount actually due upon 
the indebtedness; FNMA cannot give any more consideration to such an offer 
than it would to a request made by the offerer to compromise his liability upon 
the indebtedness for an amount less than that which he is legally obligated to pay. 
In category (2) FNMA cannot consider, for similar reasons, offers of others to 
purchase mortgages from I NMA’s portfolio, if the offerer has or expects to obtain 
an interest in the mortgaged property and is proposing to pay less than the full 
unpaid principal balance of the mortgage debt, with adjustments for interest ; 
an offerer that has acquired or expects to acquire an interest in the mortgaged 
property has full knowledge at all times of the Association’s mortgage and the 
necessity of paying off the mortgage in order to protect the interests of the 
offerer in the property. 


Mr. Yares. I do not know if that answers my question. I respect 
the statement of policy you have read, but my question is, in view of 
the policy of selling these mortgages at a discount as being the pre- 
sumed desire of this committee and of the Congress to reduce the debt 
charge, why should not the mortgagor be given the same right as any 
investor ? 

Mr. Bavenman. As we see it, that would simply amount to compro- 
mising his debt. 

Mr. Yarers. In accomplishing your purpose, which is to reduce the 
debt charge, you give the financial institution a benefit the veteran 
cannot get. 

Mr. Bavcuman. I shall be glad to submit the question to the Board 
and let them decide. 

Mr. Yates. Right now a veteran cannot do it? 

Mr. Baveuman., That is correct. 

Mr. Corr. The difference seems to me to be this, Mr. Yates— 
whether it is a veteran or nonveteran—where an individual owes a 
debt he owes it, and there is no reason I know of why he should 
pay it off at a discount. 

Mr. Yates. To my mind, Mr. Cole, that is not an answer because 
what you are doing, Rerenrge ay to reduce the debt charge, is selling 
these mortgages at a discount, but you are offering them at a discount 
only to financial institutions. They can buy the mortgages at four 
points off of par because they are financial institutions. 
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Mr. Corr. No, not because they are financial institutions. 

Mr. Yates. Why, then? 

Mr. Corr. Because that is the way the money market operates. 
Banks, lenders, life-insurance companies, mortgage bankers, what- 
ever facility it may be, have within their portfolios bonds, stocks, 
and other evidences of indebtedness, including mortgages. They 
may sell those bonds, stocks, and mortgages at whatever price they 
deem advisable. That does not relieve the signer of a note of the obli- 
gation to pay—that that person should be relieved of his obligation 

eing perfectly able to pay his indebtedness, having signed the obli- 
gation to pay—that that person should be relieved of his obligation 
to pay as a matter of policy—then we will do so. I certainly would 
not recommend that we do that without Congress saying we should. 

Mr. Yates. Do you not have that authority now? 

Mr. Cote. No. 

Mr. Yates. You have authority to sell at 4 points off par. 

Mr. Cote. But not to relieve a person of an obligation of indebted- 
ness, 

Mr. Yates. Does the statute draw a distinction ? 

Mr. Corr. In my judgment, yes. 

Mr. Yates. What portion of the statute are you talking about? 

Mr. Cotz. You will not find it in exact words, perhaps, but vou will 
find it in all the legislative history, and I think any person examining 
the intent of Congress in setting up the 1-for-1 plan would agree. 

Mr. Yates. Let me ask you this next question, then. Is there any 
requirement on a person who buys a mortgage that he will subscribe 
to the 1-for-1 plan? 

Mr. Corr. No. 

Mr. Yates. Anyone qualified to buy these mortgages at a discount 
can do so and need not subscribe to the 1-for-1 plan? 

Mr. Core. That is correct. 

Mr. Yates. But a veteran—— 

Mr. Corx. Or any other person. 

Mr. Yates. Let me ask my question before you answer it. A vet- 
eran who is liable on one of these mortgages that may be sold to a 
financial institution does not have the same right a mortgage house 
does to buy it at a 4-point discount ? 

Mr. Cotx. That is correct. 

Mr. Puttures. The mortagor is not necessarily a veteran. 

Mr. Yates. I am talking about the person obligated on that mort- 
gage. Speaking for myself, I do not see why the veteran liable on 
that mortgage—— 

Mr. Pures. You keep saying veteran. 

Mr. Yates. We are talking about VA mortgages. Mr. Baughman 
said the great majority of mortgages sold were VA mortgages. 

Mr. Corr. It would not be appropriate for us to answer in such a 
way that there would seem to be a distinction between a veteran and a 
nonveteran. All parties dealing with FNMA are treated alike. 

Mr. Jonas. You do not sell these mortgages individually ¢ 

Mr. Cote. No. 

Mr. Jonas. Would the cost of selling them individually be pro- 
hibitive ? 
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Mr. Coir. Not only would the cost be prohibitive, but you would 
be selling a mortgage to a man in Florida on a home in Oregon, and 
the man living in Oregon would have to deal with the person in 
Florida; the cost to him of dealing with the owner of the mortgage 
in Florida would be high and the cost would be excessive on the part 
of FNMA. 

Mr. Jonas. Going back to the veteran illustration, if one veteran 
wanted to buy 10,000 of these mortgages, he could qualify just as any 
financial institution ? 

Mr. No. 

Mr. Jonas. If he is able to service them and meets the other require- 
ments ? 

Mr. Corr. If he meets the other requirements, yes. 

Mr. Yares. Did I understand you to say that a qualified institu- 
tion could not buy one mortgage from FNMA ? 

Mr. Corr. No; that was not my statement. 

aes Yares. If a qualified institution wants to, it can buy one mort- 

age ? 

, fr. Bavcuman. In case of refinancing, it happens all the time. 

Mr. Yares. The fact remains, if they want to buy just one of your 
mortgages, they can do so? 

Mr. Corr. There is considerable distinction between the qualified 
institutions dealing with FNMA and all the thousands of mortgagors 
under FHA and VA. Dealing with all of them individually would 
be an impossibility. Do not misunderstand me. I am merely saying 
from my point of view I cannot find the justification for FNMA to 
establish a regulation which would permit an individual who has 
signed a note and a mortgage to pay off that note and mortgage at a 
discount without any consideration of his ability to pay. I just do 
not believe it is right. That is my reaction to it. 

Mr. Yarrs. How many regional offices does FNMA have? 

Mr. Baveuman. Five. 

Mr. Yarrs. Where are they located ? 

Mr. Baveuman. Philadelphia, Chicago, Atlanta, Dallas, and Los 
Angeles. 

Mr. Yates. And your program for selling the $500 million mort- 
gages was conducted through your regional offices? 

Mr. Baveuman. Yes. 

Mr. Yates. Would it not have been possible for a veteran to come 
in and pay off the mortgage at one of the regional offices, assuming he 
had that right under the program ? 

Mr. Bavcuman. All our mortgages are serviced by servicing agents 
and that is whom he deals with. 

Mr. Yates. And it would have involved no more servicing if you 
had permitted him to give his check and mark the mortgage paid? 

Mr. Baveuman. He does right along. 

Mr. Yates. When the mortgage matures? 

Mr. Baveuman. Or if he wants to refinance or pay in advance. 

Mr. Yates. Does he have to pay a premium if he pays in advance? 

Mr. BaueuMan. No. 

Mr. Yares. Does he have to pay par with interest? 

Mr. BaveuMan. Up to the date of the pay off. 

Mr. Yates. But he has to pay 100 percent? 

Mr. Bavenman. Yes. 
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Mr. Yares. He cannot get the four points off that you give to the 
institutions ¢ 

Mr. Baueguman. That is right. 

Mr. Jonas. It seems to me there is something to be said for main- 
taining a market for these mortgages in the future, and if you should 
undertake to sell one mortgage to John Smith, who is the mortgagor, 
at a discount, you would have to make that opportunity available to 
every mortgagor. 

Mr. Cote. There is no question about that. 

Mr. Jonas. Then where would you find the market for the mort- 
gages of people who do not take the discount ? 

Mr. Coir. The important part of it is, to do otherwise would result 
in complete confusion in the market and would cause a greater hard- 
ship to the person who wants to borrow money. 

Mr. Jonas. And to the people who cannot take advantage of the 
discount 

Mr. Coxe. That is correct. 

Mr. Puituirs. Mr. Yates, I still want to get it clear as to whether 
you are addressing your questions to all of these mortgages, or 
whether this special opportunity would apply only to veterans. 

Mr. Yares. It is not unusual for Congress to recognize that veterans 
are entitled to special consideration. That is the first point. Point 
2 is that Congress has in the past authorized payment of the interest 
on veterans’ loans for the first year; so when you make the point we 
should draw no distinction between veterans and nonveterans, I sug- 
gest you are overlooking what Congress has done in the past. 

Mr. Puiuips. I am asking if you are making a distinction. 

Mr. Yates. I am saying a veteran should be given the same oppor- 
tunity of paying off a mortgage at a 4-point discount as is given a 
financial institution. 

Mr. Puiiiirs. Are you contending if he is not a veteran he should 
not have that right? 

Mr. Yates. No; because these are VA loans we are talking about. 

Mr. Jonas. Have you had any veterans apply to FNMA to pay off 
a mortgage at a discount? 

Mr. BaucuMan. Not to my knowledge. 

Mr. Yates. They could not if they wanted to. The 4-point discount 
is applicable to institutions the Administrator says are qualified. The 
question I am raising is why the Administrator cannot consider a 
veteran qualified ? 

Mr. Cork. The Administrator has no authority to do that. If the 
Congress wants to give a veteran preference because of an obligation 
Congress feels the country owes to the veteran, Congress can do it. 
I cannot. 

Mr. Yates. I call your attention to page I-55, PIR 3, where 
you say : “Sales will be promoted by absorbing discounts of as high as 
6 percent on mortgages sold.” Have there been such discounts yet ? 

Mr. BAveuMan. There have not, Mr. Yates, and we do not know 
what discounts we would have to put into effect. Tt would depend 
entirely on the market. At the time this was written 4-percent mort- 
gages were selling at 93 and 9314. We are not bound by that figure 
at all. 
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Mr. Yates. Does this mean you now favor striking that from the 
justifications, that this is no longer true and that you will not sel] 
a mortgage at a discount up to 6 percent ? 

Mr. Bavucuman. Yes. I will say the market will regulate what 
the discount will be. 

Mr. Yares. May the board sell a mortgage at any discount it 
wishes? Is there any limitation on the discount the board may apply ’ 

Mr. Bavcuman. I do not think so, except in their good judgment. 
They have good judment, I will say that. 

Mr. Puiturs. How many veterans’ mortgages are there, individual 
veterans’ mortgages, owned by FNMA? 

Mr. BaveuMan. 264,000. 

Mr. Puttires. There are that many mortgages. We want FNMA 
to dispose of those mortgages and let somebody hold them and not 
let the United States Treasury hold them, so that we may have that 
much credit against the national debt. Suppose FNMA takes a 
mortgage with a value of 100 and sells it for 96. If they sell it to an 
accredited financial institution that has all the accounting facilities 
and servicing facilities to carry it on from there, we know the money 
will be obtained. If the individual veteran, one of the 264,000, wants 
to buy his mortgage, he can go to the financial institution and in all 
probability can buy his mortgage for 98 is he wants to. 

Mr. Yares. That is an assumption. 

Mr. Puitiies. That is an assumption. He may not be able to buy 
it at all, but the institution would probably sell it to him for a point 
or two higher than they bought it for. 

Mr. Yares. May the financial institution which buys the mortgage 
sell it to the veteran at 98? 

Mr. BaveuMan. We do not permit financial institutions to do such 
a thing. 

Mr. Yares. Veterans have to pay off at par to the financial institu- 
tion as well? 

Mr. BaucuMan. Yes. 

Mr. Purtiies. FNMA having sold it to the financial institution, 
it is the financial institution’s business what it sells it for. 

Mr. Baveuman. We do not think so; at least we do not permit it. 

Mr. Puiurs. We have another case before the committee on that 
point. My point is, if FNMA started to sell to individuals, it seems to 
me, first of all, that would produce a complication and would run up 
the cost of operation: but, most important, that would discourage 
larger purchasers who can buy these mortgages in one transaction 
and thus reduce our national debt. I join Mr. Yates on that point, 
that if the financial institution wants to sell it back to the mortgagor, 
it is out of the hands of the United States; but I am not sure I would 
go along with Mr. Yates, that FNMA should go into the business of 
selling to individuals. 

Mr. Yates. FNMA has offered for sale $500 million of these mort- 

ages to a certain number of institutions. I do not know how many 
institutions are‘qualified under FNMA’s regulations. 

Mr. Puiu.ues. All banks and all brokers. 

Mr. Yares. It says: 


We will sell you 4-percent VA mortgages at 96. 
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I do not see any harm, in fact I think it would be a good thing, to 
permit the veteran who is obligated on the mortgage to pay it off 
because the Government is still losing 4 points on it. What difference 
would it make to give the veteran a first opportunity to pay it off 
before it is sold for the same price? 

Mr. Cote. In my opinion, it would bring all mortgage financing 
for veterans to a A 5 dead stop, absolutely. 

Mr. Putuups. I concede we have to have in our system of handling 
money and buying and selling mortgages, institutions which will take 
mortgages in bulk and hold them or resell them. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Yates. As of the time they decide they will offer the mortgage 
for sale I do not see why the veteran who is obligated should not be 
given the same right to pay off at 4 points discount. 

Mr. Puturrs. If they have to correspond with the veteran, adver- 
tise it, and all of that, would it run up the cost of selling it # 

Mr. Yates. You are assuming they would have to undertake a 
greater program than with financial institutions. 

Mr. Putiures. I am assuming that. 

Mr. Yates. I am not assuming that. How many VA mortgages 
were involved in this $500 million sale? 

Mr. BavGHMAN. Twenty-seven thousand is very close to the total. 

Mr. Corz. Identify that figure. 

Mr. BavGuMan, Twenty-seven thousand V A-guaranteed mortgages 
were sold. 

Mr. Yates. Sold or offered for sale ? 

Mr. BavucuMan. Sold through January 31 under the 1-for-1 
program. 

Mr. Yates. And how many will be offered for sale? 

Mr. Bavcuman. Of course, our entire portfolio is offered for sale 
within the $500 million limit. 

Mr. Yates. I think the veteran who is obligated should be given 
the same privilege as a financial institution. What portion of the $450 
million in commitments was made prior to January 27 and what por- 
tion after January 27? 

Mr. Bavcuman. Up to that date we had sold $250,429,000, 

Mr. Yates. Sold and contracted for the sale of ? 

Mr. Baveuman. We had sales agreements in addition in the amount 
of $33,327,000. 

Mr. Yates. What is the total of those two figures? 

Mr. BauGuHMan. $283,756,000. 

Mr. Yates. So that contracts for the sale of $170 million mortgages 
were made after the date that the discount rate was decreased. Is that 
correct ? 

Mr. Baveuman. That is correct. 

Mr. Yates. On page I-8 of the justifications it is stated that: 

Over-the-counter purchases were suspended on April 10, 1953. 


Can you tell us why? 

Mr. BavcHMan. That was about the time that the interest rate was 
about to be changed on FHA and VA mortgages and we had quite a 
flood of applicants for the sale of mortgages to FNMA, and the Board, 
after due consideration, felt they should shut down on over-the-coun- 
ter purchases of mortgages for the time being. 
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Mr. Yates. On page I-10 of your justifications it is stated : 


For fiscal year 1955, it is estimated that a $160-million decrease in the port- 
folio would result from the operations and would permit a return of $166 million 
to the Treasury. 

Is that estimate based upon sales of your mortgages at par or at a 
discount ? 

Mr. Bavcuman. I would say it is based on sales at a discount. | 
do not know what. the condition will be next year, but I would say now 
it would be at a discount. 

Mr. Yates. What is the basis of the statement I asked you about / 
Is that based on sales at a discount ? 

Mr. BaucuMan. Yes. 

Mr. Yates. How much discount? 

Mr. BaueumMan. I do not think we can tell that. The market will 
govern that. 

Mr. Yares. Off the record. 

(Discussion off the record.) 


ESTIMATED LOSS UNDER 1-FOR-1 PROGRAM 


Mr. Yates. Mr. Baughman, you stated earlier in the testimony that 
to date FNMA had suffered a loss of $10,347,000 in connection with 
the sale of $283,028,000 in mortgages sold at a discount. Is that 
correct 

Mr. Baveumay. Yes. 

Mr. Yates. What will the loss to FNMA be on the entire $500-mil- 
lion program ¢ 

Mr. Baveumay. It should not be in excess of $15 million. In other 
words, we are taking less discount on the balance we are selling than 
on those sold before January 29. 

Mr. Yates. Then $15 million will be the loss as a result of the sale 
of your portfolio without taking into consideration the possible gain 
through taking back mortgages with an increased interest rate under 
the 1-for-1 program ? 

Mr. BaveHMan. We get a one point commitment on these contracts, 
and we buy at par but charge one-half point for a purchase fee which 
will inure to the benefit of the Corporation in connection with the 
exchange. 

Mr. Yarrs. Do you know how many of these mortgage commit- 
ments you will be required to take? 

Mr. Baveuman. What percentage we will buy back? 

Mr. Yates. Yes. Have you any estimates on that ? 

Mr. Baveuman. No. We will not have to take them all. I would 
say generally we will buy about 75 percent of them. That would bea 
conservative figure. 

Mr. Puiturrs. Thank you very much, gentlemen. 
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Frinvay, Fresrvary 26, 1954. 


PUBLIC HOUSING ADMINISTRATION 


WITNESSES 
CHARLES E. SLUSSER, COMMISSIONER 


JOHN D. CURRIE, DEPUTY COMMISSIONER 
HERBERT L. WOOTEN, ASSISTANT COMMISSIONER FOR ADMINIS- 


TRATION 
JAMES F. KELLY, BUDGET OFFICER 
JOSEPH P. LEAHY, BUDGET STAFF 


ALBERT M. COLE, ADMINISTRATOR, HOUSING AND HOME FINANCE 


AGENCY 


JOHN M. FRANTZ, DIRECTOR, BUDGET AND ORGANIZATION STAFF 


Amounts available for obligation 


| 

1953 actual 1954 estimate | 1955 estimate 
Reimbursements from other programs (obligations incurred)..| $12, 730, 442 $10, 975, 000 $11, 500, 000 
‘nited States Housing Act htinniniirieatlens ae koe 8, 158, 000 6, 950, 000 7, 900, 000 
Subsistence homesteads and greentowns_......---.------- 119, 600 | 17, 000 10, 000 
po Eee eee 4, 288, 142 | 3, 848, 000 3, 465, 000 
Veterans’ reuse housing....-_.--_-- 164, 700 | 150, 000 125, 000 
Total reimbursable 12,730,442 | 10, 975, 000 11, 500, 000 

Total limitation or estimate__..-..__.-.---.---------_-- 12, 967,735 | 10, 975, 000 11, 500, 000 

| 
Obligations by activities 

Description 1953 actual | 1954 estimate | 1955 estimate 
— 
$6, 000, 500 | $3, 606, 000 $3, 920, 000 
2, 5, 739, 442 | 5, 623, 000 5, 496, 000 
990, 500 | 1, 746, 000 2, 084, 000 
Administrative expenses incurred_.............-.------- 12, 730, 442 10, 975, 000 11, 500, 000 


| 

rt- 

Ww 

‘ll 

Aut 
at 
n ; 
le 
n 
r 
h 
d 
a 


2254 


Obligations by objects 


Object classification | 1953 actual | 1954 estimate | 1955 estimate 
Total number of permanent positions._...................--- 2, 135 1,910 | 1, 773 
Full-time equivalent of all other 
Average number of all employees. .......-..-.--..-.----- eee 1, 943 1, 575 1, 689 
Average salaries and grades: General schedule prin: 
Average grade... GS-7.9 GS-7.9 GS-7.9 
01 Personal services: 
Permanent $10, 453, 882 $8, 797, 111 $9, 350, 022 
Regular pay in excess of 52-week base.... _.__...._--- 39, 555 34, 035 37, 121 
Payment above basic rates.................._..- an 60, 509 34, 854 17, 857 
10, 555, 109 8, 866, 000 9, 405, 000 
02 Travel. 746, 828 750, 000 800, 000 
03 Transportation of things.____- Ete. : 20, 154 48, 000 20, 000 
04 Communication services ANE PI 264, 377 245, 000 | 245, 000 
Penalty mail_. 37,000 | 35, 000 
05 Rents and utility services.................--..--.--------- 832, 492 715, 000 | 715, 000 
06 Printing and 55, 017 43, 000 | 43, C100 
07 Other contractual services. 81, 429 114, 000 | 80, 000 
General 70, 000 55, 000 | 55, 000 
} 67, 190 65, 000 | 45, 000 
SH | 24, 260 24,000 | 24, 000 
13 Refunds, awards, and indemnities__ a 654 1,000 | 1, 000 
15 ‘Taxes and 13, 932 | 12, 000 | 12, 000 
Administrative expenses incurred..._............-...--- 12, 730, 442 | 10, 975, 000 11, 500, 000 


Analysis of expenditures 


| 1953 actual | 1954 estimate | 1955 estirnate 


Unliquidated obligations, start of year.......-.......... ....-- $1, 292, 012 $1, 172, 556 $1, 100, 000 
Obligations incurred during the yeer wen A pe Mal x 12, 730, 442 19, 975, 000 11, 500, 000 
14, 022, 454 12, 147, 556 12, 600, 000 

Deduct: 
Reimbursements from other programs. 12, 730, 442 10, 975, 000 11, 500, 000 
Unliquidated obligations, end of year................-..-- 1, 172, 556 1, 100, 000 1, 080, 000 
119, 456 72, 556 20, 000 

EFFECT ON BUDGET EXPENDITURES he 

12, 849, 898 11, 047, 556 11, 520, 000 
Funds provided by operations... * 12, 730, 442 10, 975, 000 11, 500, 000 
Net effect on budget expenditures..............-.-.----- 119, 456 72, 556 20, 000 
The above are charged to net receipts of the fund. ..........- 119, 456 72, 556 20, 000 


Mr. Prius. We now have the Public Housing Administration. 
Mr. Slusser, the Commissioner, is here, accompanied by Mr. Currie, 
the Deputy Commissioner; Mr. Wooten, the Assistant Commissioner 
for Administration; Mr. Kelly, the budget officer ; and Mr. Leahy, of 
the budget staff. 

Mr. Kelly, what do I hear about your leaving the PHA ? 

Mr. Ketty. This is my last day with PHA. 

(Discussion off the record.) 


ReQuEsT FOR ADMINISTRATIVE Expense AUTHORIZATION 


Mr. Puituirs. Public Housing is asking this year for an adminis- 
trative limitation—that is what i it amounts to—of $7,900,000 as com- 
pared to $6,950,000 this year, but a reduction in the funds over which 
we have no control to $3,600,000, making a total administrative expense 
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limitation for next year of $11,500,000 compared to $10,975,000 for 
fiscal 1954. 

What is that authorization, Mr. Kelly? 

Mr. Ke ty. It is the use of the receipts in the Lanham Act and 
related programs, but you control the entire amount. 

Mr. Puttutrs. Do we control that $3.6 million ? 

Mr. Ketiy. Yes. The appropriation language reads $11,500,000 of 
which $7,900,000 is appropriated. 

Mr. Puituirs. Mr. Slusser, do you have a statement you would 
like to make? 


GENERAL STATEMENT 


Mr. Stusser. Mr. Chairman and members of the committee; this 
is my first opportunity to appear before you. I came into office 
on July 7 last year just as you were concluding your legislative pro- 
gram, and I will admit I was quite frustrated and confused when 
asked so many questions as you were going home. I started by 
reviewing the central office to learn as much as I could of their opera- 
tions and the operations of the various divisions and then studied 
the operations of the field offices. I spent about a month and a half 
in the central office trying to acquaint myself with the personnel and 
the procedures and responsibilities, then I took a field trip and visited 
each of the field offices in order to make a visual observation of the 
operation of those offices as well as the people dealing with us. 

Through that I was able, I think, to make some contribution to the 
Administrator’s office and also the President’s Committee on Housing. 

On the basis of my studies we undertook a reorganization within the 
agency itself. I was not satisfied with the setup as it was established 
and therefore reduced the divisions and branches and streamlined 
the agency considerably. We also created a Washington field office. 

However, we did not add any additional personnel to accomplish 
that. I consulted with the Administrator before making any of these 
moves. 

We feel that we have now a working organization where we can 
place authority and responsibility and get accomplishments and 
efficiency. 

The organization has dropped from above 5,000 employees down to 
4,100 as of now. 

The reorganization caused the downgrading of a number of per- 
sons because we reduced the number of branches and divisions in the 
new organization. That is all reflected in the budget as it is presented 
to you at this time. 

Following that, we studied the recommendations that have been 
made by the Congress as they appear in the legislative history of the 
agency, particularly its appearances before this committee. We have 
gone into the refunding of the A and B bonds, as you have requested 
and hope to have that accomplished this year, which will return some 
$210 million to the Treasury and lessen our borrowing from the 
Treasury. 

Also, we stopped all the preliminary loan contracts and are liqui- 
dating those at the present time. Many of them have already been 
accomplished and liquidated. 
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We also stopped the annual contribution contracts for a period 
of time until we could find just where we were going, and released 
those last November, in order to permit acquisition of land and the 
preparation of plans and specifications for the remaining part of the 
program that was authorized. 

That, I believe, is a general statement of where I find myself at this 
time as I appear before you with these gentlemen. 

I wi!l have to rely a good bit on Mr. Kelly to recite the figures for 
you. 


BACKGROUND OF COMMISSLONER SLUSSER 


Mr. Puiwurrs. Mr. Slusser, we have a custom in this committee 
that when a new Commissioner or a head of an agency comes before 
us, or a head of a subsidiary agency, as in your case, we ask them to 
give us a little sketch of their background so we will know something 
about them before they begin to talk. 

Will you give us a résumé of your background ? 

Mr. Suusser. Up until the First World War, I was going to school. 
Following military service during World War I, I came back and 
started studying engineering. I went with the Firestone people and 
was in charge of their construction division for a number of years, 
I left there in 1930 to establish my own insurance business and real- 
estate business, and I have been operating that since that time. 

I served in public life, 2 years in the city council of the city of 
Akron, 6 yexrs as a member of the board of education, and 10 years as 
mayor. Last July I came to help the President to serve our people. 


JUSTIFICATION OF THE EstTiIMATES 


Mr. Prituirs. We will insert pages 2, 3, 4, and 5 in the record at 
this point. 
(The justifications are as follows :) 


INTRODUCTORY STATEMENT 


The Public Housing Administration is 1 of 3 constituents of the Housing and 
Home Finance Agency established by Reorganization Plan No. 3 of 1947. 

The Administration has direct or delegated responsibility for the operation of 
the following four housing programs: 

1. Programs for which the Administration is directly responsible are: 

(a) United States Housing Act.—(1) Federally aided low-rent housing 
under the United States Housing Act of 1987; (2) federally owned slum- 
clearance and other low-rent projects ; (3) the expanded low-rent housing pro- 
gram provided by title ITI of the Housing Act of 1949; (4) farm labor centers 
transferred from the Department of Agriculture by title II of the Housing 
Act of 1950; and (5) permanent public war-housing projects transferred 
to low-rent use as authorized by the Housing Act of 1950. 

(b) Subsistence homesteads and greentowns.—The residual properties of 
this program, operated under the Bankhead-Black Act of 1936, are in the final 
Stages of liquidation. 

2. Programs administered under delegated authority from the Housing and 
Home Finance Administrator are: . 

(a) Public war housing.—Management and disposition of public war hous- 
ing projects under the Lanham and related acts, and development and man- 
agement of new defense housing as authorized by the Defense Housing and 
Community Facilities and Services Act of 1951. 

(b) Veterans’ reuse housing—Supervision over local management of tem- 
porary dwellings for veterans constructed under title V of the Lanham Act 
and the disposition of such properties by transfer to eligible local bodies as 
provided in the Housing Act of 1950. 
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SUMMARY OF BUDGET REQUESTS 


The Administration’s budget proposals for the fiscal year 1955 include the 
following requests: 

1. Authorization to permit commencement of construction on 35,000 low-rent 
public housing units under the Housing Act of 1957, as amended, 

2. The appropriation of $69,100,000 for annual contributions. 

3. An administrative expense authorization of $11,500,000, of which $7,900,000 
is an appropriation—compared with a total authorization of $10,975,000 for fiscal 
1954. 

4. A limitation of $27,760,000 on certain nonadministrative expenses of the 
Administration. 

ORGANIZATION AND STAFFING 


During the past year a number of changes have been made in the organiza- 
tion and staffing of the Public Housing Administration. The most significant 
of these changes are as follows: 

1. Following the change of PHA Commissioners in July, the new Commis- 
sioner’s review of the central office organization indicated to him that a more 
effective organization and considerable savings could be effected by regrouping 
the functions of the central office. The subsequent reorganization, which became 
effective January 18, 1954, reduces the number of divisions and branches, elimi- 
nates certain overlapping of functions, reduces the central office staff, particularly 
at the higher grade levels, and gives greater flexibility in the use of personnel 
through the fuller grouping of employees with similar basic skills. Predominant 
features of the reorganization are the following: 

(a) Consolidation of the Development Division and the Management 
and Disposition Division into a new Programs Division, resulting in the 
elimination of 4 grade 15 positions (1 Assistant Commissioner and 3 Deputy 
Assistant Commissioners). 

(b) A reduction in the number of branches from 31 to 18. 

(c) Reorganization of the Operations Division. The Division had form- 
erly functioned with one field representative (grade GS-14) for each field 
office. These 8 positions were abolished and 8 coordinator positions were 
established in their place, namely, Development Coordinator, Disposition 
Coordinator, and Management Coordinator. 

(d) Establishment of the position of Deputy Commissioner to assist the 
Commissioner in administering the programs of the PHA and to serve as 
Acting Commissioner in the Commissioner’s absence. 

2. Total PHA employment was reduced from 4,989 employees as of January 
1, 1953, to 4,096 employees as of December 31, 1953. Included in these figures is 
the PHA administrative staff which was reduced from 1,986 employees to 1,568, 
a reduction of 21 percent. 

3. On January 1, 1953, there were eight field offices. Two offices have been 
closed and one new office has been opened. These actions were taken to achieve 
improvements in operations and production and to bring about a realinement of 
field office workloads. The seven offices now in operation are located in Atlanta, 
Chicago, Fort Worth, New York, Puerto Rico, San Francisco, and Washington, 
D.C 


4. The Production and Document Control Section in each of the field offices 
was abolished and in its place a production control assistant position was es- 
tablished in the Office of the Director. An Appraisal Section was added to each 
field office except Puerto Rico. 

5. An operating committee was established to advise the Commissioner on 
program and administrative needs and problems, and management improvement 
activities. The committee is chaired by the Deputy Commissioner; committee 
members consist of the General Counsel, the Chief Economist, and the Assistant 
Commissioners. 


SUMMARY OF BUDGET REQUESTS 


Mr. Puttirpes. Now, the budget proposal is under four heads. 

You want an authorization to permit the commencement of con- 
struction on 35,000 low-rent public housing units under the Housing 
Act of 1937 as amended ? 
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Then you want an appropriation of $69,100,000 for annual 
contributions. 

Now, is that $69,100,000 tied to the 35,000 units in item No. 1? 

Mr. Ketry. No, sir. The $69,100,000, for annual contributions re- 
lates to units on which construction has already been started. 

Mr. Putiurrs. How does that relate to the $11 million supplementa! 
sg that you have up here? 

Mr. Ketriy. This year we will need $43,500,000, and the appropri- 
ation was $11 million less than that. The supplemental is to cover 
that deficiency this year. 

Mr. Putuirs. Do you actually need $11 million or $10,800,000? 

Mr. Ketry. Our project-by-project estimate is $10,800,000 more 
than the amount appropriated, but we are running so close to the esti- 
mate that we sought to avoid having to come back with a deficiency in 
June. If the appropriation includes a $200,000 contingency, which 
would, of course, not be used if the occasion did not arise, it would 
avoid that possibility. 

Mr. Puiutps. In addition to that you need an administrative ex- 
pense authorization of $11,500,000, of which $7,900,000 is an appro- 
priation. Then, you want a limitation of $27,760,000 on certain 
nonadministrative expenses of the Administration ? 


ACTION TAKEN TO PROMOTE EFFICIENCY AND EFFECT ECONOMIES 


We will insert pages 8, 9, 10 and 11 in the record at this point. 
(The pages referred to are as follows :) 


AcTION TAKEN To ProMOTE EFFICIENCY AND EFFecT ECONOMIES 


In accordance with the policies of the new administration expressed by the 
Director of the Bureau of the Budget in his letter of February 3, 1953, the 
PHA reviewed its programs and adjusted its budget estimates for 1953 and 
1954. Instructions were issued withdrawing employment authority from field 
personnel and restrictive procedures were established for the filling of vacancies. 
These restrictions remained in effect until late September, when review of the 
1954 budget and congressional action thereon had been completed. Central 
office and field office officials were instructed to intensify efforts to increase 
the efficiency and economy of program and administrative operations. Each 
organizational unit was asked to make a review of its operations and to do 
everything possible to simplify and tighten operating practices and work 
methods and to improve performance in the major functions of the unit. Central 
office units were directed to give special attention to reexamining the procedures 
and requirements which establish the method of carrying out the basie workload 
of the Agency. 

There follows a résumé of the more important changes and improvements which 
have been (or are being) effected: 

1. In line with the new administration’s policy of reducing wherever possible 
the use of Treasury funds, much greater emphasis is being placed on the en- 
listment of private capital in the development-stage financing of low-rent proj- 
ects being developed under the United States Housing Act. Private temporary 
financing is now being carried out on a scale that eliminates the need for 
average monthly Treasury borrowings of about $800 million. 

The 1954 Appropriation Act contains the following proviso: 

“Provided further, That during the fiscal year 1954 -the Commissioner shall 
make every effort to refund all local bonds held by the Public Housing Admin- 
istration under the United States Housing Act of 1937, as amended.” 

A considerable amount of study has been given to this recommendation. 
Bonds in the amount of about $210 million are being refinanced with the pro- 
ceeds being returned to the Treasury, thus reducing the Administration’s out- 
standing Treasury borrowings. 


id 
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2. Full-scale resumption of the disposition of war-housing projects began in 
1953 and is expected to reach a maximum level in 1955. On August 16, 1950, 
the Administrator of the Housing and Home Finance Agency temporarily sus- 
pended, with few execptions, disposition of housing facilities under Federal 
control pending a determination of the need for such facilities in the defense 
mobilization effort. Until the latter part of 1953 only limited disposition occur- 
red on a case basis as an exception to the general suspension order. Meanwhile 
a careful review of the entire inventory of the public housing program has 
been made in consultation with the Defense Establishment and other Govern- 
ment agencies to determine the need for each project in the defense mobilization 
effort. A substantial number of dwelling units have now been released for dis- 
position. On every released project which is not scheduled for sale, transfer, or 
relinquishment, orders have been issued prohibiting the admission of new ten- 
ants; and existing tenants have been given notices of intention to demolish 
the project. 

During 1954 and 1955 the budget program anticipates the disposition of about 
one-half of the remaining public war-housing program. 

3. As a result of the many types of housing programs periodically administered 
by the PHA over the past years, the system of manuals and handbooks for issuing 
policy statements, procedures, and other types of instructions had become unduly 
complex. To simplify the system and to organize it to better serve the needs of 
the programs currently administered by the PHA, four basic manuals were estab- 
lished: (a) A manual for low-rent housing programs, (b) a manual for small 
low-rent housing programs, (c) a manual for war and defense and other emer- 
gency housing programs, and (d) a manual for internal PHA administrative 
instructions not identified with particular housing programs. 

4. The disposition portion of the new War and Defense Housing Manual has 

been substantially completed. The new procedures are designed to simplify 
disposition activities and improve efficiency. Among other improvements effected 
by these new procedures, field-office directors have been given increased authority 
to negotiate and process sales, and the reporting requirements have been decreased 
and simplified. 
5. The PHA is exercising tight controls over the use of motor vehicles, including 
those used in operating federally operated housing projects. During fiscal 1953, 
509 vehicles were eliminated, of which 180 were passenger-carrying vehicles; an 
additional reduction of 726 vehicles, of which 306 are passenger cars, is scheduled 
for fiscal 1954; and a further reduction of 290 vehicles, of which 35 are passenger 
cars, is scheduled for fiscal 1955. Passenger-carrying vehicles will have been 
reduced from 544 at the beginning of fiscal 1953 to 23 at the end of fiscal 1955. 
Trucks will have been reduced from a total of 1,738 at the beginning of fiscal 
1953 to 734 at the end of fiscal 1955. 

6. A change was made in the Administration’s review of the local authority 
quarterly low-rent housing project report which lists certain data regarding eligi- 
bility and rent for each family admitted and the quarterly report which lists 
similar data for each family whose eligibility for continued occupancy was re- 
examined. Previous to the change the reports were reviewed in the Statistics 
Branch of the Central Oftice for accuracy in statistical data and by the occupancy 
sections of the field offices to determine compliance with eligibility requirements 
and the correctness of rents charged. Under the change, only one review is 
made—by the Statistics Branch. The field office is then advised of any improper 
determinations of eligibility and of any illegal rents so that appropriate action 
can be taken with the local authority. It is estimated that this consolidation 
will achieve a net annual saving of approximately 5 man-years. 

7. In July the periodic reviews conducted by field-office management staffs of 
those project management operations not covered by other more specialized inspec- 
tions were placed on a more systematic and uniform basis by the release of formal 
procedures. The procedures were field tested and reviewed by the field officers 
prior to their release. This experience, together with the operating experience 
accumulated te date, indicates that the procedures considerably increase the 
effectiveness and efficiency of the field-office management staffs and of the local 
authority and project management operations. The procedures also provide the 
Central Office with a practicable technique for systematic evaluation of the work 
of the field-office management staffs. 

8. Field accounting services to local housing authorities were reduced to (a) 
assistance in installing the local authority’s low-rent project accounting sys- 
tems, and (b) training the local authority's principal acconntant in PHA policies 
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and procedures for maintaining the systems, by means of regularly scheduled 
area training meetings. Additional local authority accounting and financial re- 
porting problems are resolved by correspondence and, when this means is not 
practicable, by PHA field auditors during annual or other audits of the loca} 
authority fiscal records. The limited service is performed by 16 field business 
accountants, with stenographic services provided as needed by the field offices, 
The field accounting staff as of January 1, 1953, consisted of 32 field accountants 
and 9 stenographers. 

9. Among the improvements effected in the field of printing and reproduction 
are the following: (a) A dry, electrical reproducing process was substituted 
for the photographie offset processes formerly used, at an estimated annual say- 
ings in salaries and supplies of approximately $15,000; (b) the PHA photostat 
operation was abolished and arrangements made to procure photostats from the 
Government Printing Office, or by contract when more economical or because of 
an immediate need for the work, at an estimated annual saving of approximately 
$3,500; (c) the direct shipment of operating forms to federally managed proj- 
ects was changed by surveying the quantity of forms on hand and anticipated 
annual requirements and placing an order with the Public Printer for direct 
shipment of the forms to the projects, thereby eliminating the reshipment process 
at an estimated annual savings of $7,000; and (3) larger printing jobs requiring 
numerous copies are now sent to the Government Printing Office where the 
larger presses can run 3 or 4 copies simultaneously, thereby permitting better 
utilization of the PHA presses for jobs they are equipped to handle efficiently. 
These economies, and others in building space reductions, regrouping and consoli- 
dation of functions, change in work methods, and the like, produced savings in 
office service activities of approximately $60,000 during the year. 


Mr. Protitrs. The justification pages show that you have taken cer- 
tain steps to promote efficiency. You have already mentioned those in 
your preliminary statement. Do you want to say anything more about 
that, Mr. Slusser ? 

Mr. Stusser. I believe they are self-explanatory. 


UNITED STATES HOUSING ACT AND PUBLIC WAR HOUSING BUDGET PROGRAMS 


Mr. Putmuires. We will insert in the record at this point pages 12 
and 13. 
(The pages referred to are as follows :) 


BupGer PROGRAM 


The budget program for the fiscal year 1955 is, briefly, as follows: 

1. United States housing act program.—Legislative proposals will shortly be 
submitted to provide for new methods of assisting local communities in mak- 
ing decent homes available for families of low income. These proposals will be 
based in large part on the recommendations of the President's Advisory Com- 
mittee on Housing Policies and Programs. They will emphasize the problems 
of low-income families displaced by slum-prevention and clearance programs. 

A transitional period, however, is inevitable until the effectiveness of the new 
methods in reducing the need for the present program is demonstrated. Mean- 
while, the existing low-rent program must be continued at the minimum level 
adequate to avoid undue hardship to low-income families and delay of other 
vital programs requiring relocation of such families. Accordingly, the budget 
provides for 35,000 additional low-rent units to be started during the fiscal year 
1955; correspondingly, appropriation language is included to terminate the 
special provision included in the appropriation act for 1954 which in effect 
froze the program during the current year pending reexamination by the Hous- 
ing and Home Finance Administrator and the submission to the Congress of 
recommendations with respect to the future program. 
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This action will permit the maintenance of a backlog of projects in readiness 
for construction of 35,000 units per year in subsequent years. The following 
table shows the proposed volume of preconstruction work: 

Number of 
dwelling units 


Annwal contrivutions contracts 35, 


2. Public war housing programs.—As described above, full-scale resumption of 
disposition is expected to remove about one-half of this program during the cur- 
rent and coming fiscal years. 

WORKLOAD 


There follows a summary table of the Administration’s workload in 1954 
and 1955: 


Fiseal 1954 Fiseal 1955 


Development: | 
Preliminary loan contracts approved. ..........-.-.-....... 0 10, 000 
Annual contributions contracts 0) 35, C00 
Commencement of constructi »n authorized: 

Completed f>r occupancy: 

Management: 

Number of units at year end: | | 
Subsistence homesteads and greent 6 3 
Public war housing (including defemse)----....................- wal 185, 698 | 117, 698 
Disposition: | | 
umber of units disposed of: 
Subsistence homesteads and greentowns.--...-.-.-.-.-......--.---.. | 59 | 3 
Publie war housing. 53, 500 | 68, 000 


Mr. Puiuies. You better make a brief statement as to the Housing 
Act program and the public war housing program. Why do we have 
to have any public war housing program at the present time ¢ 

Mr. Siusser. We are in the midst of our disposition program. Pub- 
lic war housing was the housing left over from World War II. There 
was a program started to dispose of that housing, but it was frozen 
during the Korean conflict. 

Mr. Puuuirs. How soon are you going to get rid of it? 

Mr. Stusser. Most of it, sir, within this year and the next year. 

Mr. Putuurps. 1954 and 1955? 

Mr. Susser. Yes. We will be down to the hard core of cases, some 
of which are still in the hands of the military for various reasons and 
have not been relinquished. 
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Pusiic Houstne Program 


Mr. Puiwiirs. How much of your administrative cost is directly 
connected with starts or planning for starts which you make in your 
request for 35,000 additional units for the fiscal year 1955? 

Mr. Ketry. Out of a total of $11 million for administrative ex- 
penses, $3,920,000 relates to all development activity in the low-rent 
program. 

Mr. Puitiirs. Page 13 has a breakdown of the workload estimate 
for 1954 and 1955, which again relates directly to the question that I 
just asked. It relates to the program you want. 

ae will insert page 15 of the justifications in the record at this 
point. 

(The table referred to is as follows :) 


Univrep States Hovstne Act Program 


Program highlights 


(Dollars in thousands] 


| 
1953 actual 1954 estimate | 1955 estimate 


| 

| 

| 

NUMRER OF UNITS 
Program reservations issued... 9, 732 0 10, 000 
Preliminary loan contracts approved__..............-.-.- 3 12, 694 0 10, 000 
Sites seleeted Sajak 17, 678 0 25, 000 
Annual contribution contracts approved > 34, 923 0 35, 000 
Commencement of construction authorized _ - } 1 36, 722 2 20, 998 35, 000 
Completed for occupancy a Bisnis 63, 735 70, 000 25, 000 
War housing transferred to low-rent use__- | 7, 960 7, 500 7, 500 
Available for occupancy at year end 306, 934 384. °08 416, 483 
Annual contribution appropriation > $29, 880 | $32, 500 $59, 100 

Proposed supplemental appropriation for annual contribu- | | 
Borrowings from Treasury outstanding at year end corel $655, 000 | $452, 000 $227, 000 
Loans to local housing authorities outstanding at year end__..| $602, 963 $435, 623 $238, 505 
$8, 158 $6, 950 $7, 900 
| | 


! Includes 1,740 units initiated prior to Mar. 1, 1949. 
2 {Includes 998 units initiated prior to Mar. 1, 1949. 


Mr. Puutes. Page 15 gives the status of the reservations issued, 
the preliminary loan contracts by igh wher the sites selected, the annual 
contribution contracts approved, the commencement of construction 
authorization, and so forth. 

How many contracts have we uncanceled and unfulfilled in terms 
of units for which the United States is bound by contract? 

Mr. Siusser. 36,000. 

Mr. Purtirrs. How do you get more than you had last year? 

Mr. Siusser. There were 62,000. There were canceled by mutual 
consent 6,000 and authorized to start under 1954, 20,000. 

Mr. Prius. How many units were canceled ? 

Mr. Stusser. 6,000. 

Mr. Putuirs. Does that include Los Angeles? 

Mr. Stusser. That is the Los Angeles program. 

Mr. Puiurrs. Were not any more canceled than Los Angeles? I 
had a list of several others. 

Mr. Suusser. There are probably other individual projects that 
are falling out. We are closing those out now. We are trying to get 
finals on them. 
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COLUMBUS CIRCLE PROJECT, NEW YORK CITY 


Mr. Paruirs. What is the situation with regard to the New York 
project? That is the project on which I have had correspondence from 
the Architectural Forum. I presume that other members have, also. 
You are familiar with it? 

Mr. Stusser. Are you referring to New York or New Jersey ? 

Mr. Puirures. I am referring to New York. I assume the Archi- 
tectural Forum is a reputable magazine or trade journal. It speaks 
about the purchase of a project in New York, which is justified on 
the basis of being dwellings, but 54 percent of it is to be occupied by 
a coliseum. What is the situation there, Mr. Cole? The Architec- 
tural Forum is protesting the subsidy of approximately $6 million 
for the housing unit which has been justified on the basis of a resi- 
dential or slum-clearance project, and actually over 50 percent of it 
is in a coliseum and a convention hall. 

Mr. Cote. Yes, I am generally familiar with that, Mr. Chairman. 
I am familiar with the proposal and the objections and many of the 
complications involved in the proposal. 

I think that I should furnish for the record a statement from the 
Slum Clearance and Urban Development Division stating what the 
present situation is. 

As you are well aware, the present program provides for slum 
clearance in an area which is blighted and deteriorating. 

Mr. Putuures. What about the 22-story Manufacturers’ Trust Build- 
ing assessed at $1,500,000? What is blighted about that ? 

Mr. Cote. There is nothing blighted about it. 

Mr. Puitirs. What about the theater from which the NBC tele- 
vision programs are presently being televised ? 

Mr. Core. I am not familiar with the second building but I am 
with the first. I have seen it, and in my judgment, just from driving 
by it, or walking by it, it is not a blighted building. 

There are questions about that project, including the one which 
you raise. 

May I suggest that we give you a complete answer concerning the 
present situation ? 

Mr. Putuirs. I think that would be an easy way to save time in 
the matter. 

(The information requested is as follows :) 


SUMMARY OF COLUMBUS CIRCLE Prosect, New York Crry 


Upon application by the city of New York filed December 11, 1952, a capital 
grant allocation of $5,919,523 was approved and a capital grant contract in the 
same amount was executed on January 13, 1953, for the Columbus Circle slum 
clearance and urban redevelopment project. The allocation was approved by 
Raymond M. Foley, then Administrator of the Housing and Home Finance 
Agency, upon recommendation of N. S. Keith, who was then Director of the 
Division of Slum Clearance and Urban Redevelopment. 

The application was submitted by the city’s committee on slum clearance plans, 
of which Robert Moses is chairman. The proposals for the project were ap- 
proved, after public hearings, by the city’s planning commission and board of 
estimate. 

The capital grant allocation was based on an estimated net project cost: of 
$8,896,084, which is the difference between the estimated total cost of the project, 
$11,986,275, and the estimated proceeds from the disposition of the land, $3,- 
123,791. Under title I of the Housing Act of 1949 the Federal capital grant may 
be up to two-thirds of the net project cost of a project. 
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The project area consists of two blocks of land bounded generally by Columbus 
Circle and Broadway, 9th Avenue, and 58th and 60th Streets. In its application 
pa committee on slum clearance plans described the present character as 

OLLOWS 

“The land is used at present by deteriorating tenements, old hotels, and room- 
ing houses, commercial structures in varying stages of obsolescence, and three 
large parking areas formerly occupied by tenements too run down to be profit- 
able. Of the 268,636 square feet of usable land in the two city blocks, 48,370 
square feet (10 percent) are being used by the tenement houses, 15,856 square 
feet for yards and courts between the buiidings, 90,600 square feet (33.7 per- 
cent) formerly used for tenements, by parking lots, 113,810 square feet (42.3 
percent) by commercial buildings, indicating a land coverage of 94 percent 
exclusive of parking lots. 

“There are 24 residential buildings in this area consisting of 15 wolk-up 
tenements, 2 elevator buildings, 3 hotels, 3 rooming houses, and 1 residenve club. 
In addition to living quarters, some of these buildings contain stores, and to- 
gether with the stores in the commercial buildings there are a total of 243 
apartments and 74 stores in these structures. Almost every type of small busi- 
ness is represented—shoes, clothing, groceries, stationery, drugs, jewelry, barber 
shops, laundries, restaurants, and many other services found in such neigh- 
borhoods. 

“Industrial and business firms occupy 20 of the commercial buildings, one of 
which is a large office building. <A theater, theatrical agency, scenic studio, used 
car showroom, and a garage are some of the other types of businesses occupying 
these old buildings.” 

The structures were characterized as follows: 

“Nonresidential structures have not been classified, but most of them can be 
considered obsolete, occupying land the value of which is inconsistent with the 
age and type of buildings. 

“Of the 24 residence buildings, 5 (20.8 percent) are classified as fair; 16 
(66.7 percent) as badly run down; and 3 (12.5 percent) as deteriorated. Infor- 
mation obtained in connection with 222 of the 2483 apartments indicated that 
204 (91.9 percent) are heated and have complete bathrooms; 6 (2.7 percent) are 
unheated, but have hot water and complete bathrooms; and 12 (5.4 percent) are 
unheated, but have hot water and private toilets.” 

The redevelopment plan provides for two apartment buildings with appurte- 
nant grounds on the west portion of the project area and a coliseum on the east- 
ern portion facing Columbus Circle. The coliseum, in addition to containing con- 
vention and exhibition space, would provide underground parking for 800 cars, 
offices, stores, and restaurants. 

In the application the area available for redevelopment was analyzed as fol- 
lows: 

“The total net area of the site, including the closed street, and the setbacks 
along Columbus Circle, is 275,356 square feet, or 6.32 acres. The area devoted 
to housing is 147,874 square feet or 53.4 percent of the area. This includes 
18,000 square feet of parking space reserved in the public garage for cars of 
tenants in the housing project. The garage requirements for this zone, under 
the New York City zoning resolution, is 20 percent of the estimated 528 families, 
or 106 spaces.” 

The statements both as to present character and as to proposed new uses were 
supplemented by photographs, maps, and other documentation. 

The application was reviewed in the light of the requirements of title I includ- 
ing, among others, the eligibility of the project area. Under title I an eligible 
project area may consist of “a slum area, or a deteriorated or deteriorating area 
which is predominantly residential in character” or “any other deteriorated 
or deteriorating area which is to be developed or redeveloped for predominantly 
residential uses,” or certain other types of areas not pertinent to the Columbus 
Cirele area. 

It was found that the project area is a “deteriorated or deteriorating area 
which is to be developed or redeveloped for predominantly residential uses.” 
No determination as to whether the project area is presently residential in 
character was considered necessary. 

After execution of the capital grant contract, the city of New York obtained 
title to the real property through the filing of condemnation actions. Agreements 
were executed for the disposition of the property by the city of New York to 
Columbus Circle Apartments, Inc., for the apartment development and to the 
Triborough Bridge and Tunnel Authority for the development of the coliseum. 
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Subsequent to these actions a taxpayer and property owner in the project area 
brought suit against the city, under the name of Kaskel v. Impelletteri, to enjoin 
the carrying out of the project and to prevent the condemnation of the private 
property in such project area. The plaintiff contended, among other things, that 
the project was ineligible under title I because it was not to be redeveloped 
for predominantly residential uses and that the area was not, in fact, a substand- 
ard and insanitary area as required by the general municipal law. The supreme 
court of New York County ruled against the plaintiff on every count, stating 
that there was no factual or legal merit to the plaintiff's claims and that, upon 
the record presented, there was no basis for the action or for the injunctive relief 
sought. This decision was affirmed by the court of appeals. 

Mr. Puitures. It certainly seems to me that there has been a slip 
somewhere if we are spending $6 million on the presumption that this 
is a blighted area, and part of the blighted area consists of a 22-story 
building presently assessed at $1,500,000. 

Mr. Core. One of the problems which I faced since I have been in 
oflice has been that which you are mentioning. 

The program of slum clearance has, as one of its end results, rede- 
velopment. Now, many planners in considering the clearance of slums, 
have worked out an area which should be redeveloped, and in that 
area in some instances are sound structures—and the question becomes 
whether or not the elimination of a given sound structure is so impor- 
tant to the redevelopment of the area that the structure should be 
eliminated. Both Mr. Follin and I look upon those sorts of proposals 
and plans with a great deal of doubt. 

Mr. Puitures. Are we not obligated only for redevelopment as resi- 
dential property ? 

Mr. Cote. No. The end result must be either primarily residential 
or it must eliminate an area at least 51 percent of which is residential 
slum. 

Mr. Privurs. Certainly there were not 51 percent of slums here. 

Mr. Cote. There is some argument about whether or not there was 
51 percent. 

Mr. Puinurrs. That is not shown here. The coliseum is going to 
be more than 50 percent of the area when finished. 

Mr. Corr. Again, it is a close question. 


HHFA CRITERIA FOR AREAS SELECTED FOR SLUM CLEARANCE 


Mr. Pues. Then there is one more question. HHFA has said: 


The HHFA does not make independent examinations of areas selected by cities 
for clearance. 

In other words, we have just had a little bit of that with the Public 
Buildings Administration. Someone wrote them a letter and said 
they would like to have a building, so they are building it. 

Mr. Co.x. I think that isin error. We examine and must determine 
whether or not it is an area which qualifies. 

Mr. Puitiuws. May I quote from a letter signed by Mr. Jack H. 
Bryan, Director of Information for the HHFA?¢ The quotation that 
I gave a moment ago appears in subparagraph No. 2 on page 2 of his 
letter. I will now quote: 

HHFA did establish criteria for generally determining a blighted area. In its 
application to individual areas, such as the Columbus Circle project, HHA 


reviewed data submitted by the local public agencies as a result of which we 
determined that it was on a blighted area under our own criteria. 
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HHFA does not make independent examinations of areas selected by cities for 
clearance. It has established standards and does review facts submitted by 
cities to show conformity with those standards. 

That would suggest that you did not make individual examinations 
but merely took whatever statement was made to HHFA in a letter. 

Mr. Coie. That I would have to check. What is the date of the 
letter? 

Mr. Puiures. February 19. I have not acknowledged it. When 
you are through with it, give it back to me. 


BACKLOG OF PUBLIC-HOUSING UNITS TO BE CONSTRUCTED 


Mr. Yares. You stated that there were approximately 36,000 units 
in the backlog at the present time? 

Mr. Susser. That is right. 

Mr. Yates. How many of those contracts are good? By that I 
mean are there any of those 36,000 units that you think are going to 
be surrendered ? 

Mr. Suvusser. Yes; we believe so. We are trying to get some of 
them surrendered where there has been inactivity in the program. 

Mr. Yates. What portion of them? What does that amount to? 

Mr. Stusser. That I do not know. We have been talking in terms 
of about 33,000. 

Mr. Yares. Do you think, then, there are 33,000 units that will be 
available for construction ¢ 

Mr. Svusser. That will remain active. 

Mr. Yares. Are those bona fide contracts? 

Mr. Srusser. Yes. 

Mr. Yares. When were they entered into? 

Mr. Stusser. That I do not know. 

Mr. Ketiy. They would have been entered into at different times, all 
prior to this fiscal year. 

Mr. Yares. All entered into prior to June 30, 1953? 

Mr. Keury. That is right. 


NUMBER OF PUBLIC HOUSING UNITS SUBJECT TO ESCAPE CLAUSE 


Mr. Yares. Do any of them contain the escape clause, if you can 
call it that? What is the escape clause that was referred to last year, 
and how many of them contained it? 

Mr. Ketry. There were eight-thousand-some-odd units that did not 
have the escape clause. Some of those will go under construction this 
year, so I am not sure how many of the 36,000 will be in that position. 
There were originally 8,255 units which did not have the escape clause 
when we appeared before you last year. 

Mr. Yares. Before you continue will you explain what is meant 
by the so-called escape clause ? 

Mr. Keuty. In the fiscal year 1953 appropriations act there was 
included a provision that we should not Saienine the start of con- 
struction of more than 35,000 units in that fiscal year, nor commit 
ourselves to the authorization to start construction of more than 35,000 
units in any future year unless the Congress authorized a greater 
number. 

In order to implement that provision in the appropriation act all 
new annual contribution contracts, and all old ones on which there 
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was any occasion to amend, had inserted a provision which is the 
so-called escape clause which merely said that nothing in this contract 
shall bind us to authorize the start of construction of more than 35,000 
units in any one year. 

Mr. Yares. When you refer to that as an escape clause, does that 
mean that the Government can escape its obligations under the con- 
tracts for a number of units under 35,000? 

Mr. No, sir. 

Mr. Yates. The Government, even with that clause in it, is under 
an obligation to comply with those contracts in the event it does not 
construct a total number beyond 35,000 a year; is that correct? 

Mr. Ketiy. That was the interpretation of the agency and the 
Comptroller General. 

Mr. Puuures. As of the time we set the 35,000 limitation. That 
limited the number that could be contracted for, 

The escape clause applied to units, as I understand it—and I ask 
for confirmation—that went beyond the 35,000 units on the assumption 
that some day there might be an additional approval and it would 
take them in. 

Mr. Ketiy. Not quite. We only entered into 35,000 units of an- 
nual contribution contracts in the fiscal year 1953. That is when the 
provision was inserted in the appropriation act. Inasmuch as we 
already had some units under annual-contribution contracts prior to 
the date of enactment, the escape clause was put in so that the two of 
them could not bunch up in the same year and cause us to violate that 
provision of the law. 

Mr. Yates. You have stated that the Comptroller General has rec- 
ognized a legal responsibility existing in the United States of America 
for the construction under the contracts in the backlog where the 
total number constructed does not equal the 35,000 units in any single 
year. 

Mr. Ketiy. We recognized them as all valid contracts. 

Mr. Yares. There is no such thing as an escape clause up to the 
35,000 units per year in the construction program ? 

Mr. Ketty. That is my understanding, Mr. Yates. 

Mr. Yates. Is that correct, Mr. Cole 

Mr. Corz. That is correct. 

Mr. Yates. With respect to the 33,000 units in the backlog, if all 
of them were authorized for construction they should be constructed 
without paying any attention to the escape clause at all. The escape 
clause would have no meaning? 

Mr. Ketxy. That is right. 

Mr. Yares. Or any bearing on the question? 

Mr. Key. That is right. 


TIME INVOLVED IN DEVELOPING A PUBLIC-HOUSING PROGRAM 


Mr. Yates. How long does it take to get a public-housing program 
inaugurated on the average, from the beginning of negotiations until 
actual construction is started ? 

Mr. Ketuy. One year would probably be the average during a pe- 
riod when the program was all advancing. One of the problems in 
stating an average is that frequently a large city like Chicago will 
initiate a program in which the first project proceeds into construc- 
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tion a year after initiation, but the last project in that program initi- 
ated at the same date may not proceed into construction for a period 
of several years because of large slum-clearance undertakings involved 
in it. 

Mr. Yates. Suppose that the Congress in its wisdom authorizes the 
construction of 50,000 public-housing units this year. Would PHA 
be ina position to carry out that mandate? 

Mr. Stusser. I think that the answer to that would be “no.” 

Mr. Yares. Will you tell the committee why ? 

Mr. Susser. Because the cities could not get prepared in time. 
Secondly, a proper determination of where the program should go 
would take time in the central office and in the field offices, and then 
also we would have to tool up for that. I do not think the agency is 
now equipped to go into that large a program unless we increase the 
en department in each of the field offices and in the central 
office. 

Mr. Yarers. What you are saying is that your agency is set up only to 
maintain and operate the program that is presently in existence and to 
clean up the remaining 33,000 in the backlog ? 

Mr. Stusser. I would say if we were given a program of 35,000 units 
a year, with the present organization we can intelligently develop 
that type of program, working with the communities as fast as they 
could get ready. There are some of them that could get ready much 
more quickly than others. 

Mr. Kelly spoke a moment ago of Chicago. You have the problem of 
slum clearance, land difficulties, time to get the surveys and sites 
selected and begin the preliminary planning of what is to go on the 
site. There are possibly other sites available that could be used and 
on which they could move much more rapidly. 


PUBLIC HOUSING PROGRAM IN AKRON, OHIO 


Mr. Yares. Mr. Slusser, you were a mayor of a city? 

Mr. Siusser. Yes. 

Mr. Yates. Which city? 

Mr. Siusser. Akron, Ohio. 

Mr. Yates. While you were mayor did Akron have any slum prob- 


Mr. Svusser. Yes; we did. I will say to you we do not have any 
there now, any large slums. We have some blighted areas. We made 
a study of it quite conscientiously—a committee made a study—and 
it was not feasible to consolidate these different areas into one that 
would be economically sound to go ahead with. We did clear our 
slums and put in public-housing units on two sites. 

Mr. Yares. Have you had experience in slum-clearance housing 
projects as a municipal officer ? 

Mr. Stusser. No, sir; I have not. 

Mr. Yares. When were the slum-clearance ‘projects undertaken ¢ 
Was it before you became mayor ? 

Mr. Stusser. Yes; in about 1941 or 1942. 

Mr. Yates. When I refer to “slum clearance” I mean slum-clearance 
programs under title I. This is not the public housing that we are 
talking about. I am talking just about the slum clearance. 
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Mr. Suusser. We had no slum-clearance program in the city of 
Akron. We cleared some slums, but we did that with the public- 
housing program. 

Mr. Yates. That was under the public-housing provisions of the 
law? 

Mr. Sxusser. Yes. It was in 1940 or 1941. 

Mr. Yares. It was built on slum sites ¢ 

Mr. Stusser. Yes. 

Mr. Yates. That was before the present Housing Act? 

Mr. Suusser. That is right. 

Mr. Yares. You said in connection with the duties and responsibili- 
ties of your present office you visited the field offices throughout the 
country. 

Mr. Svusser. I visited each of the field offices and many of the 
projects. 

Mr. Yares. Did you familiarize yourself with the housing condi- 
tions in each of the cities ¢ 

Mr. Stusser. Yes; as well as I possibly could. We drove through 
the cities. I talked to the public officials there. 


FACTORS INVOLVED IN SLUM CLEARANCE PROGRAMS 


Mr. Yates. Can you have a slum-clearance program operate with- 
out having a public-housing program operate with it in terms of relo- 
cating the people? 

Mr. Stusser. I do not quite understand your question. 

Mr. Yares. There are many who believe that slum-clearance proj- 
ects under title I are sufficient to remove the blighted areas in cities 
today. Can you have a slum-clearance program really in any metro- 

olitan community without providing some kind of public housing to 
Basie those who are dislocated by the slum-clearance project ? 

Mr. Stusser. I would say no, because I think experience has taught 
us there are certain numbers of low-income families in the slum areas. 

Mr. Jonas. The slum-clearance programs all involve matching 
funds; do they not? 

Mr. Stusser. Yes; I believe they do. 

Mr. Corr. We do not call them matching. That indicates 50-50. 
It is one-third—two-thirds. 

Mr. Jonas. It is based on contributions by the local community ? 

Mr. Susser. One-third contribution by the local community. 

Mr. Puiuies. In cash or kind? 

Mr. Stusser. In cash or kind. 


NEED FOR PUBLIC HOUSING PROGRAM 


Mr. Yares. Is there a need for the public-housing program that you 
have asked for? 

Mr. Stusser. Yes; I think so. 

Mr. Yates. Why do you come to that conclusion ? 

Mr. Stusser. I do not think it is economically feasible for private 
enterprise to build houses for people that are in an income bracket 
of $1,900 a year, or $2,000 a year—the average being about $1,988 for 
bracket. 

r. Yares. Your regulations permit housing of people with incomes 
up to $3,300; is that so? 
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Mr. Stusser. Depending upon the community. 

Mr. Yares. When you said $1,900, did you mean $1,900, or may it 
vary up to $3,300 ? 

Mr. Susser. It may vary in between there, but I said that that was 
the average. I have been in communities where they have told me 
the income of certain groups of people was $1,700 a year. I think as 
you go into the Detroit area, or the Chicago area, you will find that 
among low-income families their average income is around $2,600 or 
$2,700 a year. Those are considered the low-income group because 
those are high-wage towns. 

Mr. Yates. Do you believe the problem of housing the people with 
incomes of less than $3,000 can be solved by private enterprise today / 

Mr. Stusser. No; I do not believe it can be done. 

Mr. Yates. Even if downpayments were reduced and mortgages 
extended to 40 or 50 years, would your answer be the same? 

Mr. Stvusser. I would like to answer that this way; that I feel there 
isa problem in public housing and I think that there must be a limit 
to incomes, but I also feel there must be an obligation for someone 
to meet the housing needs of these families when they reach the over- 
income limit. If we have income limits we will say of $3,100 and a 
man makes $3,200, he is not eligible to stay any more. I feel that 
man has a right, if we have increased his economic standing and his 
social standing, to be adequately housed. 

Mr. Yates. How many employees does HHFA have, Mr. Cole? 

Mr. Cour. 11,000, in round numbers. 


NUMBER OF DISMISSALS UNDER EXECUTIVE ORDER NO, 10450 


Mr. Yates. How many dismissals occurred under Executive order 
known as 10450? 

Mr. Cote. There have been 11 suspensions and in addition 4 have 
resigned after charges by the security officer. 

Mr. Yates. Have there been any dismissals as such? You say 11 
suspensions. 

Mr. Cortez. No. 

Mr. Yares. When you say 11 suspensions, does that mean that the 
hearings are still going on in the 11 cases? 

Mr. Coxe. In 9 of the cases. 

Mr. Yates. What about the other 2? 

Mr. Corr. One resigned and 1 has been restored. 

Mr. Yates. Is the resignation of the 1 that resigned included in the 
4 resignations that you spoke of, or is it in addition ¢ 

Mr. Cotz. In addition. 

Mr. Yates. In connection with the resignations and the suspensions, 
were any of those suspended, or those resigned, members of the Com- 
munist Party? 

Mr. Corx. That I do not know. Seven of those cases involved 
loyalty. ‘ 

Mr. Yates. 7 of the 15? 

Mr. Corr. 7 of the 11. 

Mr. Yates. Involved loyalty 

Mr. Coxe. Yes. 

Mr. Yates. Apart from those cases, have all of your security checks 
been completed ? 
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Mr. Corr. No, sir. 

Mr. Yates. Are they still going on? 

Mr. Yes. 

Mr. Yarrs. How many checks have been completed ¢ 

Mr. Frantz. As of December 31 we have had completed 61 full field 
investigations and have 31 pending. 

Mr. Yarers. You now have 31 full field investigations pending ¢ 

Mr. Frantz. Correct. 

Mr. Yates. Does this mean that you have gone through all of your 
employees to the point where you feel these are all the field investiga- 
tions that will be required ¢ 

Mr. Frantz. No, sir. Those are the full field investigations that 
have been requested so far in connection with sensitive positions. 
There will be additional ones. 

Mr. Yates. How many employees have you examined out of 11,000? 

Mr. Frantz. The figures that I gave you were for the full field 
investigations. In addition to that there have been so-called national 
agency checks, which is a more abbreviated form of investigation— 
the number is 292 for the national ageney checks which have been 
completed, and 112 pending. 

Mr. Yates. Of the 11,0007 

Mr. Frantz. That is correct. 

Mr. Yates. You have done very little then relatively. 

Mr. Puturrs. Just getting started. 

Mr. Frantz. We do not have 11,000 cases to handle 

Mr. Yates. Have all the 11,000 been checked previously? Have all 
undergone the FBI fingerprint check ¢ 

Mr. Frantz. No. All of the 11,000 have been subjected to such 
checks as were required at the time. That has been done over the past 
several years. 

Mr. Yates. That is on the same basis as the employees of other 
agencies ? 

Mr. Frantz. That is right. 

Mr. Yates. In connection with the checks of those employees, you 
have just this number of full field investigations that you testified to / 

Mr. Frantz. That is correct. 

Mr. Putuirs. We thank you gentlemen. 


Monpay, Marcu 1, 1954. 


Mr. Putuures. The meeting will come to order. 

This is a continuation of the meeting which we were compelled to 
discontinue Friday afternoon. We had reached the Public Housing 
Administration. r. Slusser, had you finished your statement? 

Mr. Stusser. Yes. 


STATEMENT ON Bupcer Program 


Mr. Putuirs. We will put pages 16, 17, 18, and 19 in the record. 
(The material referred to follows :) 
INTRODUCTION 


The United States Housing Act of 1937 authorized a program of locally owned 
and operated low-rent housing for families of low income who could not otherwise 
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afford decent, safe, and sanitary dwellings. The act authorized loans to local 
public housing agencies to aid in financing the development of low-rent housing 
projects and payment of limited annual contributions, to be appropriated annu- 
ally, to assist in maintaining the low-rent character of the projects. Borrowing 
authority was limited to $800 million and annual contributions which could be 
contracted for were limited to $28 million per year. The experimental public 
housing projects developed by the Public Works Administration were transferred 
to PHA. A wartime amendment (Public Law 671, 42 U. S. C. 1501) authorized 
construction of permanent housing for war workers subject to later conversion 
to low-rent use. 

Title III of the Housing Act of 1949 (63 Stat. 413) amended the United States 
Housing Act of 1937 and authorized the development of an additional 810,000 
units. Borrowing authority was increased to $1.5 billion outstanding at any 
one time; and the annual contributions which could be contracted for were 
increased to $336 million per year. Construction starts were authorized at an 
annual rate of 135,000 units for a projected 6-year program. 


BUDGET PROGRM 


The budget for the United States Housing Act program is presented in terms of : 
1. Development activity. 
2. Capital financing. 
3. Management activity. 
4. Annual contribution requirements. 


1. Development activity 

The Housing Act of 1949 authorized the start of construction of 135,000 low- 
rent housing units a year. This figure represented approximately 10 percent of 
the total volume of residential construction which the Congress believed was 
desirable and achievable. The act authorized the President to increase the 
construction rate up to 200,000 units in any one year or to reduce it to 50,000 in 
order to adjust the program to changing economic conditions. 

The First Independent Offices Appropriations Act of 1954 restricts construc- 
tion starts in fiscal year 1954 to 20,000 units already under an annual contribu- 
tions contract, and prohibits the execution of new preliminary loan contracts 
and annual contribution contracts until subsequently authorized by the Congress. 
The act further provides that the Administrator of the Housing and Home 
Finance Agency shall submit a complete analysis and study of the low-rent 
public housing program on or before February 1, 1954, to the Appropriations 
Committees of the House and Senate together with his recommendations. 

Legislative proposals will shortly be submitted to provide for new methods 
of assisting local communities in making decent homes available for families of 
low income. These proposals will be based in large part on the recommenda- 
tions of the President’s Advisory Committee on Housing Policies and Programs. 
They will emphasize the problems of low-income families displaced by slum- 
prevention and clearance programs. 

A transitional period, however, is inevitable until the effectiveness of the new 
methods in reducing the need for the present program is demonstrated. Mean- 
while, the existing low-rent program must be continued at the minimum level 
adequate to avoid undue hardship to low-income families and delay of other 
vital programs requiring relocation of such families. Accordingly, the budget 
provides for 35,000 additional low-rent units to be started during the fiscal year 
1955; correspondingly, appropriation language is included to terminate the 
special provision included in the appropriation act for 1954, which in effect froze 
the program during the current year pending reexamination by the Housing and 
Home Finance Administrator and the submission to the Congress of recom- 
mendations with respect to the future program. 

This action will permit the maintenance of a backlog of projects in readiness 
for construction of 35,000 units per year in subsequent years. The following 
table shows the proposed volume of preconstruction work : 


Number of 

dwelling 

units 
Program reservations issued 10, 000 
Preliminary loan contracts approved .... 10,000 
Sites selected _.. 25, 000 


Annual contributions contracts approved _... 35, 000 
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2. Capital financing 

Under the United States Housing Act low-rent housing is primarily a subject 
for local determination and control, Federal activity being generally confined 
to making capital loans, paying annual contributions, and reviewing local actions 
for conformity with law. 

Initial financing.—A local housing authority having demonstrated the need for 
low-rent housing which is not being met by private enterprise and having 
received a program reservation of low-rent units may then, with the approval of 
the local governing body, enter into a preliminary loan contract to cover the cost 
of planning a proposed project. The preliminary loan contract obligates the 
Administration to loan funds for preliminary planning costs, to the amount of 
the contract which on the average is $175 per unit. 

After a local housing authority has selected a site and developed definitive 
plans for a specific project, and obtained a cooperation agreement with its local 
government, it may enter into an annual contributions contract. This contract, 
which must be authorized by the President, obligates the Administration to loan 
funds for the acquisition of site, final planning, and construction cost, up to a 
stipulated amount—in no event in excess of 90 percent of development cost. 

Temporary financing during construction.—It has been the practice to limit 
the loan commitment at the time of contract execution to an amount sufficient 
to cover site acquisition, final planning, and pay the first partial payment to the 
construction contractor. Pending permanent financing the contractual commit- 
ment is revised upward periodically, at intervals of approximately 3 months, 
until permanent financing occurs or 90 percent of development cost is committed. 

Funds are advanced as required based on demonstrated need. Private capital 
in the form of temporary loan notes is utilized during development to the maxi- 
mum practicable extent in lieu of advances by the Administration. This mavxi- 
mum use of private capital eliminates the need for borrowing from the Treasury 
a monthly average of about $800 million. 

Under the annual contributions contract the Administration is committed, if 
necessary, to cover the principal and interest on privately financed notes when 
they mature. Therefore, the notes have excellent security and are now being 
sold at interest rates approximately 1.6 percent per year. Since direct PHA 
advances bear interest of 2.5 percent—3.125 percent, it will be seen that the 
use of private capital has 2 important benefits—it reduces the use of Federal 
funds and, through much lower interest rates, it reduces the development cost 
of the project. All temporary loan notes are retired as soon as the local author- 
ity sells long-term bonds. 

Loans under the annual contributions contract bear interest at the Federal 
going rate as of the date of approval of the contract. On most of the outstanding 
contracts, this rate is 2.5 percent and 2.76 percent, but on the more recent con- 
tracts is 3.125 percent. 

Permanent financing.—Permanent financing of the projects is ordinarily ac- 
complished by the sale of long-term bonds. The local authority is eligible to 
sell bonds on a project after the start of the main construction contract and 
is required to raise at least 10 percent of development cost to complete the 
projects. In practice, the bonds are being sold at about the time the last 10 
percent of development cost is required, that is, just prior to the completion of 
construction. These bonds mature serially over a period of years, and the 
maturities are so arranged that the debt service (interest and amortization) 
payable in each year is a level amount. 

The first four issues of bonds since the passage of the Housing Act of 1949 
were sold to private investors in amounts substantially equal to total develop- 
ment cost of the projects. The bonds matured over periods of up to 40 years. In 
the first 3 sales, low-average effective rates were obtained, averaging approxi- 
mately 2 percent. However, the fourth sale resulted in an average effective rate 
of 2.5439 percent. There was strong evidence that increased competition and an 
improved interest rate would have been forthcoming if the bond sale had been 
limited to those maturing in 30 years. Therefore, in the fifth and more recent 
bond offerings, only 67 to 70 percent of development cost was financed through 
the sale of bonds maturing in 30 years, the balance being financed by the Admin- 
istration in the form of permanent notes which mature in the last 10 years of 
the 40-year period. 

In most instances the local housing authorities obtain private temporary 
financing in lieu of the permanent notes on the strength of the Administration's 
obligation to purchase the permanent notes if necessary in the same manner as 
advances are temporarily financed, thus effecting further reductions in PHA bor- 
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rowings from the Treasury, as well as significant interest savings and consequent 
reductions in Federal annual contributions. 

This method of permanent financing through the sale of long-term bonds 
accounts for the preponderance of the permanent financing undertaken but it 
is not used in cases where a local housing authority offering is less than $1 
million. In such cases approximately 13 percent of capital cost is financed 
by the sale of series A notes maturing over 7 years and the balance is purchased 
by the Administration as permanent notes or held in private temporary financing. 

Effect of financing on Federal annual contributions.—At the time the annual 
contributions contract is entered into the administration obligates the United 
States Government to payment of annual contributions over a 40-year period. 
Initially, this commitment is stated at 2 percent in excess of the Federal going 
rate of interest of the total development cost, that is, 4.5 to 5.125 percent. The 
contract provides for the reduction of this maximum at the time of permanent 
financing to an amount equal to the level annual debt service. Level debt 
service on permanently financed projects ranges from approximately 3.7 to 4.3 
percent of development cost. This amount thus becomes the contractual maxi- 
mum annual contribution known as the fixed contribution. This fixed contri- 
bution is subject to reduction in each year by the amounts by which rents 
collected exceed current operating costs. 


Awnvat Conrrinution 


Mr. Furies. Mr. Reporter, we will insert at this point in the 
record pages 23, 24, 25, 26, and 27. 
(The justifications are as follows :) 


ANNUAL CONTRIBUTION REQUIREMENTS 


1. Background data 


Pursuant to the provisions of the United States Housing Act of 1937, as 
amended by the Housing Act of 1949, the amount of the annual contribution is 
initially established in the annual contributions contract which is entered into 
prior to the acquisition of the site and commencement of construction. 

At the time of permanent financing the maximum contribution is reduced to 
an amount sufficient to cover the level debt service (i. e., principal and interest ) 
on the financed development cost. Thereafter, this amount is known as the fixed 
contribution. On the basis of the experience in financing projects under the 
Housing Act of 1949 the maximum contribution of 414 to 51% percent is reduced 
to a fixed contribution of between 3.7 and 4.3 percent at the time of permanent 
financing. This basic concept of determining the amount of the subsidy is 
embodied in the law and serves a twofold purpose. First, it assures the provision 
of housing for families of low income because the average rent can be as low 
as operating expenses, including utilities supplied to tenant, but exclusive of 
debt service (interest and amortization of the capital cost) because the fixed 
annual contribution is sufficient to cover this latter cost. Second, it permits the 
local housing authority to sell its tax-exempt bonds with a level debt service 
covered by an unconditional pledge of Federal annual contributions and thus 
obtain favorable interest rates, thereby further reducing the cost of providing 
housing for families of low income. 

The full amount of the fixed contribution is not generally required because in 
determining the actual amount of the annual contribution the following elements 
are applied to the reduction of the fixed annual contribution: (1) Accrued 
interest, (2) capitalized interest, (3) residual receipts as of the end of the initial 
operating period, (4) residual receipts from operations. 

The first three items of reduction usually occur during the first year or two 
after completion of the project. Residual receipts from operations are usually 
the major item of reduction and represent the excess of income over operating 
expenditures (exclusive of debt service). 

The first annual contribution for permanently financed \prosects is paid 17% 
months after the date of the bonds first issued to finance the project. This 
bond date thus establishes the annual contribution date and the project fiscal year. 


2. Method of preparing the annual contribution estimate 


The estimate of annual contributions was prepared on a project-by-project 
hasis. A determination of the projects which will be eligible for annual con- 
tributions was made by (1) identifying the projects eligible in 1953, (2) identi- 
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fying the projects already permanently financed but not yet eligible in 1953, 
and (8) developing a schedule of permanent financing on a project-by-project 
basis consistent with the budget objectives, thereby establishing the projects 
which will become eligible in 1954 and 1955. For the projects thus determined 
to be eligible for annual contributions in 1954 and 1955 estimates were developed 
on the basis of the latest approved development cost, actual and scheduled 
financing dates, and approved operating budgets for all but the newer projects 
for which residual receipts were estimated. These estimates are presented in 
this justification in summary from and by public law in tables entitled “Sum- 
mary of annual contribution requirements.” There is also presented in the 
appendix a project listing of annual contribution requirements entitled “Annual 
contribution estimates by project.” 


Estimated annual contribution requirements 


1953 | 1954 1955 
Number of units eligible... 204, 815 252, 109 319, 44 
Fixed contribution for projects eligible for payment #45, 091, 505 $65, : 200, 000 $97, 800, 000 
Less: Amounts available for reduction of fixed contribution _- 19, 210, 797 21, 900, 000 28, 700, ad 
Annual contribution requirements_____._.....---....-- 25, 880, 708 43, 300, 000 69, 100, 000 


The annual contribution requirements in 1954 indicate a need for a supple- 
mental appropriation in the amount of $1,800,000. 

The elements which cause an increase in the number of units eligible for an 
annual contribution each year are set forth in the following table: 


Increase in number of units eligible for annual contribution 


1954 1955 
First annual contribution on new and reactivated projects _- 47, 627 60, 722 
First annual contribution on federally owned projects sold to local housing 
Change in project fiscal years occasioned by permanent financing of certain 


These elements, plus conversion of temporary financing to permanent financing, 
cause an increase in the fixed (or maximum) contribution. The increases are 
set forth in the following table: 


Increase in fixed contribution on projects eligible a annual iatssdil deaaneted 


| 
1954 1955 
First annual contribution on new and reactivated projects $20, 016, 221 $30, 592, 000 
First annual contribution on federally owned projects sold to local hous- 
Change in project fiscal years occasioned by permanent financing jof 
certain P L-671 projects. (160, 168) 539, 968 
Conversion of temporary financing to permanent financing, refinancing, | 
and increased debt service: .......-...-..--.--.2--4--4------.----- 89, 868 340, 374 


The elements which cause the increase in estimated annual contribution 
requirements are summarized in the following table : 
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Increase in annual contribution requirements 


1954 1955 
Ist annual contribution on new and reactivated projects te he $15, 642, 946 $21, 484, 273 
Ist annval contribution on federally owned projects sold to local housing 
Changes in project fiscal years occasioned by permanent financing of 
certain Public Law 671 projects... ante, : iad (131, 697) 340, 031 
Conversion of temporary financing to permanent financing, refinancing, 
Net change between 24 and Ist annual contribution. ........ 2... (185, 975) 801, 016 
Net change in residual receipts on other than projects receiving Ist and 
2d annual contributions... (403, 405) (598, 215) 
Increase occasioned by the fact that residual receipts as of ELOP and 
accrued and capitalized interest were available to reduce the 2d con- 
tribution, but not available to reduce subsequent contributions_______- 2,017, 090 2, 312, 410 


An analysis of the above table discloses that almost 90 percent of the increase 
in annual contribution requirements is caused by the increased number of units 
eligible for annual contributions in each fiscal year. 


8. Projects not eligible for annual contributions 

Not included in the preceding text are the following types of projects which do 
not receive annual contributions: 

(1) Farm labor centers.—These centers were transferred to the Administra- 
tion from the Department of Agriculture under the Housing Act of 1950, 
Immediately after the transfer, the Administration took steps to bring about 
disposition by sale to local housing authorities to house low-income tenants, 
agricultural workers, and their families. The projects have been and are being 
sold under a contract which provides that full title will be acquired at the end 
of a 20-year period during which time the Government will receive all net income 
but will not pay deficits. 

(2) Public war housing projects transferred to low-rent use.—The budget esti- 
mates provide for the transfer of 15,000 units in permanent public war housing 
projects during the 2 years to local public housing agencies for operation low- 
rent projects. These transfers are authorized by the Housing Act of 1950. 
Under the terms of the transfer all net income will be returned to the United 
States Treasury for 40 vears after the date of transfer. 

(3) PWA Housing Division projects transferred to local ownership—The 
budget estimates also provide for the transfer of 52 PWA Housing Division proj- 
ects, with 16,347 units, to local authority ownership during the 2 years. The 
terms of sale will require that all net income be returned to the Government for 
40 years after the date of transfer. 

(4) Federally owned projects—The remaining projects in the program which 
are under Federal ownership will receive no annual contributions. 

Statements of comparative income, expense and residual receipts for each of 
these categories of projects are presented in the Appendix. 

Administrative expenses.—Administrative expense requirements for this pro- 
gram are estimated at $6,950,000 for 1954 and $7,900,000 for 1955. These 
amounts are merged with the funds for administrative expenses of the other 
programs of the Administration into a single fund, which is shown under the 
estimate for “Administrative expenses.” 


Mr. Puuutes. I had put in the record page 15, and I had, as I 
recall, just finished asking you about the number of unit contracts 
that we have that have not been completed, and you had given the 
figure of 36,000 of which you expected 3,000 to fall out by attrition or 
change of opinion. 

Mr. Stusser. That is right. 

Mr. Puturs. What about private construction; what number of 
units are expected to be built by private funds during the year? 

In other words, what is a general comparison between private and 
public housing ? 


n 
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Mr. Core. We anticipate construction of approximately 1 million 
units this year and in the next fiscal year. That figure does take into 
consideration the public housing units. 

Mr. Puiiirs. When you say this year, you mean 1954. Would 
your estimate for 1955 be on the present basis, or is that conjectural ? 
” Mr. Corr. It would be about the same. Of course, it would all be 
conjectural for the future. 

Mr Pumps. What was it in 1953? 

Mr. Core. About 1.1 million. 

Mr. Putures. It runs about the same. 

Mr. Corr. A little under is our guess. 

Mr. Pumutrs. As I recall, about the last thing I said on Friday 
during the hearing on your request for supplemental funds was to 
rall attention to the figures on page 24, which indicate a rapidly in- 
creasing amount of money required for the Federal contributions. 
The annual contribution requirements in 1953 ran to $25,880,708. 
They are estimated to rise to $43,300,000 in 1954; and in 1955 they 
will have risen to $69,100,000, on the estimates of the program for that 
fiscal year. 

Pusiic War Houstne Program 


We now come to the public war housing program. Put in pages 
32, 33, 36, 37, 38, and a part of 39. 
(The justifications referred to are as follows :) 


Pustic War Hovusine Program 


The public war housing program originally consisted of permanent and tem- 
porary units authorized under the Lanham Act, as amended, and built with 
appropriated funds to provide necessary accommodations for warworkers during 
World War If. About one-third of the original program is still in use and serves 
the needs of veterans, servicemen and their families, and certain defense workers 
pending disposition in accordance with law. New projects developed under the 
Defense Housing and Community Facilities and Services Act of 1951 are included 
in the estimates for this program. 

The Housing Act of 1950 (amending the Lanham Act) authorizes the transfer 
under certain conditions of (1) temporary projects to local public agencies; 
and (2) permanent projects to local public-housing agencies for operation as 
low-rent housing. 

DEVELOPMENT OPERATIONS 


Development operations consist of the completion of defense-housing construc- 
tion. With the $70 million now available, 82 projects with 15,021 dwelling units 
will be completed by the end of 1954, of which 47 projects and 7,902 units were 
under active management on June 30, 1953. 


MANAGEMENT OPERATIONS 


Estimates of income and expense for the projects in this program are based 
essentially on 1954 operating budgets prepared by local management and reviewed 
by the PHA field offices. Total estimated income and expense show a marked 
decrease because of the accelerated program of disposition of projects no longer 
needed for defense purposes. 

The average expenses per unit per month remain fairly constant except for an 
increase in R. M. & R. costs for federally operated projects. Most of the increase 
is attributable to the need for rehabilitation of temporary projects still needed 
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for defense-housing purposes. The following table shows actual and estimated 
project income and expense for each of the 3 fiscal years: 


Actual, 1953 | Estimate, 1954 | Estimate, 1955 


Project income $116, 832, 404 $96, 593, 200 $73, 480, 400 
Project expense... 81, 905, 677 64, 870, 417 7, 593, 481 
| 34, 926, 727 31, 722, 783 25, 886, 919 


The management status at the end of each fiscal year is shown in the 
following table: 


| 1953 actual | 1954 estimate | 1955 estimate 

Federally operated: 
Family dwellings______- 81, 330 77, 289 62, 789 
‘ 4,729 7, 589 7, 330 

Leased: 

Family dwellings 128, 772 88, 090 41, 49 
129, 494 88, 594 42, 453 
Total active 215, 553 173, 472 112, 572 


DISPOSITION OPERATIONS 


Full scale resumption of the sale of permanent war housing occurs in 1954 
and is expected to reach a maximum level in 1955. On August 16, 1950, the 
Administrator of the Housing and Home Finance Agency temporarily suspended, 
with few exceptions, disposition of housing facilities under Federal control pend- 
ing a determination of the need for such facilities in the defense mobilization 
elfort. Until the latter part of 1953 only limited disposition occurred on a case 
basis as an exception to the general suspension order. Meanwhile, a careful re- 
view of the entire inventory of the public housing program has been made in con- 
sultation with the Defense Establishment and other Government agencies to de- 
termine the need for each project in the defense mobilization effort. The table- 
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which follows shows the inventory of public war housing as of June 30, 1953, 
broken down into “released for disposition” and “not released for disposition.” 


Family Dormi- | ¢ 
dwellings tories | 


PERMANE)T DWELLING UNIT. 


Released for disposition: 


Under administration contract for low-rent use a 9, 808 9, 808 | 

For sale, onsite __- eee 27, 856 27, 856 | 

Subject to obligation to remove. ‘ 5, 091 5, 091 


Not released for disposition: | 
Under administration contract for low-rent use —_- 7, 354 7, 354 ; 
administration contract—no obligation to re- 

41, 089 41, O89 | 
Subject to obligation ‘to remove_______. 14, 105 14, 105 
| 


Il. TEMPORARY DWELLING UNITS 


Released for disposition: 


Relingquishment request 24, 415 23, 060 110 1, 245 
Subject to vacancy 28, 886 26, 249 77 1, 863 
Suitable for long-term use 2 272 2, 089 183 
55, 573 51, 398 1, 067 | 3, 108 

Relinquishment request pending 40, 963 685 
No request for relinquishment.._.._..._....__- abdoa$a 21, 998 19, 726 23! | 2, 037 


An analysis of the above table discloses that as of June 30, 1953, 44 percent of 
the permanent war housing inventory had been determined to be available for dis- 
position, and 47 percent of the temporary housing. The budget anticipates that 
20 percent of the housing not released for disposition on June 30, 1953, will be 
made available for disposition during 1954 and 20 percent of the remainder in 
1 


The following table shows the estimated disposition for each fiscal year, by 
method, together with the proceeds of sale and disposition expense, including 
administrative costs: 


1953 actual | 1954 estimate | 1955 estimate 

Transfers: 
7, 960 7, 500 7, 500 
35, 276 20, 000 18, 000 
2, 986 16, 000 25, 000 
Demolition, and other disposition: Temporary 9, 931 10, 000 17, 500 
56, 153 53, 500 68, 000 
Total proceeds from $12,697,360 | $52,740,000 | $81, 675, 000 
1,371, 663 4, 196, 000 5, 089, 000 
Net proceeds.............-- 11, 325, 697 48, 544, 000 76, 586, 000 
Total cost of housing disposed of. -- 149, 536,886 | 165, 750,000 222, 950, 000 
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The full scale resumption of disposition operations will require the expendi- 
ture of $1.9 million in 1954 and $2.5 million in 1955 for direct disposition ex- 
penses, as shown in the following table: 


1954 1955 

Sales staff (on site) $100, 000 $150, 000 
Surveys = 64, 000 100, 000 
FHA appraisal fees_.___.______- ee = 75, 000 100, 000 
Reconditioning expense. 990, 000 1, 140, 000 
Restoration of leased land _-.._...................---- smincateadennadaes 250, 000 300, 000 


PHA on-site sales staff are used on projects which are being sold to individual 
purchasers. The cost of advertising, surveys, appraisals, and demolition have 
been estimated on the basis of past experience. Reconditioning expense will be 
held to work necessary to meet local building code requirements. In the past it 
has generally been unnecessary to expend funds to restore leased land to its 
original condition, most of the leased land having been returned at the urgent 
request of landowners. In 1954 and 1955 it is expected that some of the less 
desirable land will be returned to the owners and that it will be necessary to 
expend funds for site restoration—removal of walks, roadways, utility lines, ete. 


DISPOSITION PROGRAM OF PERMANENT WAR HOUSING 


Mr. Prituires. Tell us where you are in the disposal program. 
What is the present status of the disposal of the war-housing program / 

Mr. Stusser. Following the cessation of the Korean hostilities there 
were about 250,000 units remaining of a total of 626,000 built during 
World War ITI. 

Mr. Puttuips. What would be the average age / 

Mr. Stusser. Ten or eleven years old. 

Mr. Puiiies. What would be the general condition ? 

Mr. Svusser. For the most part they are in good condition, livable 
condition. Thosethat have been vacated, we are disposing of as fast 
as we can. Where there are vacancies, we board them up until we sell 
them. Some of the mobile units we are destroying instead of selling 
because they are in such condition they would only add to a slum 
development if they were used again. 


MANAGEMENT OPERATIONS 


Mr. Pumutrs. We appear to be making a little money on the war 
housing program. 

Mr. Susser. I think that is right. 

Mr. Ketty. In fiscal year 1953 we had income of $116,800,000 and 
expenditures of $81,900,000, and a net return from operations of 
$34,900,000. 

Mr. Puturs. I think it might be interesting for the committee to 
have some sort of an analysis showing the relationship between the 
cost of constructing them and the amount of money we are getting 
for them. Have you any figures ? 
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Mr. Ketty. First it might be brought out that the temporary units 
have very little value when they are disposed of because they are not 
usable for housing; they have only a salvage value. I will be glad 
to submit an analysis for the record. 

Mr. Putures. It might be interesting to put it in the record. What 
we had in mind was to reach a figure of the Treasury loss on the en- 
tire program. Is that available 

Mr. Yes, sir. 

Mr. Puiurs. Some pt would like to know that. 

Mr. Suusser. Are you asking for the original cost new, not the sales 
price ¢ 

Mr. Putts. Both. 

(The information requested is follows :) 

As of June 30, 1953, the total cost of the public war housing program adminis- 
tered by the Public Housing Administration was $1,758 million. This amount 
should be reduced by $454 million representing the cost of properties transferred 
to other Federal agencies and programs, and to local public bodies. Properties 
with an original cost of $451 million have been disposed of by other methods, 
i. e., sales, dedications, demolition, casualty losses, ete. Total disposition pro- 
ceeds have amounted to $100 million. 

The amount of property writeoffs and disposition proceeds resulting from the 
sale of permanent housing is not readily ascertainable from PHA accounting 
records ; however, during the fiscal year 1943 permanent housing with an origi- 
nal cost of $11.8 million was sold for $7.5 million. 


Supsistence Homesreaps GREENTOWNS PROGRAM 


Mr. Putiirs. Now we come to “Subsistence homesteads and Green- 
towns program.” Have we any of those projects left ? 

Mr. Ketiy. That program is about liquidated. We expect to get 
rid this year of the commercial property of two Greentowns projects 
and vacant lands. 


TOTAL COST OF PROGRAM TO TREASURY 


Mr. Puituirs. I see we continue to hold $10.3 million of mortgage 
loan notes on them. I am curious to know the total loss on the Green- 
towns projects. 

Mr. Ketry. The program, at the time it was transferred to the 
Public Housing Administration, had a book value of $60,469,782, and 
it is estimated that by June 30, 1955, we will have earned $32,319,000. 

Mr. Pures. Which includes no cost of overhead or sales or 
administrative expense. So we take a loss of about $30 million on 
that item ? 

Mr. Ketry. Yes. 


ADMINISTRATIVE EXPENSES 


Mr. Puiturs. Now we come to “Administrative expenses.” Put 
in pages 44, 45, 46, and 47. 
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(The justifications referred to are as follows:) 


Distribulion of expenses 


1953 actual | 1954 estimate | 1955 estimate 
PROGRAM AND ACTIVITY 
Administration of development activity: 
United States Housing Act program............-.-.-____- $4, 923, 700 $3, 366, 000 $3, 920, 000 
Defense Housing program..............-...-.---.---.---- 1, 076, 800 240, 000 |___. ee 
6, 000, 500 3, 606, 000 3, 920, 000 
Administration of management activity: sas! 
United States Housing Act program.._.._............._-- 3, 234, 300 3, 584, 000 3, 980, 000 
Subsistence homesteads and Greentowns program______ d 37, 100 12, 000 10, 000 
Public war and defense housing program_..__....._...._.. 2, 340, 942 1, 902, 000 1, 416, 000 
Veterans’ reuse housing program____.........-.........- ot 127, 100 125, 000 90, 000 
5, 739, 442 5, 623, 000 5, 496, 000 
Administration of disposition activity: 
Subsistence homesteads and Greentowns program... 82, 500 Wes 
WOE BOURNE 870, 400 1, 716, 000 2, 049, 000 
Veterans’ reuse housing program_____ 37, 600 25, 000 35, 000 
990, 500 1, 746, 000 2, 084, 000 
12, 730, 442 10, 975, 000 11, 500, 000 
Total administrative expense limitation.........._...... 12, 967, 735 10, 975, 000 11, 500, 000 
DERIVATION OF FUNDS 
8, 000, 000 6, 950, 000 7, 900, 000 
4, 730, 442 4, 025, 000 , 600, 000 
Total administrative expense limitation._........._____. 12, 967, 735 10, 975, 000 11, 500, 000 
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Mr. Puitiies. You have already testified on reorganization, which 
manifests itself in your figures. 


FIELD EMPLOYMENT 


There was a question, however, I wanted to ask about the field em- 
ployment, Mr. Slusser. It seems that your field employment is not 
going down between 1954 and 1955. Is that consistent with the 
general reduction in the amount of work indicated by the disposition 
of some of these projects, and so forth? 

Mr. Siusser. Yes, sir. I would say our field stations are staying 
about even with what they were when we came in. I believe we added 
a few employees. 

Mr. Puiwures. Here is what I had in mind. On page 45 you show 
170 positions in 1954 and 142 positions in 1955, but you show the same 
average employment. 

Mr. Ketiy. That is because the reductions were made in the early 
part of the fiscal year. We had 170 positions for field labor relations, 
accounting, and auditing personnel at the first of this year but we 
will have an average employment of only 141 for these activities. 


PERSONAL SERVICES 


Mr. Puisipes. Put in pages 49 through 62. 
(The justifications referred to are as follows:) 


Personal services 


1953 actual 1954 estimate | 1955 estimate 
Staff offices N Aver- Aver- Aver- 
r | age r age r age 
posi-| _em- Net cost posi-| em- Net cost posi-| em- Net cost 
tions | ployees tions | ployees tions | ployees 
| 

Office of the Commissioner. 4 4.0 | $29, 489 7 6.8 | $50,950 7 7 $53, 025 
Office of Assistant Commis- 

TE Sa 3 me 2 2.0 17, 916 2 2.0 17, 528 2 2 17, 744 
Liaison Office ............... 6 5.2 29,819 7 5.1 36, 779 5 5 36, 470 
Racial Relations Office. ._- 7 6.6 36, 112 8 5.9 35, 051 6 6 36, 941 
Labor Relations Branch. _-_- 11 10.9 68, 611 10 8.1 53, 312 s 8 54, 675 

, ER eee 30 | 28.7 | 181, 947 34 27.9 193, 620 28 28 198, 855 


Office of the Commissioner 

The Commissioner is responsible for the administration of all programs of 
the PHA and is assisted by an executive staff which includes a Deputy Com- 
missioner, an Assistant Commissioner, a Special Assistant to the Commissioner 
(liaison), a Special Assistant to the Commissioner (racial relations), a Di- 
rector of Labor Relations, a General Counsel, an Assistant Commissioner for 
Administration, an Assistant Commissioner for Programs, an Assistant Com- 
missioner for Operations, and a Chief Economist, and by seven field office 
directors. 

The Deputy Commissioner, who is responsible for assisting the Commissioner 
in the administration of all programs of the PHA and serves as Acting Commis- 
sioner in the absence of the Commissioner, was added to the immediate Office 
of the Commissioner in 1954. No further changes are proposed for the Commis- 
sioner’s Office for the rest of 1954 or in 1955. 
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Ofice of the Assistant Commissioner 

The Assistant Commissioner is responsible for directing all activities relating 
to the financing of low-rent housing projects and for special assignments made 
to him by the Conmnissioner, particularly in the fields of housing legislation and 
VHA policy. The staffing in this office is unchanged for all 3 years. 
Liaison office 

The Special Assistant to the Commissioner (liaison) is responsible for direct- 
ing congressional liaison and for activities relating to public relations and in- 
formation. His office prepares press releases, speeches, reports, etc., about the 
PHA’s housing programs, is the PHA contact point with Members of the Con- 
gress, representatives of the press, radio, and periodicals; takes care of con- 
gressional correspondence and general inquiries from organizations and indi- 
viduals relating to the agency’s programs; and coordinates the preparation of 
the PHA’s Annual Report to the Congress. This office was reduced to 5 posi- 
tions in 1954 and projected at 5 positions for 1955. 
Racial relations office 

The Special Assistant to the Commissioner (Racial Relations) is responsible 
for activities relating to racial minority groups with respect to all programs 
administered by the PHA. His office assists the Commissioner in the formula- 
tion of policy with respect to minority-group participation in the programs 
administered by the PHA; examines field operations for compliance with PHA 
racial policies; maintains contacts with national! organizations concerned witb 
racial relations aspects of public-housing programs and assists in resolving prob- 
lems advanced by such groups; and collaborates with the Labor Relations Branch 
to insure compliance with regulations directing nondiscrimination in employ- 
ment of labor in the construction of public-housing projects. A reduction of 2 
was made in the early part of 1954, which reduced the staff to 6 positions. No 
further change is proposed for 1955. 


Labor Relations Branch 

The Director of Labor Relations heads the Labor Relations Branch, which 
provides staff assistance on all matters pertaining to problems concerning labor 
implications of the PHIA’s programs; determines prevailing salaries or wages 
for architects, technical engineers, draftsmen, and technicians, employed in the 
development of low-rent projects and for maintenance laborers and mechanics 
employed in the administration of low-rent projects; makes sure that wages pre- 
vailing in the locality, as predetermined by the Secretary of Labor, are paid to 
all laborers and mechanics employed in the development of low-rent projects; 
examines proposed contracts before they are entered into by local authorities 
to insure that they conform to labor provisions of the law and to PHA standards; 
secures wage-rate and labor-classification decisions from the Secretary of Labor 
for PHA Federal construction, alteration, or repair; and determines sources of 
labor supply. The staff in this Branch was reduced by three in 1954 and pro- 
jected at the same reduced rate in 1955. 


Legal Division 


| 1953 actual | 1954 estimate 1955 estimate 
|Num-| Aver- Num-| Aver- | |Num-| Aver- | 

| ¢ ave 
| post-| am | Net cost | | Net cost | am. | Net cost 
tions | ployees | | tions ployees | | tions | ployees 


| 
Office of the General Coun- | | } 
3 14.0) $75,027 11 10.0 | $61, 305 10 10.0 GRO 


sel 
Bond 13 | 73,803] 12] 9.2) 57,199] 9 9.0 56, 043 
Opinions and Legislation | 
Branch_____- | 14 13.5} 73,781 14 12.1 65, 874 2 12.0 65, 491 
Programs Branch... - } 17] 15.8 95, 002 14 12.3 71, 793 12 12.0 | 70, 901 
Total.....- 55.7 317,703| 51] 256171; 43] 43.0! 254,424 
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Office of the General Counsel 


The General Counsel is the PHA’s principal attorney. He heads the Legal 
Division and, with the assistance of a Deputy General Counsel, supervises the 
activities of an Opinions and Legislation Branch, a Programs Branch, and a 
Bond Counsel. The staff for this office has been reduced from 17 in 1953 to 10 
in 1954 and 1955. 


Office of Bond Counsel 


The Bond Counsel is responsible for legal activities relating to the financing 
of low-rent housing projects. This office was reduced to nine positions in 1954. 
No increase is being requested for 1955. 


Opinions and Legislation Branch 


The Opinions and Legislation Branch is responsible for activities relating to 
legal research and legislation. This Branch conducts research and prepares 
formal opinions on questions of law; drafts proposed provisions for Federal, 
State, and local legislation, and interprets pending legislation for its effect on 
agency programs ; administers the legal aspects of all PHA housekeeping func- 
tions, including personnel, procurement, budgeting, accounting, appropriations, 
and other matters; prepares requests for decisions by the Comptroller General 
and other governmental authorities, consulting with and otherwise representing 
the PHA before such authorities on such matters; and conducts necessary legal 
reviews. A reduction of two positions is provided in the 1954 and 1955 estimate. 


Programs Branch 


The Programs Branch is responsible for legal activities relating to all programs 
of the PHA, including land acquisition, development, management, and disposi- 
tion of public housing projects. In connection with such matters, this Branch 
advises PHA staff members, local authorities, and others of the requirements of 
Federal and local laws; conducts necessary legal reviews; prepares model legal 
documents; and assists the General Counsel in the formulation of legal policy. 
This Branch, with an aggregate employment of 12 in the last half of 1954 and 
in 1955, includes the functions formerly performed by the War Emergency 
Branch and all of the Low-Rent Housing Branch except the portion handling 
activities relating to the financing of low-rent housing projects. In 1953 there 
were 17 positions handling these activities. 


Evonomics and Statistics Division 


1953 actual 1954 estimate 1955 estimate 
Aver- Aver- Num-| Aver- 
r age r age ber age be 
posi-| em- Net cost posi- | em- Net cost posi-| em- Net cost 
tions | ployees tions | ployees tions | ployees 
Office of the Chief Econo- 
2 2.0 | $16,274 3 2.0] $16, 263 2 2.0] $16,345 
Econonics Branch 44,410 7 5.2 33, 869 5 5.0 33, 124 
Statistics Branch. --.-. .- 42 40.8 181, 351 42 35.5 158, 839 35 35.0 158, 029 
=e 52 50.0 242, 035 51 42.7 208, 971 42 42.0 207, 498 


Office of the Chief Economist 


The Chief Economist heads the Economics and Statistics Division and is res- 
ponsible for activities relating to the economic and statistical aspects of the 
programs of the PHA. He supervises the activities of an Economics Branch and 
a Statistics Branch. The basic staff of 2 positions remains the same in all 3 
years. 

Economics Branch 


The Economics Branch is responsible for obtaining compliance with the eco- 
nomic requirements of the law and for conducting such investigations as are 
necessary for the development and testing of economic policies of the agency. 
This branch reviews and recommends allocations of low-rent housing on the 
basis of local representation of housing need which is not being met by private 
enterprise and on the basis of an equitable distribution among States and locali- 
ties; determines that a 20-percent gap exists between the upper rental limits for 
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admission to low-rent housing and the lowest rents being achieved for a substan- 
tial volume of available standard private housing; reviews and recommends ap- 
proval of proposed maximum income limits and maintains a continuing review 
of income limits for the purpose of recommending changes; determines that 
rents to be charged are within the means of low-income families; maintains a 
continuing review to determine that low-rent housing is used to serve equitably 
a cross section of low-income families; sets standards and audits determinations 
of the feasibility of relocation plans for displaced site occupants and recommends 
authorization of deferral of equivalent elimination where an acute shortage of 
standard housing exists. ‘The staff in 1954 and 1955 has been decreased three from 
1953. 
Statistics Branch 

The Statistics Branch is responsible for establishing and maintaining a cen- 
tralized statistical reporting system to serve the operating needs of the agency, 
both in the central office and the field offices. This branch collects, evaluates, 
and analyzes statistical data pertaining to the various programs of the agency ; 
prepares periodic and special reports for operating officials covering such items 
aus program progress, inventory, cost, and characteristics (including rents, in- 
come, family sizes, and veteran status), eligibility status of tenants and progress 
in removal of ineligibles, status of war housing and progress in disposition; pre- 
pares personnel reports, and clears all official and public statements with respect 
to accuracy of statistics used. The staff of 42 in 1953 has been reduced to 35 
in the latter half of 1954 and in 1955. 


Administration Division 


1953 actual | 1954 estimate 1955 estimate 
Num, Aver- | \Num-| Aver- | Num-| A ver- 
er age iw ber | age ber | age . 
posi-| em- | Net cost posi-| em- | Net cost posi- em- Net cost 
| tions | ployees | | tions | ployees | tions | ployees 
| | 
Office of the Assistant Com- | 
missioner. ‘ 3 | 2.2 | $17,515 2 2.0 $16, 860 2 2.0 $17,079 
Administrative Planning | 
Branch__ 16 13.9 | 81,104 13 12.0 78, 131 12 12.0 79, 862 
Audit Branch  (depart- | 
mental) 45 43.2 | 227,476 43 40.0 219, 294 4 40.0 223, 479 
Budget Branch_- 21 21.0 | 126,685 21 18.2 | 114,225 18 18.0 114, 658 
iscal Branch (depart- 
mental) = be 295 282. 5 |1, 272,012 75 246. 4 |1, 126, 731 245 245.0 | 1,136,855 
Personnel Braneh____-. 45 39.2 188, 023 34 31.2 168, 587 31 31.0 170, 439 
Property and Services 
181 164. 6 608, 020 146 132.8 520, 616 132 132 0 516, 404 
566. 6 2.820, 785 534 482. 6 |2, 244, 444 480 480.0 | 2,258,776 


Office of the Assistant Commissioner for Administration 

The Assistant Commissioner for Administration heads the Administration 
Division and is responsible for activities relating to the administrative manage- 
ment and fiscal operations of the PHA. He supervises the activities of the 
following branches: the Administrative Planning Branch, the Audit Branch, the 
Budget Branch, the Fiscal Branch, the Personnel Branch, and the Property and 
Services Branch, and is administratively responsible for activities of the person- 
nel security officer. The staff in 1954 and 1955 has been reduced by one from 
1953. 
Administrative Planning Branch 

The Administrative Planning Branch is responsible for PHA activities relating 
to the organization of staff, work methods, and preparation, revision, and issuance 
of operating manuals. This branch conducts management surveys to promote 
efficiency as directed in the President’s Executive Order 10072 requiring all 
agencies to provide for continuous and systematie review of functions and 
problems ; assists the PHA operating officials on organizational planning matters, 
work methods, and the preparation of forms and manual releases; establishes 
and maintains a forms control system and a PHA manual system; and provides 
for the clearance and issuance of manual releases. The staff has been reduced 
to 12 positions in 1954 and 1955, a reduction of 4 positions. 


egal 

the 
id a 
0 10 
cing 
954, 
to 
ires 
ral, 

on 
Inc- 

ms, 
ral 

ing 
gal 

ite. 

ms . 
ch 
gal 

cy. | 
nd 
cy 
ing 
rst 
345 

124 
029 
198 
S- 

le 

3 
£ 

e 
r 


2290 


Audit Branch (departmental) 

The Audit Branch is responsible for fiscal audit activities of the PHA. This 
branch supervises and directs the activities of the field audit staff and reviews 
field andit reports of the books of account and related records maintained for 
all public-housing projects in which the PHA has a financial interest; prepares 
and issues, on the basis of such review, certified audit reports, which contain 
important audit findings and a certified financial statement; examines the 
adequacy of property accountability records; conducts internal audits and 
examinations of the books of account and fiscal operations in the PHA central 
office and field offices and prepares reports on these audits to the responsible 
operating officials; prepares and issues notices of exception based upon audit 
findings and insures that necessary corrective action is taken; and certifies to 
the actual development cost of a project in connection with the issuance of the 
physical completion notice. In 1954 and 1955 the staff of this branch has been 
reduced by five positions, 


Budget Branch 


The Budget Branch is responsible for all PHA activities relating to the 
budgeting of funds. This branch prepares corporate-type budgets for all pro- 
grams administered by the PHA; prepares estimates and justifications of admin- 
istrative expenses, project income, and expense, annual contributions to local 
housing authorities, and disposition proceeds and expense; assists the Com- 
missioner in the presentation of PHA budgets to the Bureau of the Budget and 
congressional committees; allots available funds for all PHA expenditures; 
analyzes and determines the need for personnel and other objects of expense 
by organization unit; and reviews individual project budgets for management 
and disposition operations. This branch has been reduced from 21 positions 
in 1953 to 18 positions in 1954 and 1955. 


Fiscal Branch 


The Fiseal Branch is under the direction of a comptroller, who is the agency’s 
top official in the technical field of accounting, and is responsible for all account- 
ing and fiscal activities in the PHA other than those involving budgetary admin- 
istration. The Fiscal Branch plans and conducts comprehensive studies of the 
fiscal activities of all PHA programs to evaluate the efficiency of the accounting 
systems and methods and for the purpose of revising accounting methods and 
procedures as dictated by changes in legislation, administrative policies, and 
organizational structure; develops fiscal accounting systems and procedures 
for real and personal property; installs prescribed accounting systems and 
methods for local authorities having low-rent housing programs and conducts 
training meetings for groups of local authority accountants; prepares special 
financial reports for all programs of the PHA and conducts fiscal analyses of the 
agency’s operations through examination of financial statements and reports; 
reviews local authority project operating statements for compliance with con- 
tractual requirements for the purpose of determining annual contributions; 
determines bend service requirements and approves the amount of bonds and 
notes to be retired ; examines and schedules for payment by the Treasury requi- 
sitions for purchase of all notes; prepares and processes all PHA payrolls; 
maintains official leave and retirement records; maintains books of account and 
the necessary supporting fiscal and accounting records for all programs of the 
PHA; and examines and schedules for payment all expenditure vouchers and 
travel vouchers. The Fiscal Branch has been reduced to 245 positions in 1954 
and 1955, a reduction of 50 positions from 1953. 


Personnel Branch 


The Personnel Branch is responsible for all PHA activities relating to per- 
sonnel administration. This branch recruits and places PHA staff; classi- 
fies all PHA positions, maintains all PHA personnel records; processes all 
PHA personnel actions (accessions, promotions, transfers, separation, etc.) ; 
maintains safety and health programs for the PHA; conducts training pro- 
grams and advises other staff members on the conduct of their own training 
programs; administers the PHA performance rating system; recommends to 
the efliciency awards committee cash award, increase in pay or citations for 
employees whose accomplishments have contributed to outstanding efficiency 
and economy; and administers the nonfiscal aspects of leave, pay, and re- 
tirement activities. The number of positions for this activity has been re- 
wae 4 from 45 in 1953 to 31 in 1954 and 1955, a reduction of approximately one- 
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Property and Services Branch 

The Property and Services Branch is responsible for activities relating to 
personal property management and the housekeeping functions of the PHA, 
This branch procures personal property (including trailers, motor vehicles, 
equipment, supplies, and materials) and nonpersonal services for use in the 
PHA’s programs, and office space for the central office and field oflices; ad- 
ministers the personal property program to insure proper accountability and 
maximum utilization; disposes of or supervises the disposition of personal prop- 
erty; duplicates manual releases, forms, and other publications, and distributes 
such material; furnishes communications, files, and messenger services; makes 
compilations of records and reports in tabulated form on IBM machines; main- 
tains a library for the PHA; and surveys records to determine which files should 
be kept permanently and which should be disposed of or be sent to the National 
Archives. This branch includes the functions formerly performed by the Office 
Services and Personal Property Branches. This combined branch represents 
a reduction from 181 positions in 1953 to 132 positions in 1954 and 1955. 


Programs Division 


| ‘ | 
| 1953 actual 1954 estimate 1955 estimate 
| 
|Num-| Av Aver- Num-| Aver- 
| ber | ber age . ber age 
| posi- =... Net cost posi- jempl py- Net cost posi- jemploy- Net cost 
— ment | tions} ment tions} ment 
Office of the Assistant Com- | 
missioner. 17 16.0 | $114, 839 9 9.0 | $69, 425 6 6.0 $43, 967 
Architecture ‘and Engineer- | | 
ing Branch_ eae 63.9 | 435, 419 49 35.7 268, 040 33 33.0 227, 858 
Construction 7 7.0 | 50, 102 7 7.0 | 51,069 7 7.0 51, 619 
Mortgage Servicing Branch. 4 3.2 22, 429 4 4.0 25, 675 4 4.0 26, 129 
Appraisal Branch 4 40 32.8 189, 196 31 23.9 143, 881 25 25.0 144, 585 
Management Branch -----_- 43 39.7 | 244, 750 31 26.2 | 173,616 24 24.0 150, 818 
Disposition Braneh_-_.-._--- 15 10.2 46, 170 7 7.4 51, 944 7 7.0 46, 828 
| 194 172.8 102, 905 138 113.2 | 783, 650 106 106. 0 691, 804 
| 


Office of the Assistant Commissioner 

The Assistant Commissioner for Programs heads the Programs Division and is 
responsible for the formulation of policies and procedures governing the develop- 
ment, management, and disposition of public housing projects, for evaluating the 
effectiveness of such policies and procedures, and for assisting operating officials, 
including the field offices, in the performance of their duties through the technical 
facilities of the several branches of the Programs Division. He is assisted by a 
Deputy Assistant Commissioner for Programs and supervises the activities of the 
following branches: The Architecture and Engineering Branch, the Construction 
Branch, the Mortgage Servicing Branch, the Appraisal Branch, the Management 
Branch, and the Disposition Branch. The Office of the Assistant Commissioner for 
Programs includes the functions formerly performed by the Office of the Assistant 
Commissioner for Development and Office of the Assistant Commissioner for 
Management and Disposition. 

The functions of the Deputy Assistant Commissioner for Programs were for- 
merly performed by the Office of the Deputy Assistant Commissioner for Develop- 
ment, Office of the Deputy Assistant Commissioner for Low-Rent Management, 
Office of the Deputy Assistant Commissioner for War Emergency Housing Man- 
agement, and Office of the Deputy Assistant Commissioner for Disposition. The 
staff of the Office of the Assistant Commissioner has been reduced from 17 posi- 
tions in 1953 to 6 in the latter half of 1954 and in 1955. 


Architecture and Engineering Branch 

The Architecture and Engineering Branch is responsible for activities relating 
to the architectural and engineering aspects of all programs of the PHA. This 
Branch conducts studies and makes surveys on design, materials, equipment, and 
materials cost, and uses the results of such studies to promote economy in develop- 
ment and operation of low-rent housing projects without sacrifice of reasonable 
standards of decent, safe, and sanitary housing; makes surveys of construction 
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cost data and directs the analysis of cost trends on area und national levels and 
estimates the effect of such trends on construction cost and other elements of 
development cost; evaluates novel design and material substitution proposed by 
local authorities and the construction industry and informs those concerned rela- 
tive to the merits of such proposals; analyzes contract documents and bids and 
makes recommendations regarding contract awards where bids indicate a total 
cost which is higher than PHA-approved estimates; conducts studies of the en- 
gineering and cost aspects of the technical operation and maintenance of housing 
projects to improve operations, increase liveability and safety, reduce costs, and 
provide for the most economical and efficient maintenance of the physical plants of 
projects; conducts training programs regarding the operation and maintenance 
of housing projects for PHA and local authority personnel; and provides consult- 
ing services on fire prevention and safety. 

The Architecture and Engineering Branch is composed of the former Technical, 
Project Analysis, and Operations Engineering Branches. Proposed staffing has 
been reduced from 68 in 1958 to 33 for the last half of 1954 and for 1955. 


Construction branch 


The Construction Branch is responsible for activities relating to the con- 
struction of public housing. This Branch conducts studies and makes surveys 
and inspections to insure that efficient, economical methods are used in con- 
struction; analyzes construction contracts and reviews progress reports for 
undue delays, change orders, and other data to insure that field offices and local 
authorities are following regulations and conforming to accepted economical 
and efficient practices; and furnishes information to the Legal Division and the 
Attorney General regarding matters in contest under suits filed in the Court of 
Claims against the Government by construction contractors. Staffing for this 
Branch is the same for all 3 years. 

Mortgage servicing branch 

The Mortgage Servicing Branch is responsible for PHA activities relating to 
the handling and servicing of mortgages and other lien instruments. This 
Branch assists in formulating the conditions for term sales to improve the sound- 
ness and marketability of mortgages and other lien instruments to be received 
by the Government; protects the Government's interest in notes, mortgages, 
lease and purchase contracts, and other lien instruments and takes appropriate 
action where default exists: negotiates amendments, revisions, and modifica- 
tion to notes, mortgages, and other lien instruments; negotiates for and com- 
pletes the sale or assignment of mortgages and other lien instruments held by 
the PHA; executes partial and complete releases and quitclaim deeds of the 
Government’s rights in notes, mortgages, etc.; bids in at public sale any 
property subject to, or lien instruments held by, the PHA; and advertises for 
and negotiates contracts with local banks and financial institutions for servicing 
and sale of lien instruments. No change in staffing is proposed for 1955, 
Appraisal Branch 

The Appraisal Branch is responsible for activities relating to the anpraisal 
of real property, the acquisition of sites for public housing projects, PHA land 
records, rental and tax reimbursements to the owners of land leased by the 
PHA, and payments in lieu of taxes. his Branch maintains a list of approved 
fee appraisers; reviews and makes recommendations on appraisals to be used 
as a basis for the acquisition or sale of real property; maintains land records 
on land in which the Federal Government has an interest: negotiates adjust- 
ments in rentals under land leases pursuant to Public Law 139; approves all 
payments under leaseholds including payments to owners on negotiated leases 
and payments into court in connection with condemned uses; checks and 
authorizes the reimbursement of taxes to the owners of land leased by the 
PHA; reviews and makes recommendations on proposals for the termination 
of leaseholds on land where damages are claimed by the owners of such land; 
collaborates in the review of sales plans and sales prices; follows up on the 
completion of condemnation actions on all land so acquired by the PHA; ap 
proves the acquisition of project land held under lease; determines deductions 
to be made from payments in lieu of taxes for municipal services not rendered ; 
determines the proration of taxes and payments in lieu of taxes in connection 
with transfers of title: reviews appeals from local taxing jurisdictions; recom- 
mends dispositions of such appeals, and arranges for appearances of PHA 
representatives where necessary; and furnishes tax approximates for the low- 
rent housing projects. These functions were formerly performed by the Ap- 
praisal, Land, and Taxation Branches with an employment of 40 positions. 
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Staffing for the new Branch for the last half of 1954 and for 1955 has been re- 
duced to 25 positions, a reduction of over one-third. 


Management Branch 

The Management Branch is responsible for activities relating to rental, occu- 
pancy, Management staifing and costs, and insurance coverage for all public 
housing projects. This Branch conducts studies of management stating, oper- 
ating costs, and work processes as the basis for securing efficient and economical 
operations; prepares and maintains annual per unit operating cost records cov- 
ering individual projects for use in analyzing project operations and budgetary 
submittals; clears proposed retirement plans for local authority employees ; in- 
terprets and assures compliance with all statutory and contractual require- 
ments in connection with tenant eligibility, preference and relative need criteria, 
tenant selection and reexamination, determination of family income, rent sched- 
ules, leasing, relocation of site occupants, and equivalent elimination; makes 
recommendations in connection with the relaxation of eligibility requirements; 
makes recommendations on findings of local bodies that teinporary projects are 
locally acceptable and satisfactory for long-term use and on proposals in con- 
nection with relinquishment of temporary projects pursuant to section 601 of 
the Lanham Act; negotiates rates and forms of insurance coverage with State 
officials, insurance companies, and rating bureaus; conducts studies showing 
insurance costs for different types of insurance contracts; and services insur- 
ance on mortgages for property held by the PHA. 

This Branch includes the functions formerly performed by the Management 
Planning, Management Operations, Insurance, Occupancy, and Housing Facili- 
ties Branches with an aggregate employment of 48 positions in 1953. The staff 
has heen reduced to 24 positions for the last half of 1954 and for 1955. 


Disposition Branch 

The Disposition Branch is responsible for activities relating to the sale of 
real property. This Branch establishes the conditions under which (1) perma- 
nent projects may be disposed of by individual parcels to occupants, or must 
be sold in larger parcels or as a whole; (2) improvements must be made to 
permanent projects before disposal; and (3) temporary projects may be dis- 
posed of for long-term use or must be removed by demolition or off-site sale 
of dwelling and nondwelling structures; as requests, reviews sale plans, sale 
prices, and proposals for the disposition of utility systems and makes recom- 
mendations thereon; assists field offices in the development of sale markets for 
property to be soild to private investors; and reviews progress of sale actions. 
employment has been reduced from 15 in 1953 to 7 in the last half of 1954 and in 
1955, a reduction of over 50 percent. 


Operations Division 


1953 actual 1954 estimate 1955 estimate 
Aver- 'Num- Aver- Num-| Aver- 
yer age Tat | Der | age ber age 
| pasi-| em- Net cost posi- | em- | Net cost posi-| em- Net cost 
tions ployees tions _ ployees tions | ployees 
Office of the Assistant Com- | | 
a 20 | 19.9 | $147, 958 20 18.1 | $127, 586 20 20.0 | $139,415 
Production and Document | | } 
Control Branch... 17 | 16.2 76, 308 | 16 12.3 | 62,613 12; 12.0 62, 006 
| 37 36.1 | 224,261 36 30.4 | 190,199 32 32.0 201, 421 


Office of the Assistant Commissioner for Operations 

The Assistant Commissioner for Operations is responsible for the supervision 
of field office activities and for substantially all operating functions of a program 
nature which are performed in the Central Office. He supervises the activities 
of a coordinator in each of the three fields of development, management, and 
disposition and, in addition, the activities of a Production and Document Controi 
prensa The total number of positions for this activity remains unchanged in 
all 3 years. 


| 
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Production and Document Control Branch 


The Production and Document Control Branch is responsible for activities 
relating to production and progress control data for all PHA programs. This 
branch establishes progress schedules and field office production quotas for all 
phases of the PHA’s housing programs; arranges for production meetings with 
top agency officials and prepares data for these meetings; prepares forecasts 
of units to be placed under contract, to be completed and available for occupancy, 
and to be disposed of ; maintains a controls system for the processing of a selected 
list of documents; prepares presidential lists of preliminary loan contracts and 
presidential lists of annual contributions contracts ; and initiates program actions. 
A staff of 12 positions is proposed for 1954 and 1955, which represents a reduction 
of 5 from 1953. 


OTHER OBJECTS OF EXPENSE 


Mr. Puiuirs. I have a feeling that you just continued, Mr. Kelly, 
most of the figures on page 82, down the list from year to year. Your 
equipment figure is the same as before; supplies and materials is the 
same as before; and your contractual items and so forth are the same 
as before although Mr. Slusser testified there was a reduction in your 
personnel in Washington. You should not have to use so many of 
those items now. 

Mr. Ketty. Most of the reductions that are being made in staff have 
been made in the — part of this fiscal year so that the average is 
reasonably consistent for the two periods. 

Mr. Puturrs. If you have made personnel reductions in this fiscal 
year, you should not ask for the same amount of money for the next 
fiscal year. 

NONADMINISTRATIVE EXPENSES 


We will put pages 94 through 102 in the record. 
(The justifications referred to are as follows:) 


Total nonadministrative expenses under lrmitation by program 


Actual, Estimate, Estimate, 
1953 1954 1955 
United States Housing Act program: 
Direct project management operations... ...........-----.- $611, 482 $605, 719 $805, 719 
denn 1, 765, 233 1, 570, 000 920, 000 
7, 152 5, 000 5,000 
2, 383, 867 2, 180, 719 1, 530, 719 
Subsistence homesteads and greentowns program: — 
Direct project management operations... 492, 881 39, 300 
Mortgace servicing expenses. 0 9,000 18, 000 
Public war and defense housing program: 
Direct project manage"nent operations. 25, 840, 118 25, 489, 581 23, 046, 381 
Mortgage servicing expense --.-..........--.--------------- , 000 92, 000 
500, 667 2, 280, 000 2, 890, 000 
la dinesintinetsanneucacnotnnssccntspnageneekessnas 26, 340, 785 27, 799, 581 26, 028, 381 
Veterans’ reuse program: 
Direct project management operations _.................-- 618, 796 541,000 152, 900 
75, 627 70, 000 30, 000 
694, 423 611, 000 182, 900 
Total expenses covered by limitation .__.._........-.----...--- 29, 953, 948 30, 648, 100 27, 760, 000 
Unused nonadministrative expense limitation................- 2, 758, 132 5, 314, 500 0 
Total nonadministrative expense limitation............. 32, 722, 080 35, 962, 600 | 27, 760, 000 
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Total nonadministrative expenses under limtation by object of expense 


Actual, Estimate, Estimate, 
1953 1954 1955 
01 Personal services_. ae See $11, 758, 882 $11, 067, 200 $9, 528, 800 
02 Travel... 164, 603 135, 400 &5, 800 
Transportation of things__ 042 31, 200 27, 400 
04 Communication services Saati tie 113, 80: 115, 400 101, 800 
05 Rents and utility services...........--- 6, 807, 811 6, 607, 819 5, 964, 119 
07 Other contractual services. _-.........-- 2, 428, 574 4, 505, 100 4, 867, 800 
08 Supplies and materials... ............-- 3, 504, 740 3, 478, 100 3, 087, 000 
09 Equipment. é blerabad 228, 234 195, 900 274, 700 
15 Taxes and assessments..--..---------------- 4, 905, 257 4, 421, 981 3, 822, 581 
Total expenses covered by limitation... . a 29, 963, 948 30, 648, 100 27, 760, 000 
Unused nonadministrative expense limitation......-..-.-.- 2, 758, 132 5,314, 500 0 
Total nonadministrative expense limitation ___..._._...- 32, 722, 080 35, 962, 600 27, 760, 000 
Summary of staffing 
Actual, Actual, Estimate, | Estimate, 
Employment at year end 1953 1953 1954 1955 
286 220 125 125 
22 2, 132 2, 386 1, 928 
3 25 30 
nn 3, 111 2, 656 2, 536 2, 083 
Total nonadministrative expenses under limitation by function 
Actual, Estimate, Estimate, 
1953 1954 1955 
Construction inspections: United States Housing Act__....-_- $1, 765, 233 $1, 570, 000 $920, 000 
Direct project management operations: 
United States Housing Act. ............................-- 611, 482 605, 719 605, 719 
Subsistence homesteads and Greentowns -._-.----..----.-- 492, 881 39, 300 
25, 840, 118 25, 581 23, 046, 381 
618, 796 541, 000 152, 900 
Total, direct management operations --___..-.........-- 27, 563, 277 26, 675, 600 23, 805, 000 
Disposition expense: 
7, 152 5, 000 5, 000 
Subsistenee homesteads and Greentowns 51, 992 8, 500 0 
SO 500, 667 2, 280, 000 2, 890, 000 
75, 627 70, 000 30, 
635, 438 2, 363, 500 2, 925, 000 
Mortgage servicing expense: j 
Subsistence homesteads and vrenneneealenane ansicbbdaias 0 9, 000 18, 000 
0 30, 000 92, 000 
Total mortgage servicing expense. -____-___-.._....-.--- 0) 39, 000 110, 000 
‘Total expenses covered by limitation... ................ 29, 963, 948 30, 648, 100 27, 760, 000 


Justification of expenses included in limitation 


The detailed justification of expenses included in the limitation is presented be- 
low and is discussed on a functional basis, i. e., construction inspections, direct 
project management operations, disposition expenses, and mortgage servicing. 
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Construction inspections 


This expense is applicable only to the USHA program and the amounts are as 
follows: 


Function—Site inspections : 


The reduction is in line with the program workload which indicates the aver- 
age number of units in construction as follows : 


Units in construction: 


Site inspections require the employment of Federal employees in making in- 
spections of work being performed by contractors for local housing authorities. 
The ‘cost of these inspections is not un additional direct expense to the Federa! 

yovernment as the local housing authorities pay a prescribed scheduled fee for 
this service. The inspections are necessary to assure compliance with the plans 
and specifications in the construction contracts, the terms of the contract between 
PHA and the local housing auhorities, and with Federal statutes regulating em- 
ployment and labor. 


Direct project management expense 


This class of expense involves project operating expenses in every PHA pro- 
gram and accounts for about 92 percent in 1953, 87 percent in 1954 and 86 percent 
in 1955 of the total expenses under liimtation. These expenses by program are 
estimated as follows: 


Project management expenses 


Estimate, Estimate, 
Actual, 1953 1954 1955 
RY PROGRAM 
United States Housing Act program: 
25, 938 27, 234 27, 234 
611, 482 605, 719 605, 719 
Subsistence homesteads and greentowns program. .-_-_---_--- 492, 881 39, 300 0 
Public war housing program: 
War housing: 
ee Ee 24, 640, 807 22, 351, 009 19, 332, 700 
endows 4, 667 0 0 
..... 91, 238 72, 400 36, 100 
Inactive projects. 90, 521 78, 000 50, 000 
Defense housing: 
gw RS Peer: 418, 588 1, 347, 000 1, 803, 300 
72, 999 1, 635, 199 1, 818, 200 
Rents projects and project property.............--...-.-.-- 6, 300 5, 081 5, O81 
25, 840, 118 25, 489, 581 23, 044, 381 
Veterans’ reuse housing program............---..------------ 618, 796 541, 000 152, 900 
Total direct project management expense... ___. sued 27, 563, 277 26, 675, 600 23, 805, 000 
RY OPJECT OF EXPENSE 
9, 749, 885 9, 233, 700 8, 246, 300 
52,042 31, 200 27,40 
6, 807, 811 6, 607, 819 5, 964, 119 
2, 197, 152 2, 577, 100 2, 268, 300 
co 3, 491, 296 3, 478, 109 3, 087, 000 
228, 234 195, 900 274, 700 
15 Taxes and assessments 4, 809, 424 4,415, 981 3, 817, 581 
Total direct project management expenses... ........... 27, 563, 277 26, 675, 600 23, 805, 000 


as 


: 
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The detailed items of expense in direct project management operations are 
generally the same in all federally operated projects in all programs. These 
expenses provide for salaries, supplies and materials, services and maintenance 
contracts, and other costs involved in collecting rents and supervising opera- 
tions, janitorial services, supplying utilities, repairs, maintenance and replace- 
ments, payments in lieu of taxes, garbage and trash removal and other in- 
cidentals. These costs are applicable to an average number of units in active 
management of 96,951 units in 1953 and estimated at 91,704 units for 1954 
and 82,293 units for 1955. The average number of units for each year and the 
number of units at year end are shown in the following tables by program and 
type of project. 


Management workload in terms of average units in program and number of units 
at year end 


Average number of active units 
Estimate, 
| 1955 
| 


Actual, 1953 


U.S. Housing Act: 


Parma Taber 196 
Subsistence homesteads and Greentowns 0 
Pubiie war housing: 
Lanham Act: 
Family dwelling 65. 410 
Dormitory projects. " 
Trailer projects 129 


Defense housing: | 
Family. dwelling 
Trailer projects ‘ 


Total, publie war 


Veterans’ reuse housing: Family dwelling projects —- 


Federally operated 
| Estimate, estimate, 
| Actual, 1953 1954 1955 


United States Housing Act: 


| 
| 


1, 837 | 1, 646 1, 646 
196 | 196 | 196 
Subsistence homesteads and | 0) 0 
Lanham Act: | } 

Family dwelling projects.............................. 78, 500 | 55, 760 

Defense housing: ; | | | 
Family dwelling 2,770 | 7,029 7,029 
4,470 | 7, 330 7, 330 
Total, public war housing. __._..................... 86, 059 | 84, 878 | 70, 119 
Veterans’ reuse housing: Family dwelling 680 1,674 | 183 
| 89, 772 88, 394 72,144 
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92, 760 | 88, 186 | 79, 898 
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8, 485 
5, 719 | Number of active units at year end 
| 
0 
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1, 000 } 
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Estimates of income and expense are based on project operating budgets pre- 
pared by project managers and their staffs and reviewed by the PHA field 
offices. Consolidated budgets for all programs and for each type of project show- 
ing actual expenses for 1953, and estimates for 1954 and 1955 included under 
the nonadministrative expense limitations by cost account and by objective class 
are included at the end of this section and consist of the following tables appear- 


ing on the pages indicated. 
Disposition 


The expenses in this category cover the direct cost of disposition including 
surveys, appraisals, advertising, FHA appraisal fees, demolition, leased land 
restoration, reconditioning and nonadministrative expenses incident to relin- 
quishment of temporaries and transfer of permanent war housing to low-rent use. 
The following tables present the expenses by program and by object of expense, 
set forth the workload to which they apply, and detail the expenses by purpose. 


Disposition expenses 


Actual, Estimate, Estimate, 
1953 1954 1955 
BY PROGRAM 
Subsistence homesteads and Greentowns 51, 992 8, 500 0 
Canin 75, 627 70, 000 30, 000 
500, 667 2, 280, 000 2, 890, 000 
ah 635, 438 2, 363, 500 2, 925, 000 
BY OBJECT 
404, 016 400, 009 450, 000 
@7 Other contractual services.........-........-......-....- H 231, 422 1, 963, 500 2, 475, 000 
635, 438 2, 363, 500 2, 925, 000 
Disposition workload—Method of disposition hy program 
Estimate, Estimate 
Actual, 1953 1954 1955 
= 
| 
Subsistence homesteads and Greentowns: Permanents sold-__- 1, 507 | 59 3 
Public War Housing: 
3, 008 16, 000 25, 000 
Permanents transferred to low-rent use. __..-...-.......-- 7, 960 7, 500 7, 500 
Temporaries transferred to local bodies_. : 35, 276 20, 000 18, 000 
Temporaries sold, demolished, or otherwise disposed of.. 9, 909 10, 000 17, 500 
Veterans’ reuse: ait 
5, 844 2, 500 1,000 
Disposition by removal or other measures_..._.----.-.... 3, 647 1, 500 5, 000 
9, 491 | 4, 000 6, 000 
67, 151 57, 559 | 74, 003 
Analysis of expenses by purpose 
| 1954 esti- 1955 esti- 
| mate mate 
Type of expense: } 
Sales staff. $100, 000 | $150, 000 
. | 50, 000 | 75, 000 
Nonadministrative expense for relinquishment and transfer activity... 360, 360, 000 
925, 000 
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Mortgage servicing 

The expenses in this category cover the subsistence homesteads and Green- 
towns program and public war housing program. It is planned to contract with 
local financial institutions to service mortgage loan notes taken by the PHA in the 
sale of permanent dwellings to individual purchasers. This service has two 
major benefits: (1) It permits local collection of monthly principal and interest 
payments, and (2) it allows for seasoning of the notes by a private financing 
institution and thus makes them more readily marketable after a few years. 


Mortgage servicing expenses 


| | 
| 1953 actual | 1954 estimate | 1955 estimate 


BY PROGRAM 


Subsistence homesteads and Greentowns. ___..............--- 
Public war housing. 


ANNUAL CONTRIBUTION REQUIREMENTS 


Mr. Jonas. Mr. Slusser, look at page 24, please, sir. The item 
$65,200,000 for 1954 refers to annual contribution upon 252,109 units; 
is that correct ? 

Mr. Stusser. I think so. 

Mr. Keviy. That refers to the fixed contribution—the contractual 
maximum pledged if required. 

Mr. Jonas. It would be reduced by whatever is available above cost 
of operation from year to year? 

Mr. Ketiy. Yes. 

Mr. Jonas. Depending upon volume of rent collected and whether 
units are vacant, and so on? 

Mr. Ketiy. That is correct. 

Mr. Jonas. This figure of $65,200,000 is the maximum contribution 
under the law? 

Mr. Yes. 

Mr. Jonas. For that many units? 

Mr. Yes, sir. 

Mr. Jonas. Per year? 

Mr. Keury. Yes, sir. 

Mr. Jonas. Then the maximum obligation of the Federal Govern- 
ment for contributions over a 40-year period would be 40 times that 
$65,200,000 ¢ 

Mr. Yes, sir. 

Mr. Jonas. What would that multiply up to? $2,608,000,000? 

Mr. Ketry. Yes, sir. 

Mr. Jonas. For 1955 what is the increase in the number of units 

r. 67,385 units. 

Mr. Jonas. How do you arrive at that figure? 

Mr. Ketry. We have scheduled the permanent financing on those 
projects, but they have not yet been permanently financed. 

Mr. Jonas. That is how many ? 
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Mr. Ketuiy. There are about 85,000 units that have not been per- 
manently financed, and those 67,000 would become eligible in 1955. 

Mr. Jonas. Does this figure of 319,494 include any part of the 
35,000? 

Mr. Ketiy. That would start in 1955? 

Mr. Jonas. Yes. 

Mr. Ketry. No, sir. 

Mr. Jonas. That includes only those heretofore under construction? 

Mr. Ketry. Yes. 

Mr. Jonas. Exclusive of any new starts for 1955? 

Mr. Ketry. Yes, sir. 

Mr. Jonas. So our maximum obligation, therefore, at the present 
time, exclusive of any new starts authorized for 1955, would be 40 
times $97,800,000? Is that right ? 

Mr. Kerry. Yes, sir. 

Mr. Jonas. Or $3,912,000,000 for 319,494 units? 

Mr. Ketiy. Yes, sir. 

Mr. Yares. Did you say that was the maximum ? 


VACANCIES IN LOW-RENT PROJECTS 


Mr. Jonas. I asked Mr. Cole, when he was before the committee 
first, if he could get us up a list of the projects that now have vacancies. 
Do you have that? 

Mr. Corr. No. 

Mr. Jonas. How many units are vacant in this total number? 

Mr. Stusser. We cannot tell you by units. Of the 195,994 units 
constructed or transferred to low-rent use under the original act, there 
is about 98 percent occupancy. And of the 109,199 units available 
under the Housing Act of 1949, there is a 94 percent occupancy. 

Mr. Jonas. Can you break that down and tell us or supply for the 
record how many units are vacant and where they are? 

Mr. Scusser.-I think so. 

Mr. Jonas. Do you have that information in the office? 

Mr. Stusser. Yes. 

Mr. Jonas. Would you like to have that, Mr. Chairman? 

Mr. Puiiurrs. Very much. 

Mr. Jonas. And where they are located, what cities. 

Mr. Stusser. All right, sir. 

(The information requested is as follows :) 


Occupancy IN Low-Rent Progects, DeceEMBER 31, 1953 


On December 31, 1953, there were 1,679 completed low-rent projects with 
305,193 units available for occupancy. Included in this number are projects 
completed less than 83 months, projects in transition from war housing to low- 
rent use, and projects in Puerto Rico where a substantial number of units are 
being held vacant to rehouse families being displaced from specific slum- 
clearance operations (the rents on these vacant units in Puerto Rico are being 
paid by the Commonwealth Government). Excluding.these projects there is a 
total of 1,512 projects with 282,379 units available for occupancy. Total 
vacancies in these projects were 7,088 or 2.5 percent. Vacancies in all projects 
for whatever reasons are 11,103, or 3.6 percent. A small vacancy at any time 
in low-rent housing is inevitable because of the turnover resulting from the 
removal of families whose incomes advance beyond the limits for continued 
occupancy. 
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On December 31, 1953, a number of units had just been opened. In the month 
of December alone a total of 7,500 units were completed for occupancy, Vacan- 
cies in the first few months are to be expected because the selection of tenants 
for low-rent housing is a much more complicated and time-consuming process 
than in private real-estate operations. Preferences provided by law must be 
followed. Incomes of families must be verified with their employers and others. 
Home visits are necessary to establish the fact that the families are living under 
substandard housing conditions (not applicable to veterans). 

The attached table gives a listing by locality of all projects completed 3 
months or more in which there was more than a 5 percent vacancy if the project 
had more than 50 units, or in which there Were more than 3 vacancies if the 
project had 50 or less units. This list includes 202 projects with 37,579 units 
available for occupancy of which 5,083 units were vacant. The localities in 
which these projects are situated have other projects with a total of 49,091 
available units, of which 479 are vacant—or over 99 percent occupied. 


Vacancy in low-rent projects completed 8 months or more as of Dec. 31, 1958 


[Projects of over 50 units with more than 5 percent vacancy and projects of 50 or less units with more than 3 
units vacant] 


In specified | In other projects 
Proj project in locality Percent 
Locality number | in local- 
Units Units | Units Units ity 
available | vacant | available} vacant 
Alabama: | 
; | ALA 83-1. 20 6 |- 70.0 
-.- | ALA 7-1__. 102 | 32 | 240 | { 89. 5 
ALA 12-2__. 24 | 12 76 | 0 88.0 
--.| ALA 65-2- 24 | 8 | 26 0 84.0 
Russellville -. | ALA 60-2. 25 | 8 50 | 0 89.3 
Sylacanga_-_.- ALA 57-1. 144 | 53 | 25 | 0 68. 6 
.-.| ALA 77-2__- 340 76 160 | 84.6 
Arizona: 
ARIZ 4-1_. 160 | 14 | wil 91.3 
Arkansas: | | | 
SS ae ARK 5-2... 76 | 23 80 | 1 84.6 
ARK 44___. 400 | 101 774 | 0, 91.4 
California: | 
Firebaugh. --| CAL 28-8__ 50 | 4 | ‘ 92.0 
86 5 | 394 3 | 96.9 
| ..| CAL 6-3... 70 | 4 : : 
..| CAE 6-4... - 66 | 
City. CAL 28-11. 24 | 83.3 
Orange Cove 20 | 80.0 
Port Chicago. CAL 11-2_. 86 | | 86.0 
De CAL 11-5 176 | 17 | 
CAL 11-7. 24 | 4 
CAL 19-2.- 258 21 300 | 0 | 96. 2 
CAL 9-2. 100 | 6 | act 94.0 
Connecticut: | | | 
CONN }-1 1, 239 | 150 796 | 25 | 90.7 
po ee CONN 43 248 20 487 | 8 | 94.3 
CONN 44 300 18 | | 
CONN 46 202 | 24 | oF 
CONN 2-2.. 220 | 13 | 136 | 0 | 96.3 
FLA 20-2_. 2 | 11 | 8 | 0 63.3 
FLA 18-2. __| 140 19 | 60 | 0 90.5 
FLA 3-2.. 32 25 | 1, 654 10 95.9 
FLA 3-3_.-- 3 38 |. 
FLA 3-5. 380 | 37 | 
FLA 92__ 122 | 28 | 246 | 0 | 92.4 


See footnotes at end of table. 
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In specified In other projects 
Proje project in locality Percent 
roject | | occupied 
Locality number | | in local- 
Units Units Units Units | ity 
available} vacant | available vacant | 
| | | 
Georgia 
dd 18 6 38 0 | 89.3 
36 8 20 | 0 85.7 
154 22 226 | 1| 93.9 
20 6 18 1 81.6 
Carrollton ene 66 21 46 | 0 81.3 
5 ot GA 63-1____. 75 14 50 1 | 93.3 
Dawson 32 4 43 2 | 92.0 
Fitzgerald 78 6 47 | 1 94.4 
GA 59-2. 80 6 120 1 
31 15 14 0 66.7 
Hampton... 15 10 | 3 68.0 
d 40 10 24 1 82.8 
Do. 26 16 |. 
Manchester. 36 6 14 | i | 86.0 
Quitman. 40 5 20 | 1 90.0 
Thomasville 90 9 96 | 0 91.9 
170 52 230 2 86.5 
Tilinois: 
ILL 2-23__. 1,027 108 7, 453 40 98.3 
Collinsville ILL 15-6... 100 91.0 
Granite City ILL §-1_.-.. 151 8 300 | 12 95.6 
Kewanee ILL 9-3_...- 12 4 175 | 0 7.9 
ILL 15-1---- 80 21 |- |- 75.0 
_.-| ILL 41-1.... 60 9 10 | 0 87.1 
Pa ILL 64 14 A 78.1 
846 151 486 | 21 87.3 
40 eee 85.0 
37 4 100 4 91.4 
Indiana: 
Fort Wayne IND 3-1... 120 7 88 4 94.7 
IND 11-2-_. 317 23 805 1 97.0 
IND 11-3... 165 
IND 7-1.... 176 21 24 1 89.0 
IND 4-1.... 112 85.9 
KY 49-1.... 134 
66 
45 
283 
74 
Do... 100 
Louisiana: 
56 
20 
50 
30 
32 
New Iberia -- 76 
Do 94 
New O 500 
Do 
Do 720 
Oakdale 36 
26 
Maryland: 
Massachusetts: 
MASS 6-1_. 356 
208 
MASS 12-1! 600 


See footnotes at end of table. 


Vacancy in low-rent projects completed 3 months or more as of Dec, 31, 1953—-Con. 
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Vacancy in low-rent projects complet.d 3 months or more as of Dec. 31, 1953—Con, 
In specified In other projects | 
project in locality | Percent 
Locality number in local 
Units Units Units Units ity 
available| vacant | available) vacant 
| | | 
Michigan: | } 
MICH 1-4_. 2, 150 172 | 2, 727 | 18 | 96.1 
Minnesota: St. Paul................. MINN 1-2._. 320 17 04.7 
New Jersey: | 
Jersey City......-.- re 462 43 1,174 22 95. 4 
New Mexico: Clovis...........-.-- NM 2-1 7 5 93. 6 
New York: Buffalo____-_- NY 2-8 233 33 2, 570 27 97.9 
North Carolina: 
NC 3-1 368 37 1,052 0 97.4 
Fayetteville... ..........-.- -.-| NC9-3 180 13 332 96.7 
NC 6-1 2 49 200 3 x8. 4 
ere NC 5-1 116 8 | 253 0! 86.8 
Tarboro _- 50 10 | 50 0 90.0 
Winston-Salem. NC 240 21 | 601 3 97.1 
Ohio: 
Barberton OHIO 7-3 219 11 | mee eee. 94.9 
Cincinnati. OHIO 4-1 730 64} 1,748 | 21 95.5 
OHIO 5-1R 604 7 587 5 
Oklahoma: Enid_..... 80 5 na 93.8 
Oregon: 
ORE 1-1R 100 6 | 94.0 
ORE 5-1... 30 4 86.7 
Pennsylvania: 
ee eee PA 11-1. 202 14 400 0 97.7 
Chester........... PA 7-2__.--. 299 15 1, 290 20 97.8 
Duquesne PA 6-4._._- 182 15 83 0 04.3 
McKees Rocks... PA GZ... 16 50 0 95. 3 
Rhode Island: 
Providence. 312 30 397 14 92. 8 
Woonsocket. 300 112 300 3 80.8 
South Carolina: 
Charleston. ...-.-- SC 1-10_.... 212 12 974 12 97.9 
Gaffney... ...-.--.--------------- SC 17-2. 58 17 
SC 42...... 252 105 436 0 34.7 
8C 11-2.... 80 16 40 0 86.7 
SC 12-8. .... 8 4 14 1 77.3 
SC 3-2. ..... 120 ll 550 7 97.3 
Tennessee: 
TENN 15-1 68 5 12 0 93.8 
Jackson... -----| TENN 73... 210 22 196 2 04.1 
80 24 |- 
45 8 
Union City 75 
Texas: 
26 
Brownwood 
70 25 
a 44 10 46 1 87.8 
Galveston__- 206 33 228 ll 89.8 
Gilmer Same 30 15 30 0 75.0 
Haskell__ 42 4 | 0 92.0 
564 159 1, 563 16 89:0 


See footnotes at end of table. 
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Vacancy in low-rent projects completed & months or more as of Dec. 31, 1953—Con, 


In specified | Inother projects | 
rr | project | in locality Percent 
rojec occupied 
Locality number | in local- 
| | Units | Units | Units Units ity 
| | available | vacant | available} vacant 
Texas—Continued | | 
New Boston......................| TEX 64-2.-| 10 | 4 | 40 1 
100 | 6 | 200 0 98.0 
Paris _...........................| TEX 48-2 68 | 13 132 0 93.5 
Pittsburg. .-| TEX 49-1_- 30 | 4} 30 0 93.3 
San Antonio. | TEX 6-3___| 794 54 2, 557 24 93.4 
San Benito TEX 25-1_- 100 93.0 
Sweetwater | TEX 61-2. 76 5 | 24 0 95.0 
Victoria TEX 85-1 102 7 | 28 1 93.8 
Waco..........-.----- | TEX 10-1 102 rf | 140 2 80.9 
Wichita Falls --.-| TEX 23-3... 50 16 118 0 9.5 
Virginia: | | 
Bristol............-..-- ---| VA 3-2. ... 68 15 | 136 3 80.8 
Do... .-.| VA 2-8... 140 48 
Do A 1-2 210 18 | 
A 1-4...... 400 92 | 
Roanoke... A 11-2... 300 57 | 300 5 | 89.7 
Washington; | | | 
Black Diamond. | WASH 2-1.. 48 | 72.9 
West Virginia; | | 
Mount Hope WVA 7-1. 70 78.6 
Wheeling 302 19 93.7 
WVA 8-2._ 38 5 72 | 3 92.7 
District of Columbia: Washington_...| DC 1-2 213 15 | 3, 272 | 33 | 98. 6 


1 Two projects combined on one report. 
? Project was damaged by hurricane, and families evacuated. Damage recently repaired and families 
being readmitted as rapidly as possible. 


Mr. Jonas. Is there any pattern running through the whole pro- 
gram showing why there are vacancies? 

Mr. Stusser. There is in certain areas. There is one town in par- 
ticular I can recall where we are having difficulty because it is a one- 
industry town. There the increase in wages put some families above 
the income limit, and we had to have them move out. Since that time 
they have taken part of the industry away, and they are having trou- 
ble in that particular city. 

Mr. Jonas. You were not here the first day we went into this 
briefly, but I called the attention of Mr. Cole to a notice I had seen 
in the paper from a certain city, in which the Housing Authority was 
advertising for tenants and the article in the paper indicated they 
were finding it difficult to find tenants to occupy the units. Does that 
same situation exist in other communities? 

Mr. Stusser. It is possible it does. 

Mr. Jonas. Do you have any information in the office indicating 
how many places are in a similar situation where they are advertising 
for tenants and cannot find them? 

Mr. Stusser. That I do not know. I do not know just what the 
local housing authorities are doing unless it is called to my attention. 
I think it was called to my attention that such a situation existed in 
one city. 
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LIAISON BETWEEN CENTRAL OFFICES AND LOCAL HOUSING AUTHORITIES 


Mr. Jonas. How close a contact is maintained between your office 
and the local housing authorities ¢ 

Do they make periodic reports? 

Mr. Stusser. Oh, yes, every year. 

Mr. Jonas. Not more frequently than once a year? 

Mr. Stusser. No. We do not have enough help to do it more fre- 
quently than that. 

Mr. Jonas. The local housing authorities have help? 

Mr. Stusser. Yes. We go in and audit them. We try to do that 
every year, to get the story in that town as to occupancy and income 
limits and violations of income limits. 

Mr. Jonas. You do not maintain any control over the projects of 
the local housing authorities ? 

Mr. Suusser. Oh, no. Each year their budget is submitted for 
approval. 

Mr. Jonas. You mean it is an ex parte matter? They make up a 
budget and submit it to you and you approve it ? 

Mr. Stusser. That is right. 

Mr. Jonas. Do you ever change any of the budgets? 

Mr. Siusser. Oh, yes. Quite frequently we have delegations come 
to the central office because the field offices have cut their budget and 
they want the reduction restored. 

Mr. Priniies. Do you have a veto power on that ? 

Mr. Suusser. I think we do. That is one of the things I want to 
get into, to get into the local budgets more and more deeply, but we 
are handicapped because it takes considerable time. 

Mr. Jonas. I understand you to say if the local housing project in 
X city should become 50 percent vacant you would not find that out 
until the end of the year? 

Mr. Stussrr. That is not necessarily true. 

Mr. Jonas. Do you require any reports more frequently than once 
a year’ I understood you to say they only send one in once a year. 

Mr, Keiry. We make audits and have quarterly reports. 

Mr. Jonas. They file quarterly reports showing the percentage of 
occupency and costs / 

Mr. Stusser. I understand that is right. 

Mr. Jonas. A complete report of operations? 

Mr. Stusser. I understand so, 

Mr. Jonas. Mr. Kelly, how many units are being completed in 
fiscal vear 19547 

Mr. Ketiy. We expect to complete for occupancy 70,000 new units 
this year. 

Mr. Jonas. What will be the average construction cost of those 
units / 


Mr. Ketiy. About $10,600. 


AVERAGE FHA INSURED MORTGAGE 


Mr. Jonas. What is the average FHA insured mortgage? 

Mr. Stusser. Mr. Cole would have to answer that. 

Mr. Jonas. Last year it was testified it was around $7,500. 

Mr. Frantz. I think that was probably right last year. I think 
is a little higher now. ; 
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Mr. Jonas. Will you furnish that information for the record for 
this year? 

Mr. Frantz. Yes. 

(The information requested is as follows :) 


The average per-unit amounts of FHA commitments for new construction for 
the first half of this fiseal year are as follows: 


Section 203 (1-to-4 family units) 
Section 207 (Multifamily rental housing) 
Section 213 (Cooperative housing) 

Mr. Yates. A distinction should be made between FHA mortgages 
and the type of dwellings covered, since FHA mortgages usually cover 
single dwelling units and PHA projects are usually multifamily units. 
You wanted the information for comparison; did you not ¢ 

Mr. Jonas. Yes. 

Mr. Yates. PHA projects are usually multifamily units, and FHA 
mortgages cover single dwelling units, normally. 

Mr. Stusser. Most of our public housing is built within fire zones 
and we have to comply with the fire laws and fire zones. 

Mr. Yates. Are you saying this is not a proper subject for compari- 
son because of the fact you have to build within fire zones and FHA 
does not ? 

Mr. Stusser. That is right. We have to meet certain requirements 
FHA does not in a single dwelling residence on a lot. 

Mr. Yares. Off the record. 

(Discussion off the record.) 


COMPARISON OF PUBLIC AND PRIVATE HOUSING CONSTRUCTION COSTS 


Mr. Puiuuirs. This is a historical discussion in the yearly record. 
It would be well if we could clear it up. Figures in the preceding 
hearings were to the effect that private contractors were building 
houses for around $9,500 and the Government was building them for 
around $10,500. 

Mr. Susser. I think again you must take into consideration the 
type gr mnenere you are building. We are building all concrete and 
all brick. 

Mr. Yates. We tried to bring out those facts when the National 
Capital Housing Authority was before us to bring out the difference, if 
any, between public housing units and private housing units, and they 
said that had been the subject of a Senate study. Later the report he 
submitted was that the Senate had tried to get figures and was unable 
todoso. So I donot think you have any authoritative statement in the 
record that the types of units being constructed by PHA can be con- 
structed at a lower cost than by private contractors. 

Mr. Puruires. Do you have any comparable costs? 

M r. Anprews. Is the cost higher to build one unit than multiple 
units? 

Mr. Susser. We had a check made of 11 private projects con- 
structed in 1949 and 1950 in the District of Columbia area, consisting 
of 3,235 units. The construction cost per unit adjusted to 1951-53 
costs, was $8,294. 

Mr. Puitiirs. Exclusive of land? 
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Mr. Suusser. Yes. The number of rooms per unit was 3.62 and the 
construction cost per room was $2,299. 

A check made of five public low-rent projects consisting of 1,523 
units built between 1951 and 1953, indicated a construction cost per 
unit of $8,618. The number of rooms per unit was 5.51, and the con- 
struction cost per room was $1,625. 

Mr. Tomas. That exceeds the limitation in the bill. 

Mr. Ketiy. No. The limitation in the bill was $1,750, with certain 
upward adjustments permitted in some cases. 

Mr. Yates. Where did you get those figures? 

Mr. Ketry. The private figures were developed by the Bureau of 
Labor Statistics. 

Mr. YAres. And the public figures? 

Mr. Stusser. From our own records. 

Mr. Jonas. In addition to the annual contribution, what part of the 
cost from the beginning does the Government provide for which it is 
not reimbursed ¢ 

Mr. Ketiy. There are two costs, the annual subsidy and administra- 
tive expenses which are appropriated to administer the law. 

Mr. Jonas. All the other funds you advance for preliminary study 
and planning are reimbursed ? 

Mr. Ketry. Are all returned, yes, sir. 

Mr. Jonas. Are the public-housing bonds upon which we make these 
annual contributions tax exempt ? 

Mr. Ketty. Yes. 

Mr. Jonas. And fully guaranteed by the Federal Government ? 

Mr. Kewry. Yes. 


PAYMENT IN LIEU OF TAXES 


Mr. Jonas. Are  cccntmmaere. units exempt from local ad valorem 
taxes in all States ¢ 

Mr. Stusser. We pay 10 percent of shelter rent in lieu of taxes. 

Mr. Jonas. Explain that, please. 

Mr. Ketiy. The projects are exempt from all State and local real- 
estate and personal-property taxes, but at the time of entering into 
a contract for the project there is a cooperation agreement between 
the local authority and the city in which it is agreed that the city is 
to supply the same services to the project as to all other property 
owners—such as collecting garbage, fire protection, and so on—and 
in consideration of that an agreement is made that a payment will 
be made in lieu of taxes not to exceed 10 percent of shelter rents. 
Generally speaking, that is about one-fourth to one-fifth of full real- 
property taxes. 


DEGREE OF CONTROL OF CENTRAL OFFICE OVER LOCAL HOUSING AUTHORITIES 


Mr. Jonas. May I ask you to return briefly to this subject we were 
on a minute ago about the contacts you maintain with the local units. 
Do I understand you to say that you send an auditor to the unit once 
a year? 

Mr Stusser. Mr. Wooten can answer that. 

Mr. Wooren. We make a fiscal audit annually. 

Mr. Jonas. Is that made here? 

41872—54—pt. 3 —18 
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Mr. Wooren. No, that is made where the books are maintained by 
the local housing authorities. That is made as nearly after the end 
of the fiscal year as we can, usually within 90 days after the end of 
the fiscal year. We also make an occupancy audit. We check the 
records to see that they comply with the law from the standpoint of 
income limits, eligibility, giving veterans preference as required by 
the law, and so forth. 

Mr. Jonas. What control, if any, do you have over operating ex- 
penses? What opportunity do you have to check on them and what 
authority do you have to control them ? 

Mr. Wooren. The contract with the local authorities requires that 
the local housing authority shall operate on an annual budget which 
must be submitted to our field office before the commencement of the 
fiscal year; and that budget must be approved by the Commissioner 
or his delegated statf. Those budgets are reviewed very carefully 
and individually by our staffs in the field offices and there are numerous 
instances in which it is necessary to reduce the budget by negotiation 
between our field staff and the local housing authorities. 

Mr. Purtuirs. I think what the committee has in mind is a situation 
like this: Do you diseuss with local authorities only those items in 
their budget which may or may not be proper under the law or under 
your contract, or, if the local administrator were to come in with an 
extravagant salary or a large number of assistants, do you have author- 
ity to say, “No, you cannot spend that money for that purpose”? 

Mr. Wooren. Let me answer that in two parts. We are ina position 
to take issue with any expense that would not be eligible. I think our 
position is clear on that. With respect to the reasonableness of the 
umount of an expense, whether from our viewpoint the amount appears 
to be extravagant, I think that is a question of reasonable judgment 
in arriving ata figure. I do not think we could be arbitrary or capri- 
cious about it. But I think we are in a position to make comparisons 
with costs of other operations under like circumstances, and with that 
body of experience to take a stand whether we feel the expense is 
unreasonable or extravagant. 

Mr. Puitiies. To come to a simple question, suppose there is no 
meeting of minds between you and the local authorities, who has the 
final decision ? 

Mr. Suusser. I think, if I understand the law right, I would have 
a right not to approve the budget. If we talk about the Executive 
Director’s salary, I might object to that as excessive. and I think I 
would have a right to refuse to approve the budget. Whether or not 
T have a right to set the salary, I do not know. I think not. 

Mr. Corron. The title to these housing units remains in whom? 

Mr. Stusser. In the local authority. 

Mr. Corron. When they are completed, the actual ownership is in 
the local authoritv ¢ 

Mr. Stusser. That is right, and the bonds are issued in their name. 


LIQUIDATION OF LOW-RENT HOUSING PROJECTS 


Mr. Corron. You are simply a grantor, and also you have an obliga- 
tion to make up to them certain sums to keep the project going? 

Mr. Suusser. That is right. 

Mr. Puiutrs. They are also their bond salesmen. 
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Mr. Corron. Suppose a unit is in a town where the single industry 
moves out and there are not enough people to be tenants, what 
happens? 

Mr. Stusser. I do not know that I can answer that, except to say 
this: I think the law says we cannot recall the bonds for a 10-year 
veriod. I would say after that time we could recall the bonds and 

iquidate the property. 

Mr. Corron. Can you go ahead and liquidate the property and sell 
it without the agreement of the local housing authority? 

Mr. Suusser. I do not think so. The bonds are issued in their name. 

Mr. Corron. But they can go ahead and liquidate it if they see fic, 
with your permission or without your permission ¢ 

Mr. Stusser. With our permission. 

Mr. Puttires. If they take up the bonds. 

Mr. Stusser. If they take up the bonds. 

Mr. Corron. They would have to take up the bonds so that no 
liability comes back on the Federal Government ? 

Mr. Scusser. We have a contract with them that we are to pay the 
subsidy payment on the project. 

Mr. Corron. Suppose it becomes obvious that a certain project is 
never going to pay, is not necessary, is a white elephant, and it would 
be advantageous to take a loss on it and get rid of it, can it be done 
and under what conditions and by whose agreement can it be done ¢ 

Mr. Susser. I cannot give you a full answer to that question. I 
want to get into that and I think it is possible we may have some that 
we will have to unload. If you will give me permission to put some- 
thing in the record on that other matter I will get it from our legal 
staff. 


(The matter referred to above is as follows:) 


STATEMENT Recarpine LiqumatTion or Low-Rent Prosects Wiicn Are No 
LONGER NEEDED 


This is with reference to the question as to how a low-rent project may be 
terminated and liquidated if the need for any such project ceases. We under- 
stand the question to relate to locally owned projects which were developed and 
are being operated with financial assistance pursuant to the United States Hous- 
ing Act of 1937, as amended, since such act in section 13 (e) authorizes the 
disposition of federally owned projects which become surplus to low-rent needs 
“at public or private sale * * * upon such terms as” the PHA “may fix.” We 
also understand the question to particularly relate to the rights, if any, of the 
PHA, at law or under contract, to require the local authority to discontinue the 
operation and effect the liquidation of any such project. 

An examination of applicable law and contract documents indicates that 
although specific authority is not available to the PHA to terminate and require 
the liquidation of projects under the circumstances, the normal operations under 
the law and contracts will accomplish the desired ends. 

The United States Housing Act of 1987, as amended (which governs the low- 
rent housing program), in its basic concept authorizes Federal financial assist- 
ance (in the form of development loans and annual subsidies) to local authori- 
ties who will provide and operate housing for families of low income. Obviously, 
this law does not contemplate that either development loans or annual contri- 
butions will be made in connection with any project which is not required for 
low-income housing purposes. Acceptance of this premise would indicate that 
Federal financial assistance should (and would) be cut off with respect to any 
such project which was not utilized for the housing of families of low income. 
This course would be available to the PHA if the project in question had not 
been permanently financed and must result either in the voluntary liquidation 
of the project by the local authority or in liquidation as the result of enforce- 
ment by the PHA of the liens securing the loans to the local authority. 
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Where a project has been permanently financed—that is, where long-term 
bonds have been issued and sold by the local authority to provide the develop- 
ment cost for the project—under the PHA’s standard form of contract with local 
authorities, the provisions of section 22 of the act would become operative and, 
in case of failure in the market of low-income families, a somewhat different 
but equally effective method would be available for liquidation of the project. 
This particular section was added to the act by the Housing Act of 1949 in order 
(as set forth in its introductory language) “to facilitate the enlistment of pri- 
vate capital through the sale by public housing agencies of their bonds * * * 
in financing low-rent projects * * *.” In substance, this section of the law 
authorizes the inclusion in PHA financial assistance contracts of provisions 
requiring the local authority in case of substantial default (as defined in such 
contract) to convey title to or deliver possession of the projeet involved to the 
PHA. Where such provisions are set forth in the assistance contract and the 
unnual contributions to be made by the PHA thereunder are pledged by the local 
uuthority to secure the payment of its bonds, the law requires the PHA to eon- 
tinue the making of such contributions (notwithstanding the default of the local 
authority) for the benefit of the bondholders. This law further provides that 
the PHA shall reconvey or redeliver any project so acquired to the local authority 
when either the default has been cured or the PHA’s obligation to make annual 
contributions with respect to such project is terminated. 

The provisions of this law have been written into the PHA standard form of 
assistance contract. This form of contract also contains provision defining 
(among other causes) as a substantial default thereunder the failure of the local 
authority to maintain the low-rent character of any project subject thereto (ie., 
any use of the project other than for housing families of low income). Hence, 
in case of the disappearance of the need for any project under these circum- 
stances, if appropriate liquidation of the project is not accomplished by agree- 
ment of parties, the PHA may take title or possession of the project. Since the 
law (as set forth above) requires eventual return of the project to the local 
authority, the PHA, having only a trustee's title in the project, could not effect 
its liquidation through sale or other disposition. However, physical possession 
of the project by the PHA must afford sufficient control to assure either proper 
usage or liquidation. 

Another normal control of the situation discussed herein is the local law. 
Under the laws of most jurisdictions, the failure of a local authority to devote 
a low-rent project to the housing of families of low income (or other authorized 
public purpose) would make such local authority amenable to legal action, includ- 
ing action by the State to escheat the project. Im any such case the PHA, of 
course, would have the right to intervene and establish its rights, if any, with 
respect to the project. 

It is believed that any case involving a project which is no longer needed for 
low-rent purposes will be appropriately disposed of by mutual agreement of the 
VHA and the local authority. In any event, since the amount of annual contribu- 
tions (pursuant to the standard form of PHA contract) is reduced by the net 
income from the project, it is probable that no contributions would be required 
in any case where a project was used to house other than low-income families. 
Hence, no financial damage to the Federal Government should accrue in case of 
failure of the low-rent market, assuming, of course, that the loeal authority 
utilizes the project involved for the housing of families in higher income brackets. 

It also should be noted that PHA policy and its standard form of assistance 
contract permit the local authority, with or without cause, to terminate any such 
contract at any time. In such case, of course, the local authority must pay its 
indebtedness to PHA and relieve the PHA of its obligations under the contract, 
including its obligations to make annual contributions. This would necessitate 
provision by the local authority for payment of outstanding bonds. 

In examining into the question discussed herein, consideration must be given 
to the principle of local responsibility enunciated in the United States Housing 
Act of 1937, as amended. This act in section 15 (7), unequivocally places the 
responsibility on the local government for determining its own need for low- 
rent housing. The logic underlying this concept would appear to be equally 
applicable to the termination and liquidation of a low-rent project. This con- 
clusion finds substantial support when consideration is given to the fact that 
the title to such projects is vested in local public ownership. 

In view of the existence (as described above) of adequate controls for the 
termination and liquidation of projects which are no longer needed, it is the 
conclusion of the PHA that neither legislation nor revision of its administrative 
policy is required in this matter. 
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Mr. Corron. Were my questions purely hypothetical? Have any 
of these situations arisen ? 

Mr. Stussrr. Not to my knowledge. 

Mr. Puuuirs. Is there a limit to the amount of the United States 
annual participation? Suppose something happens such as Mr. Cotton 
has described and there are no tenants. Do we then have to increase 
our annual contribution to take care of the project ? 

Mr. Key. No, the fixed contribution would be sufficient to pay the 
annual debt service. The question would be whether or not you per- 
mitted the annual debt level to continue 40 years when the project 
was not serving its purpose or whether there was another way of 
liquidating the project. This is being studied at this time. 

Mr. Corron. It seems to me we had questions and answers last year 
or the year before regarding the character of the tenants. Are there 
some fundamental restrictions in the original contract with the local 
housing authority placing any kind of supervision in your hands or 
in someone’s hands over the type of tenants that shall be allowed / 
For instance, people whose loyalty is questioned, or such as that, do you 
have any control over their being allowed to be tenants? 

Mr. Suusser. Yes. The Gwinn amendment gives us some control. 
I think we have 8 or 9 cases in litigation now. The prospective ten- 
ants are compeHed to sign an application for low-cost housing, and 
one of the questions in the application is the subversive question. 

Mr. Corron. Who enforces that, the local housing authority or you ¢ 

Mr. Ketiy. The Gwinn amendment specifies that the local housing 
authority shall be responsible for the enforcement; but at the time 
of our audit we ascertain if they are getting signatures to the ap- 
plications. 

RESPONSIBILITY FOR MISUSE OF PROPERTY 


Mr. Corron. The Gwinn amendment has to do only with American- 
ism or loyalty. Forgetting that for a moment, the matter of having 
tenants who do not take proper care of the property or who abuse 
it, causing reduction of its value, who watches out for that and how ? 

Mr. Suusser. The local housing authority through its executive di- 
rector or manager of the property. 

Mr. Corron. Do you have some control over that ¢ 

Mr. Susser. If it is called to our attention we would, yes. 

Mr. Corton. Do you exercise such supervision / 

Mr. Stusser. To my knowledge we have had no supervision of that 
kind. 

Mr. Wooren. I think we would have no part in that except our 
perres inspection of the plant. If the plan is deteriorating we 

ave a financial stake in it. But as to individual instances of vandal- 
ism, that would not be an appropriate matter for us to take respon- 
sibility for. 

Mr. Corron. I have been advised by private interests that hold a 
large number of apartment houses, that one apartment will be a pay- 
ing proposition over a period of years and another will lose a great 
deal of money, depending on whether the management is careful 
about preserving the condition of the premises, and that deterioration 
is a big factor. It would seem to me, human nature being what it 
is, you would have one housing authority that watched that factor 
and another that did not. Do you watch it? 
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Mr. Stusser. Through the management audit it would come to us 
and if it appeared excessive we would ask why. 

Mr. Corron. Have you had instances where you have made com- 
parisons and taken steps to bring about a standard of care or a 
standard of efficiency for the preservation of the physical property ? 

Mr. Stusser. I would have to ask Mr. Kelly and Mr. Wooten to 
answer that. We have general manuals as to the conduct and behavior 
in the units. 

Mr. Wooren. We have an inspector who makes an inspection of the 
plant and makes an inspection report and that inspection report is 
one of the criteria we have before us when we examine the annual 
budget. If he reported that the upkeep of the project was higher than 
it should be because management was careless in permitting tenants 
to abuse the property, that would be a factor that would be taken into 
consideration in the review of the annual budget. We would get into 
that in the approval of the annual budget. 

Mr. Stusser. I believe we are no different from private owners. 
We have problems of that kind, too. 

Mr. Corron. I notice every answer I get is in the subjunctive, this 
would happen and we would limit. Have you had such situations 
and have actual steps been taken in regard to the care of the property? 

Mr. Ketry. Yes, Mr. Cotton. Not long ago we had a case where 
they had not observed preventive maintenance and had gotten into 
corrective maintenance, and the local people changed the manage- 
ment staff in order to put in a more effective management. 

Mr. Corron. Is there any objection to indicating where this took 
place? 

Mr. Ketiy. Jersey City, N. 

Mr. Corron. Subject to the decision of the chairman, are there any 
other instances? 

Mr. Ketry. Yes. T would say that there have been a number of 
such instances. TI do not mean in the hundreds. I cannot recall any 
specific case that has occurred other than that one where T do know 
the name of the project. 

Mr. Corron. Mr. Chairman, subject to vour ruling, I would like 
to ask for an indication of those instances for the record. 

Mr. Puiturs. That is a reasonable request. Mr. Cotton’s line of 
questioning highlights what was requested by Mr. Jonas and inyself. 
It indicates and emphasizes the delicate line that runs between profit 
and loss. 

The Government contributions are supposed to take care of the 
debt service, and the operating costs are supposed to be paid out of 
rents. 

(The information requested is as follows :) 

In response to the request for examples of cases where the PHA has made 
comparisons and has taken steps to bring about a standard of care or a 
standard of efficiency for thé preservation of the physical property. we have 
obtained the following examples from a review of some of the reports made by 
operations engineers from the PHA field offices. These engineers inspect the 
projects of the local authority at periodic intervals varying from 1 to 2 years. 
A copy of each report is furnished to the loeal housing authority with recom- 
mendations as to any work which should be undertaken. 

Project FLA-9-1, Dunbar Village, West Palm Beach, Fla.—A report of July 
1951, indicated that while the project as a whole was generally in good condi- 
tion, some of the ranges needed repair or replacement, the project bein’ about 
10 years old. The report of September 1952, on the next inspection indicated 
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that while some work was still necessary on the ranges they were in much better 
condition than at the time of the previous inspection. 

Project CONN-3-3 and 38-3A, Bellevue Square, Hartford, Conn.—A report of 
August 1950, indicated that the soldered joints of the copper gravel stops had 
pulled apart due to expansion and contraction and this was causing damage 
through leakage to walls and ceilings on top floor units. A subsequent report 
indicated that these necessary repairs were being taken care of. 

Project NY-2-4, Willert Park Extension, Buffalo, N. Y—The report of Novem- 
ber 1950, indicated that exterior of window sash and metal trim needed painting 
and reputtying. A report of December 1952, indicated that this work had been 
accomplished. 

Project MASS-2-7, Heath Street, Boston, Mass.—A report of August 1950, 
indicated that the grounds presented a bad appearance and that among other 
things grass areas had practically disappeared due to children playing in these 
areas. A report of July 1952, indicated that the grounds presented a pleasing 
appearance and that much effort and ingenuity had been exerted by the manager 
to obtain the goodwill and cooperation of the youngsters. However, the latter 
report indicated that some further work was still desirable. 

It should be emphasized that in nearly all cases the local housing authority 
welcomed the results of these inspections. In the inspections emphasis is placed 
on preventive maintenance in order to prevent the need for major repairs 
occurring at a subsequent date. PHA inspections are, of necessity, only on a 
spot basis, which means that it is not possible for the PHA inspector to cover 
every building in a large project. As one means of encouraging local authorities 
to carry on their own program of preventive maintenance, PHA provides sug- 
gested types of forms to be used by a local authority in making complete inspee- 
tions of its own properties. As an example of this a report on projects at 
McComb, Miss., indicates that the local authority is inspecting all dwellings at 
least twice a year. In the low-rent maintenance program a maximum amount 
of tenant maintenance is encouraged. For example, an inspection report for 
yreenville, S. C., indicates that tenants paint the interiors of their units in 
addition to the normal responsibility for maintaining yards. 


Mr. Pmiturs. If, as Mr. Cotton cites in his hypothetical case, the 
project is no longer needed, there are no renters, then it falls back 
upon the Federal Government. 

Mr. Kerry. No, sir. 

Mr. Pamuirs. The only way it seems to me to cut down and operate 
efficiently is to economize in the local management. I am not con- 
cerned particularly about a lengthy answer now, but when you make 
the answer about your legal right, vou might indicate in that reply 
what we do in a case like that. We would have to make up the 
operating deficit also. 

Mr. Ketiy. No,sir. They would be much in the same position as an 
agency that gets a small appropriation. They cannot spend a lot of 
money. The local authority has no source of money to spend except 
the rental income, and it cannot incur any more expenditures becanse 
no one would be responsible for them except the local authority. 

Mr. Jonas. I have been reading in the papers recently about race 
riots in Chicago. T read a very horrible account of it in Time maga- 
zine last. night. 

I just. want to inquire if that is a public housing project. 

Mr. Yates. Trumbull Homes is the one that you have in mind? 

Mr. Jonas. Yes. The story in Time magazine indicated that the 
city of Chicago must furnish police protection to some of the occu- 
pants, and escorts for them when they go to and from work. Other 
sections of Chicago are worrying because of a lack of police protection. 
I just wondered if that was a public housing project. 

Mr. Yares. Trumbull Homes is a public housing project. It does 
have police protection. In that respect, the incident in Chicago is but 
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one example of what occurs in other cities. In St. Louis when the 
swimming pools were thrown open—— 

Mr. Jonas. I just wanted to know whether that was a public housing 
project or not. 

Mr. Yates. It isa public housing project. When you talk of police 

rotection you had it in this city for the swimming pools. You had 
it in the city of St. Louis. After a period of time the police protec- 
tion was taken away. 

Mr. Jonas. I think about a year ago they had trouble of the same 
sort, or was it ina different project? Do you recall that situation ¢ 

Mr. Yares. You are peobilhty thinking of the Cicero incident, which 
is private housing. 

Mr. Jonas. That did not involve public housing ¢ 

Mr. Yares. No; that involved private housing in the city of Cicero. 

Mr. Tuomas. I would like to look into the nonadministrative ex- 
pense. It opens up 4 or 5 programs. 

Mr. Puititrs. That appears on page 94 of the justifications which 
has already been inserted in the record. 


NoONADMINISTRATIVE EXPENSES 


Mr. Tomas. Mr. Slusser, I am intrigued by the slowness of the 
Administration during the past 10 years in handling this disposal 
program. You have an army of employees. We reach the conclusion 
we are never going to get rid of them if this committee does not make 
them do it. 

The youngest houses are 9 or 10 years old, and some are 12 and 
13; 1s that correct ? 

Mr. Siusser. That is correct. 

Mr, ‘THomas. Now, you have public-war housing and the veterans’ 
reuse program, Greentowns are gone. 

Mr. Putuuirs. Not quite. 

Mr. Stusser. There is some land. 

Mr. Tuomas. Let us take a look at these programs and see the status 
they are in; the original capital investment, what you are getting out 
of them; how many you have sold; how many you have on hand, and 
so forth. The Administration always complains about putting of a 
limitation on this nonadministrative expense. I see for 1954 you have 
estimated you will spend $30,648,100 and the committee’s limitation on 
you was about $5,000,000 more than that. What was the figure? 

Mr. Ketiy. On page 94 you will see that for the fiscal year 1953 
the limitation was $32,722,080, and our total expenses were $29,963,948. 

For 1954, the limitation is $35,962,600, and our estimated expenses 
are $30,648,100, a decrease of $5,314,500 by reason of accelerated 
disposition. 

Mr. Tuomas. What was your request for nonadministrative expense 
in dollars and cents for 1954? 

Mr. Kewry. $35,962,600. 


SUBSISTENCE TLOMESTEADS AND GREENTOWNS PROGRAMS 


Mr. Tuomas. You missed it by $5 million. What is the status of 
the subsistence homesteads and Greentowns program ? 


2315 


Mr. Kexry. All that remain are commercial facilities at 1 project 
and vacant land at 2 projects. We hope to get rid of those in this fiseal 
year; but we do provide in 1955 $18,000 in connection with the 
servicing of mortgages on that property. 

Mr. Tuomas. What is the dollar cost of those? What did the entire 
project cost you? What have you sold them for? How many units 
do you have, and so forth? Let us review the whole program. This 
has already been dragging on for 10 years. Give us a quick résumé 
of the whole section. 

Mr. Ketiy. The book value of the property in the subsistence home- 
steads and Greentowns program at the time that it was transferred to 
us was $60,469,000. 

Mr. Troomas. How many units were involved ? 

Mr. Wooren. Three thousand one hundred and forty-seven. 

Mr. Tuomas. Would that be a book value of $60 million ¢ 

Mr. Kenty. Yes. 

Mr. Tuomas. 3,147 units. When was it transferred to you? 

Mr. Keutry. It was transferred to us in 1942. 

Mr. Tuomas. Did you have authority to sell this property when it 
was transferred to you? If not, when did you get that authority? 
And by what legislative enactment, if any ¢ 

Mr. Ketry. I would like to insert that in the record. It was trans- 
ferred to us for liquidation. 

(The information requested is as follows:) 


LEGAL AUTHORITY FOR DISPOSITION OF GREENTOWNS PROJECTS 


Public Law 65, 81st Congress (63 Stat. 68), authorizes the Public Housing 
Commissioner to sell the projects known as Greenbelt, Md.; Greendale, Wis.; and 
Greenhills, Ohio. 

Mr. Tuomas. What is left now? You have an item here of $18,000 
for service for mortgages. 

Mr. Yes. 

Mr. Tuomas. What is left? You say that you have some vacant 
land and 2 or 3 business properties. 

Mr. Yes. 

Mr. THomas. What rental are you getting from your business prop- 
erties? What does it cost you to service them, and why has not that 
been sold long before now? You have had a high market. Now the 
market is going down and we still have hundreds of these units on 
our hands in this program. 

Mr. Ketty. I do not have the detailed figures on the receipts and 
expenditures, 

Mr. Tuomas. Perhaps you cannot answer the question. I would 
like for Mr. Slusser or Mr. Cole to answer these questions. 

Why have not these veer been sold? What is the object of 
holding them until the market goes down? How many people do you 
have working on them ? 

Mr. Siusser. Long-term leases is the only answer that I have. 

Mr. Tuomas. You had 3,111 people working on these projects in 
1952; 2,656 in 1953, and 2,536 in 1954. The personnel load is not 
going down. 

Mr. Cote. That is not on Greentowns. 

Mr. Tuomas. I am talking about the whole four programs now. 
You do not tell us how many you have working on subsistence home- 
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steads and Greentowns. How many employees do you have working 
there ¢ 

Mr. Ketry. At the present time nobody directly on those projects. 

Mr. Tuomas. What is the book value of this property, the acquisi- 
tion cost, and what do you try to get for it, and so forth? Why is 
the $18,000 here for mortgage service! How many people do you 
have working on that? We are going to help you liquidate it. 

Mr. That is an contract. expenditure, 

Mr. Tuomas. What was the original cost of this project when 
transferred to you—your land and storehouses? How many are 
there? Where are they located? How many people do you have 
working on them ? 

Mr. Susser. You are speaking now just of Greentowns / 

Mr. Tuomas. That is right. 

Mr. Stusser. As I recall, there are three. There is 1 here, 1 in 
Wisconsin, and 1 in Cincinnati that has just been transferred. 

Mr. Keury. All the units have been disposed of on the 3 projects 
except 49 farmhouses in connection with the vacant land. It is antici- 
pated we will dispose of the vacant land and the one commercial 
property this year. 

Mr. ‘THomas. What has happened in the last 10 years? Why have 
you not-sold it?) What is the reason? You have had.an ascending 
market. 

Mr. Stusser. You had the frozen periods during the Korean project 
when they were all frozen. I am speaking of all war and defense 
housing. 

Mr. Tuomas. It was not frozen until about July of 1950. As I 
understand it, they were just relinquished this year. The freeze has 
been lifted. 

Mr. Cour. Yes, the general freeze order. 

Mr. Tuomas. What are your plans for getting rid of this property ? 

Mr. Keuiy. We anticipate having all the property out of our hands 
this year. 

Mr. Trromas. What are you doing toward getting rid of it now / 

Mr. Keury. I think that the commercial and the vacant land on 
these projects have now been advertised for sale. 

Mr. Tuomas. We are still talking about Homesteads and Green- 
towns? 

Mr. Kenry. Yes. 

Mr. Tuomas. What are you doing about getting rid of the three? 

Mr. Keitriy. They have been advertised for sale and are awaiting 
bids. If we get good bids we will sell this year. 

Mr. Tomas. How much money are you spending on the manage- 
ment and what is the income? 

Mr. Ketry. There is no management expense except taxes in con- 
nection with the vacant land. 

With regard to the commercial property, the corporation that holds 
the lease is responsible for maintaining the property. We have no 
management expense in connection with this. 

Mr. Tuomas. When will the lease be up? 

Mr. Ketty. It is my recollection the problem on the sale of that 
commercial property is that it has been a long-term lease and expires 
in 1955. That was the reason that the sale of it: was held up, until 
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we were closer to the termination of the lease to make a more attrac- 
tive piece of property to sell. 

Mr. Tuomas. What was the acquisition cost and what is it worth 
today ¢ 

Mr. Ketry. I would like to submit that. 

(The information requested has been filed with the committee.) 

Mr. Tomas. Do you know what rental you are getting ¢ 

Mr. Ketiy. We do not have that here. 

Mr. Tuomas. Why was it tied up ina long-term lease? What was 
the reason, if you are going to have to get rid of it?’ What was the 
cause of the long-term lease ¢ 

Mr. Susser. I do not have the answer. TI was not here. 

Mr. Tuomas. Do you have any employees working on this project, 
or anything of that nature? 

Mr. Keuriy. Part of the time, probably, 4 or 5 of our administrative 
people are engaged in the sale of the properties. 

Mr. Tuomas. If it is under a long-term lease, how in the world 
could they sell it? Would they sell it subject to the lease? 

Mr. Ketry. Yes. 

Mr. Tomas. How many people do you have working on it 

Mr. Ketuiy. I would say the equivalent of 2 man-vears. 

Mr. THomas. Doing what ? 

Mr. Ketiy. Preparing the properties for sale; advertising them; 
getting the appraisals and reviewing them. 

Mr. Tromas. One good real-estate man could do that in about 2 
weeks for you and maybe give you 10 days of that back. 

Mr. Ketry. I do not think so; no, sir. 

Mr. Tuomas. Let us try it and see. 


MORTGAGE SERVICING 


How many people are you setting up to service these mortgages 
at $18,000? 

Mr. Ketry. The purpose of the $18,000 is in anticipation of lettin 
a contract to a financial institution to service mortgages so we would 
have nobody on our staff 

Mr. Tomas. Why set up $18,000 for it, then ? 

Mr. Keiuy. The financial institutions would be paid for their serv- 
ices out of the receipts, but it is treated in our accounts as an 
expenditure. 

Mr. Tuomas. Do you have any mortgages that you are servicing? 

Mr. Kretiy. We do at the present time; yes, sir. 

Mr. Tomas. Those people could do that same work, couldn’t they ? 

Mr. Ketry. I do not follow the question. 

Mr. Tuomas. If you have people servicing mortgages, why put up 
$18,000 for a financial institution to service them ? 

Mr. Ketiy. That would be in lieu of our people doing it, sir. 

Mr. Tuomas. How many people and how many mortgages do you 
have? I notice that you set up $92,000 for mortgage service expense 
for public war and defense-housing program for 1955 against $30,000 
for 1954, and no expense in 1953. How many people do you have 
servicing the mortgages and what is the dollar value of them, and low 
many mortgages are there? 

Mr. Ketiy. We have 435 mortgages in the subsistence homesteads 
and Greentowns program, valued at $9,708,000. 
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Mr. Tuomas. Sold to individuals? 

Mr. Keiiy. Well, the 435 includes sales to individuals and larger 
mortgage groups such as the sale to the Veterans’ Cooperative at 
Greenbelt, Md. 

PUBLIC WAR HOUSING 


Mr. Tuomas. What about your public war housing’ How many 
units have you disposed of this year; how many do you have remain- 
ing, and how many did you have to start with, and what was the 
acquisition cost ? 

Mr. Siusser. You are speaking of war housing now / 

Mr. Tuomas. Yes. We are through with the Greentowns now. 
Let us go to the public war housing. 

Mr. Ketiy. The original program amounted to about 626,000 units, 
and on June 30, 1953, there were 232,079 units left in that program. 

Mr. Tuomas. You had 232,079 units left ¢ 

Mr. Ketry. Yes, and as of December 31, 1953, that had been de- 
creased to 212,356. 

Mr. Tromas. What has been holding up this disposition and sale 
of the remainder of those units? The average age is what, 11 or 12 

ears / 
: Mr. Stusser. They would be older than that. They were built in 
1940, 1941, and 1942, and some later. 
Mr. Tuomas. The acquisition cost was what / 


TOTAL COST TO TREASURY OF PUBLIC WAR HOUSING PROGRAM 


Mr. Ketiy. About $1,700,000,000 was appropriated for that pro- 


gram. 

Mr. Tuomas. How much have we gotten out of it / 

Mr. Ketriy. I would like to read this statement into the record : 

As of June 30, 1955, the total estimated development cost of the program, 
after deducting pet transfers of assets to other agencies and programs, will 
amount to $1,475,000,000. The cumulative net income from management opera- 
tions, and net proceeds from disposition are estimated at $618,569,000 as of June 
80, 1955. At that time, 42 percent of the total original development cost of the 
program under the jurisdiction of the Administration will have been returned 
to the Government. In addition, on June 30, 1955, there will remain in the pro- 
gram housing projects with an estimated book value of $443,946,000. 

Mr. Tuomas. Under the original act, or amendments thereto, you 
had authority to transfer to local housing authorities some of these 
units without cost, did you not, to the transferees / 

Mr. Yes. 

Mr. Tuomas. In your figures there you count in the acquisition cost 
as if that fund is coming back to the Treasury, when in truth and in 
fact not a dime is coming back. 

Mr. Ketiy. The difference between $1,700,000,000 of total develop- 
ment cost and $1,475,000,000, the book value at June 30, 1955, of the 
projects not transferred 

_Mr. THomas. Do you mean to say that out of that original acquisi- 
tion cost of $1,700,000,000 you have returned to the Treasury in coin of 
the realm $1 billion—— 

Mr. Ketry. $613,569,000 will have been earned or realized. 

Mr. THomas. I am not talking about operation costs and rents and 
revenues; I am talking about sales. 
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Mr. Ketry. That is a total. That includes rents, revenues, and the 
proceeds from sales. 

Mr. Tuomas. You have sold in the neighborhood of 400,000 units, 
sold or given away. How much did you put into the Treasury for those 
400,000 units? 

Mr. Ketty. May I supply that for the record ? 

Mr. THomas. Do you have an approximate figure / 

Mr. Ketty. No, sir. 

Mr. Tuomas. You have a lot of tables there and a lot of information. 
You should be able to figure it out from your own tables. 

Mr. Ketuiy. I do not have it cumulatively. 

(The information requested follows :) 

In the public war housing program cumulative net income from management 
eperations and net proceeds from disposition (before writeoff of assets disposed 
of) amounted to $444 million as of June 30, 1953. Of this amount $100 million 
represents proceeds from disposition. 

Mr. Tuomas. Of those 400,000 units disposed of, how many were 
sold and how many were given away ? 

Mr. Ketty. I will have to supply that. 

Mr. Tuomas. Do you not have that in your tables ? 

Mr. Ketty. I did not put the breakdown in, I am sorry to say. 

Mr. Tuomas. At this point in the record supply the information. 

(The information requested follows:) 


Number of publio war housing dwelling units disposed of through Jan. 31, 1954 


Permanent dwellings: 
Conveyed for low-rent use___ 16, 761 
40, 607 
Transferred to other Federal agencies__._..__..._._._...._.___._....___ 15,920 
Reused for war, veterans’, and defense housing 5,619 
Lease terminations and other 7, 366 


Temporary dwellings: 
mennauished to local public bodies... . 49, 139 


Transferred to other Federal agencies__._...___......._.________- 
Reused for war, veterans’, and defense housing 
Lease terminations and other 


Total, permanent and temporary dwellings 428, 920 


PERSON NEL IN PUBLIC WAR HOUSING PROGRAM 


Mr. Tuomas. How many people do you have working on public war 
housing for 1954 and how many will you have for 1955? 

Mr. Ketiy. The administrative management staff is 273 in 1954 and 
it will be 208 in 1955. The disposition staff is 246 in 1954 and will be 
301 in 1955. 

Mr. Tuomas. That is out of proportion, is it not? 

Mr. Ketty. I do not think so. 

' Mr. Tuomas. Your sales staff is just as large as your management 
staff. What good reason is there if a man is on the project why he 
could not sell it? In other words, you have a personnel load of around 
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550, and it looks to me like 200 or 250 ought to do the job. That does 
not include your Washington staff? 

Mr. Keury. Yes; this does include the Washington staff. This is 
the administrative staff. 

Mr. Tuomas. What about your field staff? Is this all nonadmin- 
istrative expense where you are charging Washington to this? 

Mr. Kerry. In the figures that I gave you are the Washington and 
field office staffs; not the project staffs, 

Mr. Tuomas. What is your project staff. then? Tt is going to be 
double that. 

Mr. Kerry. The total personnel involved in the management of all 
of our projects—— 

Mr. Tuomas. I am talking about your war public housing now. 

Mr. Ketiy. The preponderance of this management staff is on the 
management of war-housing projects. Ihave all the management staff 
grouped together here. 

At the end of 1952 we had 2,822 people in the management activities 
at the project site, and at the end of 1955 that figure was 2.432. By the 
end of this year it is expected to be 2,886, and by the end of 1955, 
998, 

Mr. Tuomas. That is in addition to the 500 vou have here in the 
District of Columbia? 

Mr. Ketry. And in the field offices. 

Mr. Tuomas. With that army no wonder these projects have not 
been sold. 


FACTORS INVOLVED IN DISPOSAL PROGRAM 


Why have not these projects been sold, Mr. Wooten? You have been 
over there a long time. The market is going down. We have had a 
big lush market for the last 10 years. The freeze came in 1950. Why 
were they not sold before that? You have been over there a long time 
and you ought to know. 

Mr. Wooren. I do not believe that is a question that I can answer. 
It is not in my department. 

Mr. Tiromas. Can you guess for your predecessors, Mr. Cole / 

Mr. Corr. I can talk for the last year and guess for the past. 

Remember, Mr. Thomas, the Lanham Housing Act, so-called, was 
frozen for the duration of the Korean conflict. 

Mr. Tromas. That was in July of 1950. 

Mr. Core. Yes. And the military still has priority for the use of 
any of these projects that they say are still important to the military. 
That is No. 1. 

There are many of them they have not released. Each one that is 
released causes quite an argument with the military concerning 
whether or not—— 

Mr. Tuomas. That was during the freeze, though. 

Mr. Core. No; that is true now. Each one that is released now 
causes a great argument with the military as to whether or not we 
are handicapping | them in properly carrying out their defense activ- 
ities for the Nation—and f varan each one of the services. 

Mr. Tuomas. Mow many of these have the military claimed are 
necessary for their activities? 
Mr. Coir. We can supply that. 


Mr. Tuomas. These are around industrial plants, not around mili- 
tary cantonments. 

Mr. Coxe. Yes; a lot are around military zones. Many of them 
are around military zones. I want to talk to the broad policy again. 

No. 2 is that every time the Public Housing Administration makes 
a project available for sale, immediately everyone in the locality raises 
a tremendous rumpus about it. Why? Because they say we are 
going to throw the people out on the streets. Newspapers, and may 
I say influential people in Government, bring pressure to bear because 
they fear that we are going to throw people out in the streets. 

Now, Mr. Slusser and I both have a very firm policy of disposing 
of every Lanham Act house that can be disposed of as quickly as 
possible, but I wanted to point out to you those two important diffi- 
culties involved, as well as the difficulties involved in the prepara- 
tion of 

Mr. Tuomas. These houses were not built for subsidized rent. 

Mr. Cote. Of course they were not—I agree with you. 

Mr. Tuomas. How did the policy switch over? 

Mr. Cote. The policy has not switched over. Our policy is to dis- 
pose of these houses. I am saying to you that those two elements are 
reasons Why today all of them are not disposed of. 

Mr. THomas. You mean the local communities would rather have 
Uncle Sam as a landlord than the private individual ? 

Mr. Cote. No. The local communities say to us, “You are immedi- 
ately going to throw 1,000 people out on the streets tomorrow or day 
after tomorrow.” 

Mr. Tuomas. How do they figure you are going to throw anybody 
out on the street by merely selling the house ? 

Mr. Corr. Well, it may be sold to people who are not occupants. 
Do not misunderstand me: both Mr. Slusser and I have moved and 
are moving, and are going to continue to move very vigorously on this 
program because we understand that Congress and this committee 
have instructed us to do so, but I want you to realize, first, that we 
have the problem of the military, and secondly, that we have the prob- 
lem of an orderly liquidation in order to take care of the people living 
in these projects. 

Mr. Tuomas. How long has the military been in the picture? 

Mr. Coir. Since its inception. 

Mr. Tuomas. They did not have this strangle hold on it before Ko- 
rea, during 1945 to 1950. 

Mr. Coir. No, they did not. But the problem is still there in con- 
nection with the people involved. 

Mr. Stusser. At Norfolk, Va., for instance, or San Diego, they did 
have—the military 


NUMBER OF UNITS TO BE DISPOSED 


Mr. Tuomas. How many projects do you have left ? 

Mr. Ketty. It would be about 600 active projects. 

Mr. Tuomas. Scattered all over the country / 

Mr. Yes. 

Mr. Tuomas. How many are the military claiming priority to? 

Mr. Kenny. As of June 30, 1953, out of 223,837 units, 98,328 units 
have been released for disposition, and 125,509 have not been released. 
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Mr. Tuomas. How many of these units are you figuring on selling 
during the fiscal year 1955? 

Mr. Stusser. Fifty-three thousand five hundred will be disposed of. 

Mr. Tuomas. That will leave you in the neighborhood of 190,000 
left, or 180,000. 

Mr. Kexiy. We expect to dispose of 53,500 during this fiscal year. 

Mr. aaa How do you arrive at the figure of 53,500? Why not 
153,500? 

Mr. Ke tty. It is an estimate of what was possible of accomplish- 
ment out of those that had been released from the disposition freeze. 

Mr. Tuomas. Have they not all been unfrozen ? 

Mr. Ketry. No, sir. From the figures that I just quoted to you, 
125,000 units have not yet been released from the disposition freeze. 
There are negotiations going on with the military as to their con- 
tinued need to serve the Military Establishment. 


MILITARY REQUIREMENTS AS A FACTOR IN DISPOSAL PROGRAM 


Mr. Tuomas. Does the military have the complete say-so in the 
freeze, or does it go back to the old Committee that was made up of 
Commerce, Public Housing, War, and Navy? Who is on that Com- 
mittee now 

Mr. Coir. That Committee is not in operation now. 

Mr. Tuomas. Who has the say-so about the freeze, then ? 

Mr. Corr. My judgment is that if the military says this is neces- 
sary housing for the Defense Establishment, they can be overruled 
by the Administrator. 

Mr. 'THomas. I do not quite understand the definition of “neces- 
sary.” Here is a house. The house is presumably not going to be 
destroyed. The Government is going to cease to be the landlord. 
The landlord is going to be someone else. Why should anybody get 
hurt in a transaction unless the rent goes up ? 

Mr. Coir. Mr. Thomas, I would invite you to go to one of these 
communities composed largely of a shipbuilding industry, for exam- 
ple, for the Department of Defense—— 

Mr. Tuomas. Who is building any ships in this country now? 

Mr. Corr. They are building them. 

Mr. THomas. Who? Navy is building three carriers. Is any pri- 
vate yard doing any building? 

Mr. Core. Yes. 

Mr. Tuomas. Where? 

Mr. Cote. Pascagoula is one place. 

Mr. THomas. They are building 40 Mariners, and about 30 have 
already been completed, and private shipping industries are not build- 
ing any ships. 

fr. Core. They are doing a lot of building. Now, when you seek 
to sell these properties, both the Department of Defense and the local 
people, and other people involved, say that you will sell these projects 
and thus permit people not working in the defense industry to obtain 
possession of them and force the defense workers out of the houses. 
That causes a tremendous upheaval. 

Mr. Tuomas. How do they get forced out of the houses? 

Mr. Stusser. We must sell it under preference rights. 

Mr. Cote. That is one way they can do it. 
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Mr. Tuomas. There is a proviso in the law to the effect that these 
people get preference if they are veterans and are living in one of 
them 

Mr. Cotx. That is right. 

Mr. Tuomas. How is he going to be forced out? 

Mr. Stusser. He would not be, but there may be a veteran not in 
occupancy that has a preference. 

Mr. Tomas. Whoever buys the house will be looking for rent and 
revenues and he is not going to run a tenant out for paying the bill. 
That is the practical end of it. You are just transferring ownership 
from the Government to private individuals. 

Mr. Corte. You will not find me arguing a moment against the need 
for a vigorous policy for disposing of Lanham Act housing. That 
is what we want to do and will do, but I am really throwing the fact 
out to you that it does require considerable planning and _ possibly 
additional legislation. 

Mr. Tuomas. What legislation do we need ? 

Mr. Core. I think that we would need legislation to say to the 
military, “You do not need these for defense.” 

Mr. Tuomas. Do you not have that authority now ? 

Mr. Corx. No. 

Mr. Tuomas. What is in the law that gives the military the right 
not to dispose of these houses ? 

Mr. Cores. It is in the original act. 

Mr. Tuomas. The original act ? 

Mr. Cots. I do not know about the original. It is provided for in 
the law which was passed at the time the disposal program was set up. 

Mr. Tuomas. Is the present landlord still furnishing heat and 
light ? 

Mr. Cotz. That I do not know. 

Mr. Stusser. In some units we are. 

Mr. Corr. I am sure that you are not saying to Mr. Slusser or to me 
that irrespective of the needs—and I am talking about the needs of 
the military—that these houses should be sold willy-nilly Iam sure 
that you are not saying that to us. 

Mr. Tuomas. I want to know what the needs of the military are. 
I am not going to swallow that hook, line, and sinker. 

Mr. Coir. I want you to understand my problem because we have a 
problem, and it is a very difficult and complex one; a very rough one. 

Mr. Puuuirs. I might add that the houses are still there. The peo- 
are going to live in them just the same. The military is still there. 

Vhat great difference does it make whether the Federal Government 
owns them or a private individual owns them ? 

Mr. Tuomas. Private owners are going to look for rents and reve- 
nues, 

Mr. Srusser. That is true, to this extent—where there are perma- 
nent Lanham properties ; but where there are the temporary properties 
they are moved out. 


COST OF OPERATION OF PUBLIC WAR HOUSING PROGRAM 


Mr. Tuomas. What is your total cost of operating these Lanham 
Act houses, and what is your total revenue for 1953 and 1954—salaries 
and expenses, heat, light, maintenance, operation, and so forth? 

41872—54—pt. 3——19 
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Mr. Ketty. For 1953 the total expense of operating Lanham proper- 
ties was $81,905,000. The total rental revenues were $116,832,000, 
producing a net return, before writeoff of original costs, of $34,927,000. 

Mr. Tuomas. Is the Government paying any taxes to the local com- 
munities on these properties? 

Mr. Key. The equivalent of full taxes is paid. 

Mr. Tomas. What is it for 1954? 

Mr. Ketxy. In 1954 the total expense is estimated at $64,870,000. 
The total income, $96,593,000, or a net return of $31,723,000. 

Mr. THomas. What do you estimate for 1955? 

Mr. Keiiy. For 1955 we estimate the expenses to be $47,593,000 and 
the income $73,480,000, or a net return of $25,887,000. 

Mr. Tromas. You have a disposition cost set up for 1955 for public 
war and defense housing of $2,890,000. I will read your own language 
on this— 

Including surveys, appraisals, advertising, FHA appraisal fees, demolition, 
leased land restoration, reconditioning and nonadministraive expenses incident 
to relinquishment. 

Do you mean to say that you built the houses on somebody else’s 
land and you are going to have to tear them down and restore the 
land back to its former shape? 

Mr. Corr. The amazing thing is that the houses are built on all types 
of land, and by that I mean all types of ownership—leased land, land 
that belongs to 2 or 3 people, and so forth. I have never seen such a 
mixed-up situation in my life; as confused a situation of titles. Re- 
member, when they were built the Government said, “We must have 
housing for our military needs; we must have it now; get it.” That 
4 what was done. Now, to unscramble it is a very difficult and complex 
thing. 

Mr. Tuomas. The Navy and military administrations are not far 
away from you. They put in $50 million or $75 million on somebody 
else’s land and tied it up with a contract that they would have to 
restore it back to its former use. So now the housing people have made 
the same bonehead mistake. All that time they had the right of con- 
demnation. They could walk in and grab the land and let the Federal 
courts worry about it later. It was just a question of filing a declara- 
tion of taking. It was done in the heat of war. 


VETERANS’ REUSE HOUSING PROGRAM 


What about your veterans’ reuse program? What is the status of it? 

Mr. Ketty. The program has been substantially liquidated. 

Mr. Tuomas. You have a disposition expense set up here of $70,000 
for 1954 and $30,000 for 1955. How many units do you have left? 

Mr. Ketiy. There were 19,524 units left as of the beginning of this 
fiscal year, and it is now down to 14,118. We expect to be down to 
9,524, or less, by the end of 1955. 

Mr. Tuomas. Are these the remaining units that you have not been 
able to give away to some of the colleges, schools, and cities? 

Mr. Kerry. Yes. 

Mr. Tuomas. What is going to happen? You have been trying to 
get somebody to take them at no cost. 

Mr. Ketiy. Yes. If you will recall, the original law authorized the 
projects located on land owned or controlled by the community to 
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apply for transfer without reimbursement. By and large, all those 
that are now left are those units that were built on land which was 
owned or controlled by the Federal Government. They now can get 
the buildings if they buy the land at its original cost, and those are the 
ones that are being negotiated for. 

Mr. THomas. What do you say it is down to now? 

Mr. Ketty. It is down to 14,000 units. 


RENTALS RECEIVED FROM PROGRAM 


Mr. Tuomas. What rental revenues are you getting from them? 

Mr. Ke.ty. Those projects are all operated—almost all—by the 
localities. 

Mr. Tuomas. And the locality gets the rents and the revenues? 

Mr. Ketiy. No. They return to us the excess over their expendi- 
tures. 

In 1953, from the projects operated by localities, we received $1,623,- 
000. This year we anticipate $1,046,000, and next year $696,000. 


PERSONNEL IN VETERANS REUSE HOUSING PROGRAM 


Mr. Tuomas. How many people do you have working on this pro- 
gram in the field and in the Washington office / 

Mr. Ketty. The figures on management that I gave you a few min- 
utes ago include those project employees engaged in this program. 
The administrative, including the central oflice, and field office, are 21 
people this year and 18 next year. 

Mr. Tuomas. What do they do? 

Mr. Ketiy. They are responsible for recording on the books of ac- 
count the receipts that we get from auditing the local authorities, and 
for making out the papers in connection with relinquishment. 

Mr. THomas. How many projects do you have, two or three hundred ? 

Mr. Ketiy. Something around 150. 

Mr. Tuomas. Certainly if you have only 150 you do not need 18 
people shuffling papers around dealing with that program. The local 
schools and colleges do the renting, maintenance and repair. It is 
merely a bookkeeping transaction. They send you the difference each 
month in fact and a little check. 

Mr. Ketiy. One hundred and twenty-two was the number of the 
projects, 


COST OF DISPOSITION PROGRAM OF PUBLIC WAR HOUSING 


Mr. Tuomas. How did you arrive at this figure of $2,890,000 for the 
disposition of the war housing ? 

Mr. Ketry. It was an estimate built up on the basis of experience 
in connection with the average cost of appraising the units, surveying 
the units, obtaining FHA appraisals, advertising, and so forth. 

Mr. Tuomas. You plan to sell 53,000 of these units in 1955; is that 
correct ¢ 

Mr. Ketxy. Sixty-eight thousand will be disposed of. 

Mr. Tuomas. That is not the figure you gave a while ago. How 
many did you sell in 1953 ? 

Mr. Ketiy. Fifty-six thousand, one hundred and fifty-three. That 
was total dispositions, including sales. 
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Mr. Tuomas. You did it at a cost of $500,000, and you are going to 
sell 68,000 at a cost of $2,890,000 ? 

Mr. Kerry. The bulk of the disposition in 1953 consisted of relin- 
y meer and tearing down temporaries, and a large portion of the 

isposition in 1955 consists of the sale of permanents in which these 
expenditures come into play. 

Mr. Tuomas. It takes more money to sell than to tear them down? 

Mr. Ketiy. Yes; but you get a recovery of such a sale. 

Mr. Tuomas. These are not recovery figures? 

Mr. Ketry. These are expenditures. 

Mr. Tromas. It costs more to sel] them by 5 times, almost 6 times, 
as it does to tear them down, if your figures are correct. 

This is a program, Mr. Administrator, that you and Mr. Slusser 
should give your attention to. It is long overdue. 

Mr. Cour. Mr. Slusser and I agree with you. 

May I say to you it has been to me one of the most worrisome prob- 
lems I have had in the short time that I have been in office. It is really 
a rough one. 

Mr. Puitutrs. May I inquire if your records or your reports would 
show the number of tenants, if any, who have been evicted because of 
vandalism or misuse of the premises? 

Mr. Keury. No, sir. 

Mr. Pures. On page 168 of the committee print there is wording 
in there of the previous bill regarding communities that would like to 
get out from under a contract. IT notice in the committee print for this 
year’s bill that you struck all that out. Was that because it has 

come permanent legislation ? 

Mr. Yes, sir. 


ANNUAL CONTRIBUTIONS BY PROJECTS 


Mr. Anprews. I notice on page 122 of the justifications you have 
listed projects that will receive annual contributions in the fiscal year 
ending September 30. Are those all the projects ? 

Mr. Ketiy. There are a number of sheets there. It runs to page 
146. It lists all the projects that will be eligible. 

Mr. Puiturrs. I think that it would be a good thing to put that 
data in the record. 

We will insert in the record at this point pages 122 through 146. 

(The pages referred to are as follows:) 
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Mr. Yates. Mr. Slusser, in response to a question by Mr. Jonas 
directed to the statement appearing on page 24, it was stated that the 
maximum contribution that could be made by the Federal Govern- 
ment for the next 40 years would be $3,912 million; is that correct? 

Mr. Tuomas. No. 

Mr. Ketiy. With regard to the 319,000 units appearing in the 1955 
column, and if you made the maximum contribution of $97,800,000 
for 40 years, it would cost $3,912 million. 

Mr. Tuomas. That is not right. When you get this full program 
growing it will cost $335 million a vear for 40 years. 

Mr. Yares. These are only for these units. 

Mr. Ketuiy. This is with respect to units eligible in 1955. 

Mr. Tuomas. Excuse me. I was thinking about your full program. 

Mr. Yarrs. That assumes the construction of the entire 810,000 
units? 

Mr. Stusser. Yes; the $336 million is authorized in the act for » 
total of 810,000 units, 

Mr. Yares. This question is directed to the 319,494 units that 
appear on page 24. What are the units? What is comprised in the 
319,494 units? Is that everything constructed to date, or will be 
constructed through 1955 under the Public Housing Act of 1949, 
or under all public housing acts? 

Mr. Keury. It includes everything constructed under the Housing 
Act of 1937, and it includes that portion of the Housing Act of 1949 
which will have reached the point where it gets its first contribution. 
In the total figures under the original Public Law 412 program, 
there are 108,329 units. Under Public Law 671, which was the war 
amendment to that program, there are 45,471 units, and then in the 
Housing Act of 1949 there are 165,694 units. 

Mr. Yarrs. And the sum total is 319,494? 

Mr. Yes. 

Mr. Yares. That will be the sum total built through 1955? 

Mr. Keutiy. No. It does not include all the projects. It ineludes 
all the projects on which construction was started at the beginning 
of this fiscal year, plus a few of those which will start in this fiscal 
year that will become eligible in the latter part of 1955. The rest 
will not become eligible until 1956. 

Mr. Yares. It was stated that the $3,912,000,000 was the maximum 
contribution that would be made over the next 40 years. Now, I 
agree that is the maximum, but is it a possible attainable maximum? 
Will there not be deductions that will necessarily have to be made from 
the figure? Will you state what they are? 

Mr. Ketty. I do not think the actual payments would exceed 70 
percent of that, sir. 

Mr. Yates. Can you translate that in terms of figures so deductions 
can be made from the $3,912,000,000? 

Mr. Kewiy. That would bring it down to $2,700,000,000. 

Mr. Yates. You arrive at the figure of $2,700,000,000 by deducting 
from the total possible maximum contributions the amounts made 
available for reductions of fixed contributions $2,700,000,000 annually? 

Mr. Kewiy. Approximately. 

Mr. Yates. $2,764,000,000 is the contribution necessary; is that 
correct, Mr. Kelly? 

Mr. Ketuy. Yes. 
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Mr. Yates. How many families will be living in that number of 
units? Do you have any idea? 

Mr. Ketiy. The number of units is synonymous with the number 
of families. 


OCCUPANCY RATE IN PUBLIC HOUSING PROPERTIES 


Mr. Yates. Do you have any figures which would show the vacancy 
factor in public housing properties during fiscal year 1953? 

Mr. Stusser. 652 projects comprising 195,944 units constructed or 
transferred for low rent use under the original housing act have an 
occupancy of 98 percent. 

Mr. Yates. Does that mean that there is a 2 percent vacancy 
factor? 

Mr. Stusser. Yes; and that will come about through shifting of 
tenants—qualifying new tenants who come in. 

Mr. YArsEs. i did not understand your explanation of the 2 percent 
factor. Is it possible to have a 100 percent factor? 

Mr. Suusser. It is possible in some localities that you will continue 
a 100 percent occupancy for a year. 

Mr. Yates. For a year. That depends upon no families moving 
out? 

Mr. Suusser. That is right. 

Mr. Yates. Once a project is completely rented? 

Mr. Suusser. That is right. 

Mr. Yates. But when families move out, and when you have some 
kind of turnover, you can no longer obtain a 100 percent factor; is 
that correct? 

Mr. Suusser. Yes. 

When you are checking your income limits and checking for other 
reasons for moving tenants out, it takes a certain period of time to 
screen them and get new tenants in. 

Mr. Yates. What is a recognized vacancy factor in private housing 
today? 

Mr. Keutiy. Generally speaking, in setting up rentals, most private 
entrepreneurs use a 5 percent factor. 

Mr. Yares. I was under the impression that in recent years the 
vacancy factor had not obtained at 5 percent due to the scarcity of 
housing. 

Mr. Ketry. That is true. 

Mr. Yates. You do not know what the actual vacancy factor is in 
private housing? 

Mr. Keuty. No. 

Mr. Yates. Have any of the properties deteriorated as a result of 
insufficient appropriations allowed by this committee for maintenance 
of the projects? 

Mr. Ke tty. In the low-rent projects that is not possible, because 
once a project is constructed, you have pledged the amount of debt 
service by annual contributions, and at no time has congressional 
action caused a default in the payment of that contribution. 

Mr. Yates. Has there been any easing in the relocation problems 
that have existed in previous years? 

Mr. Suusser. I do not know that | can answer the question. 
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Mr. Yares. In previous years many public-housing projects were 
held up because of the difficulty of relocating the tenants who lived 
in slum areas. 

Mr. Coxe. I think that is still a major problem. 

Mr. Yares. That is both with respect to tenants who qualify for 
the public-housing programs and those who are above the eligibility 
limitations; is that correct? 

Mr. Coxe. That is correct. 

Mr. Puiturps. Thank you very much, gentlemen. 


Tuurspay, Fepruary 4, 1954. 


TENNESSEE VALLEY AUTHORITY 


WITNESSES 


GORDON R. CLAPP, CHAIRMAN OF THE BOARD 
HARRY A. CURTIS, MEMBER OF THE BOARD 

JOHN OLIVER, GENERAL MANAGER 

C. E. BLEE, CHIEF ENGINEER 

G. O. WESSENAUER, MANAGER OF POWER 

R. A. KAMPMEIER, ASSISTANT MANAGER OF POWER 
JOSEPH C. SWIDLER, GENERAL COUNSEL 

L. J. VAN MOL, BUDGET OFFICER 

L. EDWARD ELLIS, JR., BUDGET STAFF 


Amounts available for obligation 


Appropriation or estimate (obligations incurred) : 


Analysis of expenditures 


Obligations incurred during year (total expenditures out of current 
authorizations—paid into revolving fund): 


Consolidated amounts available for obligation 
1953 actual | 1954 estimate | 1955 estimate 
Income: 

Transferred from general fund appropriation account__.._. $336, 027, 000 | $188, 546,000 | $141, 800, 000 
131, 197, 321 165, 971, 000 227, 587, 000 
69, 488, 646 59, 409, 051 41, 718, 712 
Total available for obligation __...._...........-...----- 536, 712, 967 413, 860, 051 411, 105, 712 
Retirement of borrowings. —5, 000,000 | —5,000,000 | —15, 000, 000 
Repayment of investment... —14, 229, 268 | —19, 676,977 | —40, 172,000 

ce available in subsequent years, and/or reserve for con- 
Obligations 458, 074, 648 | 347, 464, 362 309, 116, 000 
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Obligations by activities 


Description 1953 actual 


| 1954 estimate 


1955 estimate 


ACTIVITIES FINANCED FROM APPROPRIATED FUNDS (TRANSFERS 
FROM THE GENERAL FUND) 


Acquisition of Assets 


Navigation, flood control, and power program: 
Projects contributing to power ey: 

Boone. ; 

Fort Patrick Henry- 

Additional hydrogenerating units: 
Pickwick 5-6. ; 
Guntersville 4 
Hales Bar 15-16. 
Chickamauga 4 
Hiwassee 2. ___ 

Cherokee 3-4 
Chatuge 1 
Nottely 1 
Fontana 
Douglas 4___- 

Johnsonville steam pk ant___ 

Widows Creek steam plant-__ 

Kingston steam plant___. 

Shawnee steam plant. 

Colbert steam plant 

John Sevier steam plant. -- 

Gallatin steam plant_____- 


$3, 625, 532 
5, 673, 08% 


686, 
86, 


27, O18, 


Total projects contributing to power aistniahesial 313, 790, 616 | 


170, 211, 000 | 


Transmission system facilities 
Power service building 


Additions and improv vements at completed Projects. 


Navigation 


Total navigation, flood control, and power program ___ | 


, 150, 505 
78, 194 

921, 786 

126, 692 

188, 268 

1, 597, 518 

_ 335, 600" 


Fertilizer and raunitions program: 
Chemical facilities 
Distribution of administrative and general expenses. ______| 


1, 208, 844 
27, 863 


100, 000° 


$162, 000 
3, 230, 000 


9, 503, 000 
52, 534, 000 
25, 037, 000 


22, 016, 000 } 


31, 341, 000 
19, 480, 000 


20, 809, 000 
443, 000 
1, 339, 000 


460, 000 | 


100, 000 
1, 738, 000 


1, 275, 000 
32, 000 


560, 000 
91, 000 
000 


OOO 


000 

2 0, OOO 

| 71, 366, 000 
| 22, 733, 000 
: 000 


120, 706, 
12, 000, 


000 
000 


977, 
234, 000 
| 125, 000 
1, 612, 000 


000 


135, 744, 744, 000 


782, 000 
34, 000 


Total fertilizer and munitions program it 236, 707 
General service activities: 
General facilities | 
Distribution of administrative and general expenses______. 


1, 101, 327 
10, 908 


Total general service activities. 
Total acquisition of assets 
Expenses 


Navigation, flood control, and power program: 
avigation operations 
Flood control operations... 
Multipurpose reservoir operations. 
Distribution of administrative and general expenses 


1, 307, 000 


1, 134, 362 
6, 000 


_316, 000 


| 423, 000 
| 4, 000 


1, 140, 362 


202, 561 197, 362, 


272, 000 


124, 000 | 


2, 159, 000 


184, 000 


2| 427, 000 


136, 987, 000 


272, 000 
124, 000 
2, 181, 000 
200, 000 


Total navigation, flood control, and power program 


2, 739, 000 | 


2, 777, 000 


Fertilizer and munitions program: 
Fertilizer and munitions development 
Distribution of administrative and general expenses.______ 


819 


2, 380, 000 | 
88, 000 | 


Total fertilizer and munitions program 2, 476, 273 | 


2, 468, 000 | 


} 


2, 463, 000 


Resource development program: 
Resource development 
Distribution of administrative and general expenses 


2, hy 576 
131, 505 | 


580, 000 
51, 000 


| 600, 000 
0 | 40, 000 


2, 149, 081 
95 | | 


Total resource development program. 
General service activities: Maintenance of bridges financed by | 
others on TVA dams 


631, 000 


1, 000 | 


| 640, 
1,000 


Total expenses 7 6, 989, 446 | 
Changes in Working Capital 
Inventories and property transfers 


Tota) activities financed from appropriated funds 


5,839, 000, 


881, 000 


142, 868, 000 


4 
ere 
| 
for | 
ity | | 
| 
975,312 | 1,000, 000 
4 3, 255, 507 | 988, 000 | 1, 
| 1, 115, 513 559, 000 | ___ 
; 1, 013, 660 1, 287, 000 | 
j ‘ 4 902, 819 747, 000 | 1, 
1, 328, 311 235, 000 
; & 1, 446, 492 1, 029, 000 | 530 
3, 845, 538 978, 000 | 
15, 824, 361 
84, 703, 391 
57, 791, 346 
| 771 | 
| 
future projects 
Distribution of administrative and general expenses_- 
00 
100 | 
00 
100 | 
270, 060 
76, 749 
<a 148, 329 | — 
| | 2, 368, 000 
000 |g 95, 000 
000 
712 
000 = 
345,154,888 | 203, 386, 362 
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Obligations by cctivitees—Continued 


Description 


1953 actual 


1954 estimate 


1955 estimate 


ACTIVITIES FINANCED FROM CORPORATE FUNDS 
Acquisition of Assets 


Navigation, flood control, and power program: 
Adcitional hydrogenerating unit, Fontana 
Wic ows Creek steam eae... == 
Stawnee steam plant 
Colbert steam plant 
Gallatin steam 


Total projects contributing to power supply--.-_---- 
Transr ission system facilities... 
Additions and improver ents at completed projects... _- 
Investigations for future projects at. 
Distribution of administrative and general expenses... = 


Total acquisition of 
Expenses 
Navigation, flood control, and power program: 


Multipurpose reservoir operations 
Distribution of administrative and general expenses 


Total navigation, flood control, and power program. ..-. 


Fertilizer and munitions program: 
Fertilizer and munitions development. 
Distribution of administrative and general expenses... 


Total fertilizer and munitions program_.............---- 
Resource development program: 


Resource development 
Distribution of administrative and general expenses 


Total resource development program____.........-..-.-- 


General service activities: 
Reimbursable services 


Total expenses 


Changes in Working Capital 


Total activities financed from corporate funds__---...._- 
uct: 


Change in unliquidated 
Change in inventories and property transfers___-........_- 
Add change in unliquidated obligations___.................._- 


Total accrued expenditures. 


"$4, 000 

218, 000 

272, 000 

000 

151, 000 

165, 000 

853, 000 

19, O00 804 30, 414, 000 25, 000, 000 

59, 423 35, 000 176, 000 

152, 000 151, 000 

365, 242 386, 000 367, 000 

20, 731, 883 31, 895, 000 26, 547, 000 

65, 945, 025 78, 902, 000 108, 030, 000 

1, 482, 019 1, 672, 000 1, 674, 000 

, 098, 1, 262, 000 1, 387, 000 

68, 525, 314 81, 836, 000 111, 091, 000 

16, 270, 019 17, 305, 000 16, 743, 000 

349, 836 341, 000 360; 000 

16, 619, 855 17, 646, 000 17, 103, 000 

19, 696 580, 000 600, 000 

51, 000 40, 000 

19, 696 631, 000 640, 000 

2, 620, 967 6, 808, 000 2, 781, 000 

23, 14, 000 13, 000 

2, 644, 204 6, 822, 000 2, 794, 000 

87, 809,159 | 106, 935, 000 131, 628, 000 

4, 348, 718 5, 248, 000 8,073, 000 

112, 89, 760 | 144,078,000 | 166, 248, 000 

458, 074,648 | 347, 464, 362 309, 116, 000 

4, 341, 609 5, 248, 000 8, 073, 000 

aliulSuicoucia 600, 000 130, 271, 000 

309, 191, 127 365, 816, 362 431, 314, 000 


196. 005 
| 
Distribution of administrative and general expenses...---. | 
Total general service 
d 


$4,000 


18, 000 
72, 000 
43, 000 
51, 000 
65, 000 


53, 000 
00, 000 
76, 000 
51,000 
67, 000 


30, 000 
74, 000 
87, 000 


191, 000 


43, 000 
000 


116, 000 
073, 000 
271, 000 
314, 000 


mate 
47, 000 
103, 000 
900, 000 
40, 600 
40, 000 
781, 000 
13, 000 
794, 000 
528, 000 
073, 000 
248, 000 
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A-1.—Accrued expenditures by objects 


Object classification 1953 actual | 1954 estimate | 1955 estimate 


Total number of permanent positions ._-..._........- whadcaee | 13, 469 
Full-time equivalent of all other 8, 054 
Average number of all employees 20, 244 


Average salaries and grades 
Grades established by the Board of Directors: 
Average salary 
Ungraded positions: Average salary -........ 


Personal services: 
$56, 762, 535 $59, 935, 135 
Other positions. 50, 061, 593 63, 518, 561 52, 074, 098 
Regular pay in excess of 52-week base- y 201, 692 219, 275 228, 965 
Pay ment above basic rates_. , 725, 6 4, 578, 227 4, ms 710 


Total personal services 104, 641, 133 116, 477, 
Transports ation of things 
Communication services 
Rents and utility services 

Printing and reproduction_ 
Other contractual services 
Services performed by other agencies 
Equipment 
Lands and structures , 2, 173, 970 
idi 7, 142, 920 
258, 470 
674, 969 
568, 406 2, 643, 671 


Subtotal 460,001, 543 | 354,267,362 | 318, 690,000 
Deduct allocated working fund obligations PIRES 1, 926, 895 6, 803, 000 | 9, 574, 000 


Obligations incurred. - 458, 074, 648 | 347, 464, 362. 309, 116, 000 
Deduct 
Change i in unliquidated obligations. ___- 912 | 
Change in inventories and property transfers _ tatinignieal 4, 341, 609 | 5, 248, 000 | 8, 073, 000 
Add ehange in unliquidated obligations onl 23, 600,000 | 130, 271, 000 


Total accrued expenditures 


309, 191, 127 | "365, 816, 362 431, 314, 000 


Mr. Putuurps. We have before us this morning the representatives of 
the Tennessee Valley Authority, to present their budget request for 
the fiscal year 1955. We have as usual our friend, the Chairman of the 
Board, Mr. Gordon Clapp, accompanied by Mr. Harry Curtis, member 
of the Board, Mr. Oliver, General Manager, Mr. Blee, Chief Engineer, 
Mr. Wessenauer, Manager of Power, Mr. Kampmeier, Assistant 
Manager of Power, Mr. Swidler, General Counse , Mr. Van Mol, 
budget officer, and Mr. Ellis of the budget staff. 

ou have prepared for the committee a large map of the TVA area 
showing your power installations. The clerk will see if we can arrange 
to put that in the record at this point, if it is at all possible. 

(The map may be found on facing page.) 

Also, I suggest that the entire justification be authorized to go in 
the record and any elimination of duplication in the testimony, to be 
arranged between your budget officer, Mr. Clapp, and our clerk. 
Otherwise, from looking over it, I think a good part of it should go in 
the record. Don’t you think so? 

Mr. Crapr. We would like very much to have it go in. 

pa Purtures. I think the second part of the justifications should 


, too. 
(The justifications are as follows:) 


13, 755 | 14, 092 
} 11, 654 9, 704 
: 24, 293 | 22, 782 
$4, 648 $4, 731 $4, 829 
| TVA-4.3 TVA-4.3 TVA+.3 
$3, 841 $4, 032 $4, 179 
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INTRODUCTION 


This statement supplements and supports the narrative statement and ex- 
hibits included in the budget of the United States, 1955. The supporting sched- 
ules for the several programs preparea for the printed budget are repeated herein, 
and justification materials are keyed to these exhibits. 


APPROPRIATED FUNDS 


TVA is requesting an appropriation of $141,800,000 for 1955, and proposes 
to utilize $1,068,000 carried forward from 1954 for the projects and programs 
summarized on pages 2and 3. Of this total, $132,796,000 is for power facilities — 
continuing construction of projects under way to supply the power needs of the 
TVA service area. Capital additions required for other programs bring the 
total estimate for acquisition of assets to $136,987,000. Appropriations financed 
operating expenses are estimated at $5,881,000. Funds available for the re- 
source development program in the current year are about half the amount 
available in 1953. Because of major changes in this program resulting from 
action on the 1954 appropriation, a review of the status of this program is included 
on pages 59 through 62. 

CORPORATE FUNDS 


The corporate fund budget for 1955, summarized on pages 4 and 5, provides 
for total expenditures of $166,248,000: capital additions, $26,547,000: expenses 
of operating programs and reimbursable services for other’ agencies, $131,628,000; 
and inventories, $8,073,000. Income is estimated at $227,587,000, of which 
$200,312,000 is from power. Repayments to the United States’ Treasury and 
retirement of bonds totaling $55,172,000 are budgeted for 1955. Power repay- 
ments made and budgeted through June 30, 1955, are about 45 percent more 
than the amounts required to that date to provide for amortization of the repay- 
able power investment over a 40-year period. 


Summary of appropriation financed budget (for fiscal years ending June 30, 1953, 
1954, and 1955) 
| 


1953 actual | 1954 estimate | 1955 estimate 


APPROPRIATION FINANCED OBLIGATIONS 


ACQUISITION OF ASSETS 


Navigation, flood control, and power program: 
Projects contributing to power supply: 


Fort Patrick 3 5, 673, 083 3, 230, 000 $340, 000 
Additional hydro units: 
3, 255, 507 988, 000 1, 560, 000 
Cherokee 3-4... _. 1, 115, 543 559, 000 |.....-- 
Chatuge 1, 013, 660 1, 287, 000 591, 000 
902, 819 747, 000 1, 111, 000 
Fontana 1, 328, 311 235,000 |......- 
Widows Creek steam plant _.-__--.--....------------ 15, 824, 361 9, 503, 000 2, 462, 000 
NES: 70, 598, 749 52, 534, 000 29, 319, 000 
Shawnee steam plant... 84, 703, 391 25, 037, 000 21, 366, 000 
Colbert steam plant_.................----.-... athe be 57, 791, 346, 22, 016, 000 16, 340, 000 
Gallatin plant... 27, 948, 771 19, 480, 000 24, 644, 000 
Total projects contributing to — er sippy - .......| 318, 790,646 | 170, 211, 000 120, 796, 000 
‘Transmission system facilities..............---..-.-----..- 19, 150, 505 20, 809, 000 12, 000, 000 
Additions and improvements at completed projects... _.-- 921, 7 1, 339, 000 77,000 
126, 692 460, 000 234, 000 
Investigations for future projects__.....-....-----..-.--.-- 188, 268 100, 000 125, 000 
Distribution of administrative and general expenses. _....- 1, 597, 518 1, 738, 000 1, 612, 000 


Total navigation, flood control, and power program. .-- 335, 853, 609 195, 100, 000 135, 744, 000 


| 
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Summary of appropriation financed budget (for fiscal years ending June 30, 1958, 
1954, and 1955) 


1953 actual 


Fertilizer and munitions program: 
Chemical facilities 


Distribution of administrative and general expenses ezcdtoall 


Total fertilizer and munitions program____.-___-______. 


General service activities: 
Distribution of administrative and general expenses_ 


Total general service 


Total acquisition of assets, appropriation financed 
EXPENSES 


Navigation, flood control, and power prem: 


Flood control operations MERLE 
Multipurpose reservoir operations. ___- 
Distribution of administrative and general expenses _. 


= 


Total navigation, flood control, and power program.____ | 


Fertilizer and munitions program: 
Fertilizer and munitions development 
Distribution of administrative and general expenses 


Total fertilizer and munitions program 


Resource development program: 
Resource development 


Distribution of administrative and general expenses _- 


Total resource development program - 


General service activities: Maintenance of ence financed by 


Total expenses, appropriation financed 

CHANGES IN WORKING CAPITAL 

Inventories and property transfers... ___- 

Total appropriation financed budget_. 

SOuRCES OF APPROPRIATED FUNDS 

Appropriation... 
Unobligated balance from prior year. 
Prior year balance rescinded 
Unobligated balance carried forward to subsequent year- 


Total appropriated funds. __- 


1, 112, 235, 1, 140, 362 
338, 202, 551. 197, 547, 362 
270, 060 | 272, 000 
76, 749 124, 000 
1, 868, 859 2, 159, 000 
148, 329 184, 000 
2, 363, 997 
2, 393, 819 a 2, 380, 000 
82, 454 | 88, 000 
2, 476, 273 | 2, 468, 000 se 
2, 017, 576 g 580, 000 
131, 505 51, 000 
2, 149, O81 i 
| 
95 | 1, 000 
5, 839, 000, 


$1, 208, $44! $1,2 


275, 000 
27, 863 | “32, 000 
263, 707° 1, 307, 000 


1, 134, 362 
6, 000 


1954 estimate 


631,000 


1955 estimate 


$782, 000 
34, 000 


__ 816, 000 


427, 000 


136, 987, 000 


272, 000 
124, 000 
2, 181, 000 
200, 000 
2, 777, 000 
2, 368, 000 
95, 000 


2, 463, 000 


600, 000 
40, 000 


640, 000 


1, 000 


5, 881, 


188, 546, 000 


336, 027, 000 | 
15, 974, 362 | 


25, 132, 250 


| 


— 66, 000 | 


7s 974, 362 “1h 068, 000 


345, 184, S88 | 203, 386, 362 


345, 184, 888 386, 3 362 142, 868, 000 


141, 800, 000 
1, 068, 000 


142, 868, 000 


| 
| | | | 


2362 


Summary of corporate financed budget (for fiscal years ending June 30, 1958, 1954, 
and 1955) 


1953 actual | 1954 estimate | 1955 estimate 
CORPORATE FINANCED OBLIGATIONS 
ACQUISITION OF ASSETS 
Navigation, flood control, and power program: 
Projects contributing to pea supply: 
Fort Patrick Henry... 103, 286 $60, 000 $4, 000 
Additional hy unit—Fontana 3______. 15, 966 
-ohnson ville Steam P 95, 899 
Widows Creek Steam Pant.” 42,794 30, 000 
Kingston Steam Plant_. 131, 500 245, 000 218, 000 
Shawnee Steam Plant_.......______- nah 417, 958 421, 000 272, 000 
Colbert Steam Plant 2,349 3, 000 48, 000 
John sevier Steam P ie ss 1,612 56, 000 151, 000 
Gallatin Steam Plant............ __- 45 65, 000 165, 000 
Total projects contributing to power supply. - - 1,007, 414 908, 000 853, 000 
Transmission system facilities. - 19, 299, 804 30, 414, 000 25, 000, 000 
Additions and improvements at completed projects. 59, 423 35, 000 176, 000 
Investigations for future projects. = 152, 000 151, 000 
Distripution of administrative and general expenses. . 365, 242 386, 000 367, 000 
Total acquisition of assets, corporate financed. 20, 731, 8883 31, 895, 000 26, 547, 000 
EXPENSES 
Navigation, flood control, and power program: 
Power operations ndidpclidaditiiidnattitabakddteeeabocksnnns 65, 945, 025 78, 902, 000 108, 030, 000 
1, 482, 1, 672, 000 1, 674, 000 
Distribution of administrative and general expenses__..__- 1, 098, 270 1, 262, 000 1, 387, 000 
Total navigation, flood control, and power program... _. 68, 525, 314 | 81, 836, 000 | 111, 091, 000 
Fertilizer and munitions program: 
Fertilizer and munitions development..._......._.___.__- 16, 270, 019 17, 305, 000 16, 743, 000 
Distribution of administrative and general expenses_._____ 349, 836 341, 000 360, 000 
Total fertilizer and munitions program... _- Siucianaabeel 16, 619, 855 17, 646, 000 | 17, 103, 000 
Resource development program: 
19, 696 580, 000 600, 000 
Distribution of administrative and general expenses_....__|..........-_- 51, 000 40, 000 
Total resource development program..................-- 19, 696 631, 000 640, 000 
General service activities: 
2, 620, 967 6, 808, 000 2, 781, 000 
Distribution of administrative and general expenses__.___- 23, 14, 000 13, 000 
Total general service activities................---......- 2, 644, 294 6, 822, 000 2, 794, 000 
Total expenses, corporate financed _....................- 87,809,159 | 106, 935, 000 131, 628, 000 
CHANGES IN WORKING CAPITAL 
4, 348, 718 5, 248, 000 8, 073, 000 
Total corporate financed obligations_-_................_. 112, 889, 760 | 144, 078, 000 166, 248, 000 
REPAYMENTS 
Payments to U. 8S. Treasury: 
5, 000, 000 5, 000, 000 15, 000, 000 
— may of appropriation investment in the power 
nieeee ment of miscellaneous nonpower proceeds. ----_.._- , 229, 268 4, 676, 977 5, 172, 000 
Total payments to U. 8. Treasury....................-- 19, 229, 268 24, 676, 977 55, 172, 000 
Total corporate financed budget ---.........-. pibeesannse 168, 754, 977 221, 420, 000 


132, 119, 028 


j 
4 
i 
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Summary of corporate financed budget (for Foor years ending June 30, 1958, 1954, 


and 1955)—C 


ntinued 


SouRCcES OF CORPORATE FUNDS 
CURRENT INCOME 


Nav igation, flood control, and power program: 
Navigation operations 
Multipurpose reservoir operations 


Total program 
Fertilizer and munitions program: Fertilizer and munitions 
development 
Resource dev elopment prog ram: Resource dev ‘elopment 
General service activities: Reimbursable services... 
Miscellaneous: Sale of retired plant and other miscellaneous 
receipts 


Nonpower proceeds... . 


Total decreases in reserves... 


Total current income and decreases in reserves------ -- 


1953 actual 


| 
1954 estimate 1955 estimate 


$18, 133 $17, 000 $49, 000 
105, 004, 030 | 134,920,000 | 200, 312, 000 
232, 506 225, 000 213, 000 
105, 254, 669 | 135, 162,000 | 200, 574, 000 
20, 309,124 | 22, 011, 000 22, 204, 000 
65, 655 14, 000 18, 000 

2, 644, 294 6, 822, 000 2, 794, 000 
2, 923, 579 | 1, 962, 000 1, 997, 000 
_ 131, 197, 32. _ 165, 971, 000 | 227, 587, 000 
1, 369, 416 3,279,000 | —5, 442, 000 
—447, 709 —495, 023 — 725, 000 
921,707 | 2, 783, 977| —6, 167, 000 000 


132, 119,028 | 168, 754, 97 | 2 221, 420, 000 


| 
€ DECREASES IN RESERVES 
| 
4 
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ACQUISITION OF ASSETS 


Fund requirements in 1955 for acquisition of assets total $163,534,000, of 
which $136,987,000 will be derived from appropriations and $26,547,000 from 
corporate funds. The total corporate fund estimate and 98.1 percent of the 
appropriation figure are required for power facilities. General service items, 
navigation facilities, and chemical plant additions (all of which are largely or 
wholly defense items) require an additional 1.1 percent. The remaining 0.8 per- 
cent represents investigations for future water-control projects not necessarily 
related wholly to power supply, cleanup of work which is already underway, and 
other items necessary to maintain efficient operations. All of the items proposed 
have been carefully reviewed to reduce the scope of work to be performed to a 
minimum consistent with the responsibilities of TVA. 


PROJECTS CONTRIBUTING TO POWER SUPPLY 


Appropriated funds of $120,796,000 are required during fiscal year 1955 for 
facilities contributing to the power supply for the TVA service area. All of this 
amount is needed for continued construction of projects underway involving 22 
units in 6 steam plants and 4 hydrounits being installed at 4 dams. These 26 
units will add 3,778,000 kilowatts (nameplate capacity) to the TVA system, as 
follows: 


| 
Scheduled dates of initial operation Nameplate capac- 


(first to last units) ity in kilowatts 

Hydro plants: 

Steam plants: 
Shawnee units September 1954 to June 810, 000 
Colbert units 1-4. .-| October 1954 to May 720, 000 
Kingston units 4-9 July 1954 to November 1955. _._...-..-.--- 1, 035, 000 
Gallatin units 1-2_...__.___- November 1955 to January 1956__-_____._- 450, 000 
John Sevier units 1-3______- --| June 1965 to March 1956..............-..-. 540, 000 


With these additions and 75,000 kilowatts of capacity being installed by the 
Army in Cumberland River projects, the system assured load-carrying ability 
will be 9,443,000 kilowatts by the end of 1956. On the basis that TVA will not 
be called upon to supply any increases in loads of Federal agencies beyond those 
it is already committed by contract to meet, the presently estimated demand at 
that time will be 9,200,000 kilowatts. 

No provision is made in the 1955 budget for beginning the construction of addi- 
tional generating units. To help provide for loads in the TVA power service 
area in the winter of 1957—58 arrangements are contemplated which would reduce 
by the fall of 1957 existing TVA commitments to the Atomie Energy Commission 
by a minimum of 500,000 kilowatts. By this means an equivalent amount of 
TVA generating capacity would be released to supply loads of other TVA power 
consumers. 

With a reduction in the AEC load of 500,000 kilowatts and the assumption 
that there will be no further increases in loads of Federal agencies, the total 
system demand is estimated to be 9,500,000 kilowatts by the end of 1957. As- 
suming completion in 1957 by the Army of the fourth unit in the Old Hickory 
project and two units in the Cheatham project on the Cumberland River, the 
system assured load-carrying ability by the end of 1957 will be 9,483,000 kilo- 
watts. Thus the following relationships between estimated power requirements 
and system capacity are projected for the end of 1956 and 1957 with the present 
program: 
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System capacity Margin for unforesee- 
Presently able developments 
estimate 

Nameplate demands! 
rating | ing ability Kilowatts | Percent 


Kilowatts | Kilowatts | Kilowatts 
End of 1956. 9, 934,685 | 9,443,000 | 9, 200, 000 243, 000 6 
End of 1957. 9, 983,685 |} 9,483,000 | 9, 500,000 —17,000 2 


! With no further increases in TVA power supply to Federal projects, and transfer of 500,000 kilowatts 
of AEC load to other suppliers, 


The percent margin for unforeseeable developments on the TVA system pro- 
jected for the end of 1956 is only about a third of the average being provided 

vy the Nation’s private utilities. By the end of 1957 the system assured load- 
carrying ability will be slightly less than estimated demands and no margin will 
exist for presently unforeseeable developments. Some loads will have to be 
supplied from marginal high-cos: sources and increases in the loads of Federal 
agencies, as well as other load developments not now foreseen, could not be 
— unless and until new generating facilities could be completed. 

Basis for estimates of load-carrying ability——The system’s load-carrying ability 
(or assured capacity) differs from the nameplate rating of the generating units. 
Individual units can carry greater loads, under favorable conditions, than their 
nameplate rating. The dependable capacity of the hydrounits is somewhat less 
than their load-carrying ability under favorable conditions because of the reduc- 
tion of capacity with reservoir drawdown or high-tailwater levels. From the 
dependable capacity of the approximately 200 units comprising the TVA system 
must be deducted composite allowances (operating reserves) to cover the follow- 
ing factors: removal of units from service for scheduled or emergency mainte- 
nance; failure of new units to perform as expected; capacity to meet load changes 
from moment to moment and at the same time maintain system stability, regulate 
frequency, and control loading on tie lines; and, since load estimates are based on 
normal conditions, capacity to meet the effects on load of abnormal temperatures 
or other weather conditions. The so-called assured capacity is the amount of 
load that can be supplied with reasonably reliable service with probable combina- 
tions of the factors listed above. If all or most of these possible events occur 
simultaneously, however, substantial loads would have to be dropped. 

TVA’s allowance for operating reserves, as a percentage of total dependable 
capacities, is gradually being reduced as the system grows, and will be only about 
8 percent at the end of 1956, a lower figure than customarily used in the industry. 
» Basis for estimates of power requirements.—The estimates of power requirements 
assume a continued expansion of the economy of the Nation and the region with 
a relatively high level of industrial production. 

The largest category of power demands is the sum of the requirements of the 
local municipal and cooperative electric systems which distribute TVA power. 
The growth in these requirements reflects expanding industrial development in 
the region; the building of new homes, schools, hespitals, etc.; the continued ex- 
tension of rural lines; and the increasing level of use of electricity by the present 
and new homes, farms, business establishments, and industrial plants. Several 
independent forecasts are made by entirely different methods to estimate the 
power requirements of the municipal and cooperative systems. The trends of 
growth and seasonal variations are projected from historical data available for 
each distributor for its entire Nerlnd of operations. These forecasts are tested 
against and reconciled with projections of number of customers, average energy 
use per customer, and economic analyses involving appliance saturations and 
their effect on consumption levels. 

The second largest category of power demands and the largest in terms of 
energy consumption consists of the loads of atomic energy plants and other 
Federal establishments. However, as noted above, ro allowance is being made 
for further increases in such loads beyond those TVA is already committed by 
contract to meet. 

The forecasting of the power requirements of the larger industrial loads served 
directly by TVA is based primarily on information obtained from industries con- 
cerning planned increases in their loads and on experience as to the relationship 
between inquiries concerning the availability of power and the development of 
new loads. 
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Possible deficiencies. —TVA’s load forecasts are as realistic as possible. Experi- 
ence shows, however, that new loads frequently develop over and above those 
which can be allowed for in projections from known data. If unanticipated loads 
develop without a margin of capacity to supply them, service to some consumers 
must be interrupted. This means a loss of production of basic materials important 
to the national economy and sometimes a serious setback to national defense. 
It also means a loss of revenue to the power system—with lower returns to the 
Federal Treasury. Even modest load increases of Federal agencies or other large 
consumers can only be met, if at all, at excessive cost. Meeting a deficiency by 
the use of high-cost capacity of interconnected systems can result in greater excess 
costs in 1 year than would accrue over many years of paying for unused margins 
of capacity. Insufficient margins give rise to other difficulties: flexibility to 
operate the hydro system in the most efficient and economical manner may be 
lost; and the inability to take equipment out of service for maintenance at proper 
times results in sharply increased deterioration of equipment and hazards to 
service. 

TRANSMISSION SYSTEM FACILITIES 


The program of transmission line and substation construction projected for 
1955 is substantially below that under way during 1954. The program includes 
completion as soon as practicable of a number of high-capacity 154-kilovolt lines. 
These lines will be required to connect to the system new generating units which 
will got into operation during the year. Substitutions and lower voltage transmis- 
sion lines are needed to provide for general load growth throughout the area. 

As shown in the following table, the estimated obligations for transmission sys- 
tem facilities in fiseal year 1955 are $37 million, of which $25 million will be pro- 
vided from corporate funds and $12 million from appropriated funds. 


Appropriated | Corporate 
funds | funds | Total 
Gross obligations: | 
Direct: 
Primary transmission facilities. ...................-...| $11,147,000 | $8, 883, 000 | $20, 030, 000 
Subtransmission | 472, 000 | 8, 472, 000 
| 11,147,000 | 23,327,000 | 34, 474, 000 
Total, 1955 12,000,000 | 25,000,000 | 37, 000, 000 
Total, 1954 -| 20,809,000 | 30, 414, 000 51, 223, 000 
Total, 1953 19,150,505 | 19, 299, 804 38, 450, 309 


The estimate of $34,474,000 for direct construction obligations in 1955 in- 
cludes $20,030,000 for added primary transmission system facilities. These 
facilities, which operate —, at 154,000 volts, are required for trans- 
mitting large quantities of power from the generating plants to: (1) The 66,000- 
volt and 44,000-volt subtransmission system which in turn supplies principally 
the loads of the municipalities and cooperatives; and (2) those directly served 
major customers who purchase substantial amounts of power. The primary 
transmission system is also utilized for power transfers to and from neighboring 
utilities in connection with interchange and other transactions. The break- 
down of the $11,147,000 of appropriated funds for primary transmission facilities 
is as follows: 


Completion of projects started prior to fiscal year 1955: 
AEDC connections at Tullahoma, Tenn__________._______._- $6, 000 
Johnsonville-Covington 154-kilovolt 1, 115, 000 
Transmission connections for: 


Colbert steam plant, units AB 1, 803, 000 
Kingston steam plant, units 1-9_.._..........--..-...-- 225, 000 
Shawnee steam plant, units 5-10_______..__.._--.__..__- 191, 000 
UNIG 1, 196, 000 


Total for completion of projects underway-_-_____--_-___ 4, 536, 000 


2368 


Continuation of projects started prior to fiseal year 1955: 
Transmission connections for: 


Gallatin steam plant, units $1, 458, 000 
John Sevier steam plant, units 1-3__._.---.--_---.-____- 3, 410, 000 
Old Hickory hydroplant, units 1-3! 17, 000 
Widows Creek steam plant, units 5-6__-.-__-___________- 526, 000 
Total for continuation of projects underway --—_________ 5, 411, 000 
Total projects started prior to fiscal year 1955__________ 9, 947, 000 


Projects to be started in fiseal year 1955: 
Transmission connections for: 


Cheatham hydroplant, units 1-3 !_-.--.------_--- 200, 000 
Shawnee-Calvert-Kentucky Dam 154-kilovolt connection______ 1, 000, 000 
Total for new projectet 1, 200, 000 


Total direct obligations, appropriated funds 
1 Cumberland Basin projects of the Department of the Army. 


Primary transmission system facilities to be financed from corporate funds in 
1955 total $8,883,000, of which $7,036,000 represents continuation of work on 
projects started prior to 1955. The latter estimate includes $6,986,000 for new 
primary substations and line connections at or near Cullman and Muscle Shoals, 
Ala.; Belfast, Chattanooga, Lebanon, Memphis, and Nashville, Tenn.; and 
Bowling Green and Mayfield, Ky.; $275,000 for condenser installations at Martin, 
Tenn., and Midway, Miss.; $242,000 for increasing the capacity of new primary 
substations at Huntsville, Ala., and at Knoxville and West Nashville, Tenn.; and 
$64,000 for installing larger conductor on the Pickwick-Jackson 154-kilovolt line. 
Offsetting credits of $531,000 will result from retirement of transformers and oil 
circuit breakers at West Point, Miss., and South Nashville, Tenn., primary 
substations. 

The remainder of the corporate funds provided for primary transmission 
facilities, $1,847,000, is required for prejects to be started in 1955. This estimate 
includes $200,000 to begin construction of two new primary substations; $412,000 
to increase the capacity of existing primary substations at Centerville and 
Pickwick, Tenn.; $435,000 to install capacitors in the Calvert City, Ky., area; 
and $800,000 for construction of a primary transmission connection between 
Watts Bar and Charleston, Tenn. 

Direct construction expenditures of $8,472,000 will be required in 1955 to 
increase the capacity of subtransmission facilities. Of this amount, $2,434,000 is 
for continuing work started prior to 1955, including $288,000 for 5 new sub- 
stations; $1,725,000 for new 66-kilovolt connections (and associated substations) 
between Covington and Atoka, Tenn.; between Bowling Green and Morgantown, 
Ky.; and connecting Tiptonville and Ridgely, Tenn.; also new 44-kilovolt con- 
nections between Fort Payne and Gaylesville, Ala.; between Maben, Eupora, and 
Calhoun City, Miss.; and from Hickory Valley, Tenn., to Ripley, Miss., via 
Walnut; $381,000 is provided for capacity increases at nine existing substations; 
and $40,000 is provided for completing the conversion of the MeEwen-Dickson, 
Tenn., line from 44-kilovolt to 66-kilovolt operation. The remainder of the 1955 
estimate for subtransmission facilities, $6,038,000, covers line and substation 
additions (to be started in 1955) throughout the power-service area where loads 
have outgrown existing supply facilities. Of this amount, $4,224,000 is for new 
66-kilovolt ana 44-kilovolt transmission lines and substations and $1,814,000 is for 
capacity increases at existing 66-kilovolt and 44-kilovolt substations. 

The remainder of the 1955 estimate, $5,972,000, includes $1,180,000 for addi- 
tions to and major rehabilitation of communication facilities; $1,135,000 for static 
capacitors and low voltage switch installaticns, $1 million for transmission tacili- 
ties to serve such new loads as mav develop in the power service area within the 
next 2 vears, and for which facilities are not otherwise provided; $240,000 for 
major rehabilitation of a number of 44-kilovolt and 66-kilovolt transmission lines; 
$499,000 for rehabilitation, additions, and replacements at generating plants; 
$1,139,000 for a continuing program of minor substation and transmission line 
replacements of a maintenance nature and purchase of tools and equipment for 
transmission construction and operating purposes; $491,000 for warehousing 
facilities and operating crew quarters; and $288,000 for miscellaneous facilities. 


|| 
— 
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ADDITIONS AND IMPROVEMENTS AT COMPLETED PROJECTS 


Actual obligations for 1953 and estimated obligations for 1954 and 1955 are 
shown in the following table. 


1953 actual | 1954 estimate} 1955 estimate 
Appropriated funds (multipurpose projects): 
Construction cleanup work on completed projects_- ’ $65, 287 $48, 000 $188, 000 
Site improvements and public-use facilities. .......____._- 137, 760 246, 000 152, 000 
Construction for malaria control. ___.__...._.__.....-...-.- 594, 690 539, 000 345, 000 
Access roads to cabin sites scheduled for sale___- | 32, 463 50, 000 50, 000 
oy of operating mechanisms for spillw ay gates 
Miscellaneous plant and 88, 94, 000 20, 000 
.| “921, 736 | 1, 339, 77, 000 
inor additions and improvements to generating stations | 59, 423 | 35, 000 | 176, 000 


Construction cleanup work on completed projects 


The 1955 estimate of $188,000 for construction cleanup work covers final 
land surveys, land records, allowances for court awards for land acquisition 
cases in process of condemnation, preparation of record drawings and reports 
recording data on projects as built, and limited-term maintenance of fills on 
relocated highways along Kentucky Reservoir. About half ($96,000) of the 
1955 estimate relates to work on final record drawings showing features of proj- 
ects as built and final technical reports for engineering reference and maintenance 
purposes. An amount of $71,000 is required for permanent land marking and 
land record plats. Allowances for court awards in condemnation cases and 
technical and legal services required in connection with such cases are estimated 
at $19,000. It is estimated that. maintenance of fills on relocated highways along 
Kentucky Reservoir will cost $2,000 in 1955. The 1953 and 1954 figures include 
nonrecurring credit items reflecting damage claims previously recorded in the 
accounts which did not materialize and other credits related to the completion 
of major projects. ’ 

Site improvements and public-use facilities 

TVA projects are open to the public and are points of interest for a great 
number of visitors. During fiscal year 1953 there were over 6 million visitors 
to TVA dams. There were almost 1 million visitors at Kentucky Dam; 460,000 
at Pickwick; 350,000 at Guntersville; and 275,000 at Cherokee. Such large 
assemblies of people require parking space, proper sanitation facilities, and 
other service installations. TV A provides only minimum facilities necessary 
to meet reasonable standards of public safety and convenience. During World 
War II, public service facilities on dam reservations then coming into being 
were deferred to conserve materials and manpower. This caused no serious 
problem at the time because visitors were excluded from TVA installations. 
It did, however, leave a backlog of uncompleted items which became necessary 
when visitors could again be admitted. 

Completion of this work has been planned so that all essential major items 
of this nature now foreseen will be finished by 1960. The program will require 
about $200,000 a vear until that time. During 1953, a visitors’ building for 
South Holston Dam was started which will be finished in 1954. Needed improve- 
ments at Guntersville Dam were initiated on which work is scheduled to con- 
tinue through 1954 and 1955. In 1954, a public toilet and public safety head- 
quarters building at Kentucky Dam, and a property maintenance building at 
Douglas Dam will be constructed. Miscellaneous improvements, including a 
public toilet building at the east end of the dam, will be completed on the Pick- 
wick reservation. 

The 1955 estimate of $152,000 includes $56,000 for continuation of improve- 
ments at Guntersville; $45,000 for a visitors and public safety headquarters 
building at Cherokee; $35,000 for parking space near the Wilson Dam hydro- 
plant; $15,000 for resurfacing the access road to Hales Bar Dam; and $1,000 
for cleanup work on the improvements at Kentucky Dam. 

Guntersville, $56,000.—The improvements at Guntersville proposed for 1955 
include resurfacing the south access road (4,000 linear feet); straightening and 
paving the north side road from the dam to a downstream public-use area (4,800 


| 
i 
\ 


2370 


linear feet); completion of visitor parking areas started in 1954; and installation of 
permanent directional and informational signs. Visitors’ parking space for 50 
cars in an area 500 feet long will be provided in 1954. In 1955 it is proposed to 
extend this space by 1,200 feet to accommodate 100 additional cars. No roadway 
crosses Guntersville Dam, and visitors and fishermen in considerable number 
(often as many as 4,000 a day) concentrate in this area. Controlled parking is 
required for public safety and property protection. 

Cherokee, $,5,000.—Visitors to the Cherokee Reservation have averaged over 
250,000 a year during the past 5 years. There have been months in which there 
were more than 50,000 visitors. There are no flush-type toilet facilities available 
to the public on this reservation except at the powerhouse, which is open to the 
public only for limited hours and is never open to the public during periods of 
national emergency. Visitors concentrate across the river and about 2 miles 
away from the powerhouse. Pit privies are the only toilet facilities now provided. 
These must be moved at frequent intervals and costs are consequently high. 
Public safety service officers have temporary space in an old construction building 
downstream from the dam. This is unsatisfactory because it is too far removed 
from the center of greatest visitor concentrat‘on. 

It is proposed to combine toilet facilities for visitors with space for public 
safety officers headquarters in a new one-story building. The building will be of 
masonry construction on a concrete slab floor with an area of about 1,400 square 
feet. The estimated cost includes grading, building construction, sanitary disposal 
facilities, site preparation, paths, and steps for access from adjacent existing 
parking areas. 

Wilson, $35,000.—Road access and parking space for the Wilson Dam power- 
house consist of an ungraded, poorly defined access road about 700 feet long and a 
concrete apron, approximately 40 feet wide and extending about 200 feet from the 
powerhouse entrance. The turning radius, at the entrance, is too short for present- 
day cars. The present installation dead-ends at the powerhouse. Space now 
used by employees for parking (a maximum of about 25 cars) requires that all 
traffic, in and out, be channeled through a single-lane bottleneck. Structural 
conditions are such that these adverse conditions can be overcome only by pro- 
viding new parking space. When the Wilson Dam properties were transferred 
to TVA in 1933, there were few employees in the Wilsom Dam area and the visitor 
interest was small. TVA has not spent anything to improve road access and 
parking facilities since it took custody of the plant in 1933. 

Due to expansion of the powerhouse, greater use of personal cars by em- 

loyees, and increased visitor attendance, access and parking facilities are totally 
inadequate. There are now more than 100 employees at the Wilson hydroplant. 
There were about 91,000 visitors at the plant in fiscal year 1953, with as many as 
4,500 in a single day. 

Improvements proposed in 1955 consist of paving the access road (3,000 square 
yards) and providing paved areas for parking 30 visitors’ cars (620 square yards) 
and 100 employees’ cars (3,400 square yards), including necessary grading and 
construction of curbs. 

Hales Bar, $15,000.—The access road to the Hales Bar plants gets heavy use 
from coal trucks. The road will need to be resurfaced in 1955 at a cost of $15,000. 


Construction for malaria control 


The 1954 estimate of $539,000 includes $51,000 for replacement of gasoline 
engines with electric motors on pumps at an existing dewatering installation on 
Kentucky Reservoir and $488,000 for shoreline improvements, principally on 
Guntersville reservoir. The 1955 estimate of $345,000 is entirely for shoreline 
improvements, mainly on Kentucky and Wheeler Reservoirs, 

nstruction work to alter the contour of the reservoir shoreline to inhibit 
vegetal growth is the most effective and economical method of malaria mosquito 
control in certain areas of the TVA reservoirs. In some cases construction for 
malaria control was performed as a part of the original dam and reservoir con- 
struction. Studies have shown the need for additional construction in several 
man-stream reservoirs. TVA now has underway a pregram for completion of 
the permanent shoreline grt rmeeg work for malaria control in problem areas 
on Kentucky, Pickwick, Wheeler, Guntersville, and Chickamauga reservoirs, 
The progress in this program is indicated by the following table. 
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Reservoir 
Total 
Gunters- Chicka- | Prosram 
apnea Pickwick | Wheeler ville mauga 
Dees 
| 
he to July 1, 1949 $22, 556 $10, 132 | $53, 090 $30, 240 $56, 327 $172, 345 
Fiseal year 1950- 26, 541 119, 933 |..-.. 146, 474 
Fiscal year | 188, 195 43,038 | 233 
Fiseal year 1952... 274, 236 3, 032 277, 268 
Fiseal year | 336, 539 257, 422 593, 061 
Estimated: 
Fiseal year 1954_.... 9,000 |... 1, 000 475, 000 3, 000 | 488, 000 
Fiscal year 1955_-...-- 243, 000 | 91, 000 2, 000 9, 000 - 000. 
Later years........... 2, 000 80, 000 271, 000 | 353, 000 
Total direct obliga- | 
we 303, 097 10, 132 1, 143, 993 810, 732 339,327 | 2,607, 281 
Administrative and 
6, 903 a, 15, 268 10, 673 | 64, S31 


Total estimated cost $10,000 11, 112 "1,175,000 826,000 | 350, 000 | 2,672, 112 


Work on the shoreline improvement program prior to July 1, 1949, was on an 
experimental basis to test the effectiveness of this type of work as a mosquito 
control method, the performance of specially designed construction equipment, and 
the validity of cost estimates. During fiscal year 1954 shoreline improvements on 
Guntersville Reservoir will be completed. Work on Wheeler Reservoir, which 
was previously planned to be finished in fiscal year 1953, was suspended about the 
middle of that fiscal year to permit use of equipment and men on Guntersville to 
complete the Guntersville work during 1 water year (the latter part of fiscal 
year 1953 and the first part of fiscal year 1954). It is planned in 1955 to complete 
work on Kentucky Reservoir ($243,000), perform about half of the remaining 
work on Wheeler Reservoir ($91,000), and conduct engineering studies ($11,000) 
on other reservoirs. Completion of the work planned on Kentucky and Wheeler 
Reservoirs should result in annual savings in malaria control cost of $27,000 for 
Kentucky and $13,000 for Wheeler. These savings will recover construction 
costs for Kentucky in about 9 years and for Wheeler in 13 years. The useful life 
of the improvements is estimated at 100 years. The shoreline improvements will 
also provide a greater degree of protection against unusually adverse malaria 
mosquito conditions. An incidental benefit is the reclaiming of substantial land 
areas which will be useful for grazing, hay growing, and timber production. 


Access roads to cabin sites scheduled for sale 
The 1955 estimate includes $50,000 for constructing low-cost access roads to 
cabin site areas on four reservoirs. Construction of these roads will permit sale 


of surplus yecperees in isolated areas at prices sufficiently enhanced to exceed 
the cost of building the roads. 


Replacement of operating mechanisms for spillway gates at Wilson Dam 

The estimate for 1955 includes $222,000 for completing the rehabilitation of 
operating mechanisms for 52 spillway gates on Wilson Dam. The total job, which 
is estimated to cost $600,000, consists of replacement of hydraulic mechanisms on 
28 gates with new electrically driven mechanical hoisting devices and rebuilding 
the existing hydraulic mechanisms on 24 gates. The job will be about 60 percent 
complete by the end of fiscal year 1954. 


Miscellaneous plant and equipment 
The 1955 estimate of $20,000 covers a number of miscellaneous additions and 
retirements at completed projects, such as boats, motors, and other portable 


malaria control equipment, and storage sheds, mowers, rakes, and small tools for 
maintenance of dam reservations. 


Minor additions and improvements to generating facilities 

The 1955 estimate of $176,000 from corporate funds (power proceeds) covers 
cleanup of design work, construction services, and final technical reports on 
recently installed hydro generating units and steam plants, work on land records 
for single-purpose power reservoirs, purchase of reservation maintenance tools for 
single-purpose power projects, and minor additions and retirements at various 
powerhouses. 
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NAVIGATION FACILITIES 


Plans for proposed navigation facilities have been developed in cooperation with 
representatives of the Corps of Engineers, Department of the Army. The 1955 
estimate of $234,000 covers the following items: 


Sontinuing design work on a new navigation lock, Wilson Dam__-____- $97, 000 

Other navigation facilities: 
Raise and extend lower guide wall at Wheeler lock_______________ 134, 000 
Design of mooring cells for Guntersville Dam___________- 2, 000 
Preliminary planning for future improvements at Chickamauga lock. —_1, 000 


New navigation lock), Wilson Dam 


The TVA system of dams on the main stem of the Tennessee River has created a 
navigation channel from Paducah, Ky, near the mouth of the Tennessee to Knox- 
vill, Tenn., some 650 miles upstream; $156,580,000 has been invested to make the 
river navigable. At the center of this navigation system is a serious bottleneck, 
the old lock system at Muscle Shoals. A small adaitional investment to improve 
lockage facilities at this point will greatly increase the benefits of the investment 
in the whole system. 

Three lockages—through a tandem double-lift lock at Wilson Dam and a single- 
lift lock at lock and dam No. 1, about 2.6 miles downstream from Wilson Dam— 
are necessary to pass traffic between Pickwick and Wilson Reservoirs. These 
old locks were designed about 35 years ago to meet the needs of navigation as 
visualized at that time. The controlling lock size is 60 by 292 feet. Barges 300 
feet long are in use on other rivers but can reach no more than one important 
Tennessee River port because of the restriction at Muscle Shoals. The filling and 
empty mechanisms and channel approaches are also obsolete. 

Having the tandem lock arrangement at Wilson Dam alone doubles the oper- 
ating time that would be required with a single-lift lock. In addition, each of the 
2 small lock chambers requires tows to be broken into many units, each unit 
requiring 2 separate lockages; thus the total locakage time is 6 to 8 times that 
of a standard 110-foot by 600-foot single-lift lock. 

Delays are also experienced for other reasons: Both the lower approach to 
lock No. 1 and the upper approach to Wilson locks are extremely difficult to navi- 
gate, requiring tows to proceed very slowly. Lock No. 1 is closed by high water 
approximately 1 week per year on the average, stopping all traffic. The Wilson 
locks must be closed for repairs more frequently than any other lock on the 
Tennessee River. 

The practical traffic capacity of the Wilson locks is 2,400,000 tons per year, 
which is by far the lowest capacity of any lock on a major inland waterway in 
this countrv. The oldest and slowest lock on the Mississippi River, Keokuk, has 
an hourly capacity 3.2 times as great as Wilson. The slowest lock on the Ohio 
River, No. 41. can accommodate 6 to 9 times as many barges per lockage as the 
controlling chamber at Wilson. 

Traffic through the Muscle Shoals locks includes the most vital commerce on 
the river. These locks handle all of the valley’s waterborne imports of grain. 
automobiles, and molasses; all river traffic associated with the operation of AEC 
facilities at Oak Ridge, Volunteer Ordnance Works at Chattanooga, and the 
Huntsville, Ala., arsenal; and the bulk of all Tennessee River traffic in petroleum 
products, iron and steel, scrap metals, fertilizer, phosphate rock, sulfur, and coke. 
Through Wilson locks, as for the river as a whole, coal shows the greatest rate 
of increase among all commodities shipped. 

Tennessee River traffic is growing rapidly—in 1952, tonnage totaled 5,850,000 , 
tons, or 90 percent more than in 1950; the 1953 tonnage will exceed 6,500,000. 
Traffic through the Wilson locks rose from 452,000 in 1945 to 1,128,000 tons in 
1952; it is estimated at 1,300,000 tons in 1953. On the basis of experience to date, 
new movements definitely scheduled to begin within the next 6 months, and addi- 
tional movements for which shippers have bought or are’seeking to buy terminal 
sites, the traffic at Wilson locks will reach the practical locking capacity by 1958. 
Since a uniform distribution of traffic cannot be expected throughout the year, 
severe delays will occur before the annual traffic rate reaches 2,400,000 tons. 

Unless a new large lock is provided as soon as possible, the situation at Muscle 
Shoals will place a rigid ceiling on further development of traffic on the Tennessee 
River and will preclude realization of full value of the public investment in the 
Tennessee waterway. With a new lock at Wilson Dam, it is estimated that river 
traffic past Wilson Dam will reach 3,100,000 tons in 1963. 
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The 1955 estimate includes $97,000 for continuing design work on a new lock 
at Wilson Dam for which construction is planned to be started in 1956. The 
general plan for the new lock calls for a single-lift with a 110-foot by 600-foot 
chamber and a dredged canal trom the lower lock entrance to the head of Pickwick 
Reservoir, by-passing lock and dam No. 1. Construction of the new lock will 
require raising an existing highway bridge across Wilson Dam to clear the lock 
and a new lock chamber downstream from the existing lock to replace the present 
lift at lock and dam No. 1. The existing locks at Wilson Dam wiil be kept in 
operating condition as an auxiliary for emergency standby service. The total 
cost of the project is estimated at $35,000,000. 

Other navigation facilities 

The estimates include $134,000 for raising by 6 feet the lower lock guide wall 
at Wheeler Dam and increasing its effective length by installing 3 steel sheet 
piling mooring cells 100 feet apart. The top elevation of the lower guide wall 
at Wheeler lock is 512.3. This elevation was based on the original Wilson pool 
elevation of 505 and provided a freeboard height of 7.6 feet, which was reasonably 
adequate for the size of barges operating on the inland waterwavs 20 vears ago. 
The Wheeler lock was built in the period between January 1933 and December 
1936. Since 1936 Wilson Dam has been raised by 2.9 feet. The size of barges 
using the Tennessee River has increased substantially. The high rakes of empty 
barges override the existing guide wall. This is a hazard to the barges and has 
repeatedly caused safety railings, light standards, and other sturctures to be 
knocked off the wall. Present day tows range up to 1,000 feet in length. Tows 
of this size must break up into as many as four units to pass threugh the lock. 
Whereas the existing wall is 300 feet long, at least 600 feet of guide wall length 
is necessary to provide mooring space for breaking down tows to enter the lock 
or for reassembling after leaving it. 

Additional mooring facilities will soon be needed at Guntersville Dam. The 
1955 estimate includes $2,000 for beginning design work on these facilities. 

As river traffic continues to grow, minor improvements to the Chickamauga 
lock will be required. The 1955 estimate includes $1,000 for preliminary planning 
work on such improvements. 


INVESTIGATIONS FOR FUTURE PROJECTS 


The planning and scheduling of additional navigation, flood-control, power, and 
multipurpose projects require extensive preliminary engineering work. Potential 
project sites are investigated to permit proper selections among alternative sites 
for needed future installations. Drilling and other field explorations are neces- 
sary to determine foundation characteristics and to compare the relative engi- 
neering feasibility of different locations. Preliminary design studies of sufficient 
scope are made to compare probable operating characteristics and costs. 

In fiscal years 1954 and 1955 it is proposed to finance investigations of dam 
and reservoir projects, major navigation improvements, and flood-control facili- 
ties from appropriations and to finance investigations of additional generating 
units at existing dams and new steam plants from corporate funds (power pro- 
ceeds). This plan of financing permits the scheduling of power investigations 
to be tied more closely to requirements of the overall power system. 

The 1955 estimate of appropriated fund requirements is $125,000. The funds 
will be used to investigate several potential dam sites on tributaries of the Ten- 
nessee River, including the extension of Fort Loudoun Dam across the Little 
Tennessee River, the Melton Hill site on the Clinch River, and the Surgoinsville 
site on the Holston River; additions to navigation facilities, particularly a new 
lock at Hales Bar Dam; and other potential water contro! projects. Investiga- 
tions of the Melton Hill site have progressed sufficiently to indicate that the 
site can be economically developed for both power and navigation. Due to other 
heavy capital requirements in 1955, however, the project is not being recom- 
mended for construction at this time. This and similar economicelly justified 
projects which may be developed at some future time represent excellent items 
for consideration at a time when the necessity for keeping current capital outlays 
at a minimum is not so pressing. 

The 1955 estimate of corporate fund requirements of $151,000 covers investi- 
gations of potential future steam plant sites and the feasibility of adding power 
generating capacity at Wilson and Wheeler Dams. 
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CHEMICAL FACILITIES 
The TVA chemical laboratories at Wilson Dam, Ala., and the production 


facilities at Wilson Dam and Columbia, Tenn., are an important center of research 
for the development of new or improved fertilizers and processes, and for research 
on and production of munitions. Their operation for peacetime purposes and for 
national defense is described under ‘‘Fertilizer and munitions development,” 
beginning on page 47 of this document. 

The 1955 estimate of $782,000 for chemical facilities provides for prospectin 
and small purchases of phosphate lands, and improvements and replacements o 
existing facilities. These are necessary to complete developments in progress 
and to permit continued economical operation of these facilities. The following 
table summarizes the actual obligations for chemical facilities in 1953 and esti- 
mated obligations for 1954 and 1955. 


| 1953 actual | 1954 estimate | 1955 estimate 

Phosphate lands and rights. ......-...-...........---.-----.-- $93, 832 $155, 000 $155, 000 
535, 545 889, 000 339, 000 
Emergency plant replacements 317, 720 354, 000 350, 000 
—221, 485 — 230, 000 —187, 000 
| 1, 208,844 | 1, 275, 000 782, 000 


Phosphate lands and rights 


The estimate of $155,000 includes $30,000 for prospecting and purchasing 
phosphate lands in Tennessee to consolidate TVA reserves and $125,000 for con- 
tinued prospecting in the hard-rock field in Florida. The Tennessee phosphate 
reserve is limited in scope and the rock is of low quality. The life of this reserve 
can be appreciably extended and the rock economically utilized provided it is 
blended with a higher grade material to make a satisfactory phosphate furnace 
charge. Present operations require the use of a substantial quantity of high-grade 

hosphate rock. he grade and quality of phosphate rock found in the Florida 
Saad rock phosphate reserve area is ideal for this purpose, and if a satisfactory 
reserve can be found, it would provide an assured source of high-grade raw material 
for our Wilson Dam operations. Prospecting in Florida under option agreements 
has shown encouraging results and is to be continued. 
Phosphate facilities 

The 1955 estimate of $339,000 provides for continuation of plant improvements 
now in progress, miscellaneous changes in other facilities to increase their operating 
efficiency and economy, and facilities for abatement of atmospheric pollution. 
No new production facilities are proposed. 

The estimate includes $180,000 for installation of equipment for abatement of 
atmospheric pollution from chemical plant operations. Gaseous fluorides are 
released in quantity from the nodulizing kilns used to prepare phosphate charge 
for electric phosphorus furnaces. These gases constitute the principal and most 
objectionable atmospheric pollutant resulting from eherhicnl plant operations. 
TVA has corrected its atmospheric pollution problem at Columbia, Tenn., by 
installing fluorine recovery equipment. Sale of the byproduct calcium fluoride 
has partly offset the cost of recovery. Similar equipment has been installed 
recently on the metaphosphate unit at Wilson Dam. It is expected that sale 
of the byproduct recovered from the nodulizing kilns will defray part, if not all, 
of the recovery cost. However, justification of fluorine recovery equipment is 
based primarily on correction of a serious atmospheric pollution problem. 

In 1954, installation of facilities for processing byproduct slag from two _— 

horus furnaces at Wilson Dam was started. xpanded slag will be produced 
For use as lightweight concrete aggregate, now much in demand. An estimate of 
$89,000 is included for 1955 to complete the installation of these slag-processin 
facilities. Operation of the facilities will alleviate a pressing byproduct disposa 
problem while liquidating the investment through savings within 3 years. At 
the same time operation will serve to demonstrate the process to industry in the 
interest of reducing the cost of phosphorus for munitions and fertilizers. 

The estimate for miscellaneous improvements totals $70,000. It covers 
technological improvements to calcium metaphosphate facilities arising from 
continuing developmental operations. Improvements made in 1953 resulted in 
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better performance and economy. Further improvements are being studied to 
overcome certain production limitations and complete the development. Some 
minor improvements in other facilities will be required, although they cannot 
always be identified far in advance. 
Nitrogen facilities 

The estimate of $125,000 provides for miscellaneous improvements and replace- 
ments of the kind normally required to maintain efficient operation of a large 
chemical plant. Some of the present nitric acid production facilities at Wilson 
Dam, installed during World War I, are obsolete and seriously deteriorated. 
TVA has been able to obtain usable surplus nitric acid equipment from other 
Federal agencies for the nominal cost of dismantling and removing. Efforts will 
be continued to obtain more surplus equipment to replace production facilities 
built in 1918; some equipment may need to be purchased. In addition to pro- 
tecting future operations, this equipment would make savings in maintenance 
and operating costs possible. Should it be possible to obtain the remainder of 
the equipment needed for a set of acid units at nominal cost, these units could be 
completed for about half the normal investment. The estimate for 1955 includes 
$50,000 for dismantling and removing surplus nitric acid equipment should it 
become available from other agencies. 

An estimate of $75,000 is included for improvements to other nitrogen facilities 
of the kind normally required to maintain efficient operation. These miscel- 
laneous improvements cannot always be identified very far in advance. 


Emergency plant replacements 


An estimate of $350,000 is included for emergency plant replacements in 1955. 
This is necessary for the replacement of wornout, obsolete, or inadequate equip- 
ment and for installation of facilities to protect the health and safety of em- 
ployees. These requirements cannot be anticipated item by item but must be 
provided for in an activity of the scope of the TVA fertilizer and munitions pro- 
gram. Examples of replacements which may be required on an emergency basis 
are: electric furnace shell, crucible, transformer, precipitator, catalyst basket, 
nitric acid absorption towers, and railroad facilities. 


General chemical facilities 


The 1955 estimate includes $125,000 for work tools and equipment, $15,000 for 
esmanesy investigations and design studies for future facilities, and $3,000 for 
nal design drawings, less a credit of $330,000 for depreciation on general chemical 
plant and shop facilities. 
GENERAL FACILITIES 


General facilities include such items as office furniture and equipment, trans- 
portation facilities, plant additions and improvements on general-use reservations, 
and construction equipment not assigned to specific projects. These facilities 
are used in all TVA activities. 

: ee in 1953 and estimated obligations for 1954 and 1955 are shown 
elow: 


| 
| 1953 actual | 1954 estimate 1955 estimate 
| 


General construction equipment and inventories.........._..- —$211, 774 $188, 000 — $84, 000 
Office facilities and equipment_-_............-....---..--.---.- 447, 205 234, 000 90, 000 
Transportation facilities and equipment ____-___- 769, 219 636, 000 370, 000 
Other general facilities and equipment ._____.._- 96, 677 76, 362 47,000 


General construction equipment and inventories 

This category reflects changes in inventories maintained for general construction 
purposes and in the net investment in a pool of trucks, tractors, dirt-moving 
equipment, and other machinery which is shifted from project to project with 
changing construction needs. 

The $84,000 credit estimate for 1955 reflects reductions in inventories and 
credits for equipment use and transfers. 


Office facilities and equipment 

1953 actual | 1954 estimate | 1955 estimate 

Building equipment. 30, 542 93, 000 26, 000 
Equipment for office shops. 137, 728 70, 000 30, 000 
Less depreciation on facilities and equipment in service _____-- 219, 164 250, 000 0, 000 


The estimate of $300,000 for office equipment includes $145,775 for replacing 
worn out or obsolete equipment such as typewriters, adding machines, and cal- 
cvlators, and $154,225 for additional furniture and equipment required by con- 
struction and operating activities. 

The estimate of $26,000 for building equipment includes $8,000 for installation 
of fire protection equipment in the Old Post Office Building at Chattanooga and 
$18,000 for installation of miscellaneous building equipment such as boilers and 
heating systems, 

An estimated $30,000 will be required for miscellaneous office service shop 
equipment such as reproduction machines, postage machines, motors, ventilating 
fans, portable heaters, shelving, ete., much of which is for replacement purposes. 
The estimate of $4,000 tor miscellaneous iacilities covers miscellaneous replace- 
ments and minor additions to the telephone system at Wilson Dem. 


Transportation facilitics and equipment 


1953 actual | 1954 estimate | 1955 estimate 

Trucks and heavy mobile equipment. 731, 863 1, 317, 000 870, 000 
121, 319 65, 000 45, 000 
1, 682, 866 1, 556, 000 1, 270, 000 

Less depreciation on facilities and equipment in service. _..__- 913, 647 920, 000 900, 000 


The estimate of $295,000 for passenger sedans provides for the purchase of 
211 vehicles as replacements for an equal number which will have reached an 
age or mileage accumulation when it is more economical to replace than to repair 
them. The number of sedans in the transportation fleet will remain at 845. 

The estimate of $870,000 for trucks and heavy mobile equipment covers the 
purchase of 120 light trucks, 50 medium trucks, 20 heavy trucks, 30 construction 
machines, and 20 heavy trailers. The total number of units scheduled for re- 
tirement in 1955 exceeds the number to be purchased. 

The estimate of $45,000 for aircraft provides for the purchase of a helicopter 
for malaria control and transmission line patrol work to replace a fixed-wing 
airplane which was destroyed in an operational accident in the early part of fiscal 
year 1954. 

The estimate of $59,000 for shop and service equipment covers miscellaneous 
equipment items needed in transportation shops and the cost of installing special 
equipment on trucks and other vehicles. 

The $1,000 estimate for garage facilities covers cleanup of construction work 
on a new garage at Wilson Dam, Ala. 


Other general facilities and equipment 

The 1955 estimate of $47,000 for other general facilities Ai equipment consists 
of $107,000 for minor additions to general facilities on the Wilson Dam reservation, 
engineering equipment, and general plant and equipment items required for pro- 
gram activities and administrative services, less a credit of $60,000 for depreciation 
on facilities in service. 
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NAVIGATION OPERATIONS 


Appropriated fund requirements for direct navigation expense in 1955 are 
$272,000, the same as that for 1954. Actual expense for 1953 is $270,060. Net 
expense figures for 1955, 1954, and 1953 are $2,809,000, $2,820,000, and $2,619,342, 
respectively. Net expense is the direct expense of the program plus depreciation 
on navigation facilities (which involves no cash outlay), administrative and 
general expenses, and a portion of multipurpose reservoir operations expense. 
The figures are made up as follows: 


1953 actual | 1954 estimate 1955 estimate 


Income. ..--.-- } $18, 133 | $17,000 | $49, 000 

270, 060 272, 000 272, 000 

Distribution of administrative and general expenses. .--__- | 19, 843 21, 000 | 22, 000 

TS | } 289, 903 | 293, 000 | 294, 000 

Allocated from multipurpose reservoir operations _.-- | 992, 062 | 1, 152, 000 | 1,176 000 

Total expense before depreciation ____-- ate AE a 4 1, 281, 965 1, 445, 000 1, 464, 000 

Depreciation on navigation facilities. 603, 821 609, 000 | 611, 000 

Depreciation allocated from multipurpose reservoir | | 

operations | 751, 689 783, 000 783, 000 

Tote) | 2,687, 475 2,887,000 | 2, 858, 000 

Net expense of navigation 2, 619, 342 | "2,820, 000 2, 809, 000 


The Tennessee Valley Authority Act assigns to TVA the primary Federal 
responsibility for improvement of the Tennessee River and its tributaries for 
navigation. The 9-foot navigation channel is complete, linking the Tennessee 
Valley with the vast industrial and trade area served by the inland waterway 
system. The operation of the channel is a cooperative enterprise of TVA, the 

orps of Engineers, and the Coast Guard. 

Shipper use of the improved Tennessee River continues to exceed predictions. 
Traffic movement in 1952 totaled 797,203,000 ton-miles—24 times the 1933 
traffic level. The 1953 preliminary total is more than a billion ton-miles, in- 
volving the movement of 7 million tons of freight, the figure originally predicted 
for 1960. The predicted level of transportation savings benefits, $9 million by 
1960, has obec been surpassed. In 1952 shippers saved about $10 million 
by their use of the river instead of other means of transportation. This exceeds 
all Federal costs for the waterway by an amount equal to a 4 percent return on 
the Federal investment in the improved channel, 


Navigation engineering and transportation economics, $231,000 

This estimate provides the basic engineering and operational planning, tech- 
nical services, and transportation economies research required by TVA ir develop- 
ing the navigation potential of the Tennessee River. It is $21,000 below the 
latest 1954 estimate, which is itself $12,000 below the estimate submitted to and 
approved by the Congress last year. 

The objective of TVA’s navigation engineering work is to insure that Federal 
navigation facilities in the valley are maintained and modified as necessary to 
promote navigation on the Tennessee. Major activities include the preparation 
and maintenance of reservoir charts, the marking of secondary channels, and 
general engineering planning for lock and channel improvement. Technical 
advisory assistance is given shippers, barge lines, and State and local agencies on 
the design of terminal and floating equipment and on planning the development 
and use of waterfront industrial lands. In 1953, such assistance was given to 
20 private firms on terminal planning problems. ‘This is one way in which the 
investment in navigation facilities is made to produce a higher rate of use and 
benefits. 

For example, a small Sheffield, Ala., trucking contractor who had no previous 
experience with water transportation was about to contract for unloading bulk 
salt from barges and trucking it to a new defense plant. He was helped in finding 
a suitable terminal location and advised on several alternative ways of building 
and operating the terminal at lowest cost. At Guntersville, Ala., a local inde- 
pendent petroleum distributor and an out-of-State coal company, both inexperi- 
enced in water-transportation problems, were furnished information for use in 
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design and construction of river terminals. A new paper and woodpulp plant, 
which has just located in the valley, was helped in finding the most economical 
locations for a network of barge-loading sites extending over the States of Ten- 
nessee, Mississippi, and Alabama for handling its pulpwood supply. More than 
50 private firms have invested over $225 million in waterfront industrial plants 
along the Tennessee waterway since 1933. About 40 of them use water trans- 
portation, and the most of this group own terminals. State and local agencies 
also use information from TVA in community planning to conserve remaining 
available industria! areas on the river. 

Transportation economics research completed to date has identified the arti- 
ficial barriers, legislative and regulatory, to full economic use of Tennessee River 
transportation services. Effective work has been done on overcoming certain of 
those barriers. Together with 15 regional groups, including the Southern Gov- 
ernors’ Conference, Tennessee River port cities, private grain dealers, and regional 
farm groups, TVA intervened in the Barge-Grain case now being heard by the 
Interstate Commerce Commission. Rail rates for grain moving from ports on 
the Tennessee River are considered excessive by barge operators and those con- 
cerned with agricultural problems in the Southeast. ‘This inhibits the barge 
movement of grain in cases where rail handling is also involved and affects the 
cost of grain. Most recently TVA has been instrumental in successful efforts by 
coal producers and a coal-sales organization to reduce rail rates on coal movements 
from southern Appalachian fields to the Harriman coal terminal for barge move- 
ment beyond. The result is a new, lower-cost route for domestic coal from this 
distressed field to the important upper Mississippi River market. 


Operation of public-use river terminals, $34,000 

In 1952 the four public-use general-commodity terminals built by TVA during 
World War II were leased to private operators. These terminals, located at 
Knoxville and Chattanooga, Tenn., and at Decatur and Guntersville, Ala., being 
the only general public-use terminals at these ports, make it possible for many 
small shippers to use the waterway. TVA receives a percentage of the gross 
income from the operation of these leased terminals. 

In addition to these four terminals, TVA owns a coal terminal at Harriman, 
Tenn. An estimate is included for operation of the coal terminal by TVA in 
1955. It is expected that a private firm will move a considerable tonnage of coal 
through the terminal destined for points in the Midwest. ‘The first shipments 
on this movement were made in September and October 1953. As soon as this 
traffic is firmly established, TVA hopes to interest a private operator in taking 
over the Harriman coal terminal under a lease-purchase agreement. 

Direct TVA expense of the four public-use terminals and the coal terminal in 
1955 is estimated at $34,000. It is expected that they will produce $49,000 
income for TVA in that year. 


Power for lock operations, $7,000 


Navigation locks on the Tennessee River are operated by the Corps of Engi- 
neers. TVA furnishes the power required in their operation at no cost to the 
Army. It is estimated that the cost of electric power will be $7,000 in 1955. 


Fioop-ContTROL OPERATIONS 


Operation of the flood-control system on the Tennessee River consists prin- 
cipally of using storage space in upstream reservoirs for seasonal retention of ex- 
cessive runoff and of regulating the discharges from reservoirs to rates of flow 
which can safely be handled by downstream channels and reservoirs. This system 
not only averts damage to cities and agricultural lands in the Tennessee Valley 
but also reduces flood crests on the lower Ohio and Mississippi Rivers. Regulation 
afforded by the Tennessee River system can reduce flood crests at Cairo, Ill., by 
from 2 to 4 feet below those that would otherwise occur and by lesser amounts on 
the Mississippi River as far south as the mouth of the Red River. Since the first 
project in the TVA system was placed in operation (1936), regulation of TVA 
reservoirs to reduce flood crests has averted damage at the city of Chattanooga 
alone of more than $45 million. Reductions of flood heights at Cairo by nearly 
two feet have been accomplished several times, averting considerable damage to 
that city and to properties farther down the Mississippi River. 

The major items of cost consist of a portion of the expense of operation of multi- 
purpose reservoirs and depreciation of major structures. Neither of these requires 
a direct appropriation for flood-control purposes because fund requirements for 
operation of multipurpose reservoirs are included in the multipurpose reservoir 
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operations program, and depreciation is an accounting transaction requiring no 
current outlay of funds. 

The total expense of flood-control operations is estimated at $2,538,000 in 1955, 
compared to $2,518,000 in 1954 and actual expenses of $2,253,028 in 1953, which 
are made up as follows: 


1953, 1954, 1955, 


76, 749 | $124, 000 | $124, 000 
Distribution of administrative and general expenses________. | 8, 560 | 9,000 | 10, 000 


| | | 
| 
} actual | estimate | estimate 
| | 
| | | 


Total . 85, 309 | 133, 000 | 134, 000 
Allocated fr 996, 723 1, 161, 000 | 1, 179, 000 
1, 082, 032 | 1, 294, 000 | 1, 313, 000 
319, 652 325, 000 | 326, 000 
851, 344 | 899, 000 | 899, 000 


Total expense of flood-control operations .__......-...___| 2, 253, 028 | 2, 518, 000 | 2, 538, 000 


The activities which require appropriated funds include collection and analysis 
of flood data; studies to improve operations of the existing system; studies of poten- 
tial projects which could affect flood control on the Tennessee River system; and 
technical advice and assistance to state and local governments to encourage their 
assumption of responsibility for solution of local urban and rural flood control 
problems. The 1955 estimate for these activities is $124,000. 

The estimates for collection and analysis of data ($76,000 in 1954 and $72,000 in 
1955) are based on streamflow occurrences experienced in an average year. When 
extremely high streamflows or repeated moderately high streamflows occur, special 
investigations, studies, and reports must be made on the flow occurring and on the 
relation between water levels actually experienced and those which would have 
occurred without regulation. Information thus gained not only is valuable to 
aid in determining guides for reservoir operations in future similar circumstances 
but also is necessary to provide facts to answer damage claims which may be 
asserted. If such high streamflows occur in either 1954 or 1955, the direct flood 
control expenses might exceed the estimates, and in such an event the additional 
funds required would have to be provided by adjustments within the total budget. 

TVA has a continuing interest in local flood-coptrol problems because their 
solution is important to the development of the valley. In the Tennessee Valley, 
as in other parts of the Nation, little initiative has been taken by States and cities 
in assuming responsibility for local flood-control problems, partly because the 
Flood Control Act of 1936 and subsequent legislation assumes for the Federal 
Government the major share of the financial responsibility in such problems. 
There is much that communities, counties, and States could and should do for 
themselves in these local flood situations. In many cases the construction of pro- 
tective works is within the financial capability of the communities involved. The 
assumption by the State and the local community of joint responsibility for the 
construction of flood protection works of a local nature would relieve the financial 
burden of the Federal Government, encourage construction of such works only 
when they are sound and economically justified, and increase the effectiveness of 
State and local zoning activities. Today in the valley none of these units of gov- 
ernment is organized to handle flood problems. 

The 1955 estimate includes $52,000 for continuation of cooperative projects 
with 1 or more of the valley States, planned to be started with 1 State in 1954. 
The 1954 budget includes $48,000 for this purpose. TVA would be prepared to 
help the States to secure and organize staffs to provide technical advice and 
assistance to the States. The ultimate aim of the project is the creation of State 
agencies to plan local flood-control projects and to provide State leadership in 
developmental projects. The research and demonstration projects conducted 
under the tributary watershed program should prove valuable in helping local 
agencies to organize and plan effective programs. TVA recognizes that progress 
in this work may be slow and the expenditure of funds will be conditioned by the 
development of local interest and initiative. This approach to local flood prob- 
lems may be successful in encouraging a new pattern of Federal-State responsi- 
bility in a field where local matters have been made a direct concern of the Fed- 
eral Government and the States have been excused from a responsibility more 
appropriately their own. 
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ScHEeDULE B—1.—Power Operations 
[For fiscal years ending June 30, 1953, 1954, and 1955] 


1953 actual | 1954 estimate | 1955 estimate 
Income: 
Operating revenues: 
Sales of electric energy: 
Municipalities and cooperatives_.............--.-- $47, 138, 272 | $54, 900, 000 $62, 700, 000 
Commercial and industrial... 23, 198, 193 25, 700, 000 29, 250, 000 
a RE ee eee 31, 505, 622 53, 100, 000 107, 250, 000 
119, 879 130, 000 140, 000 
101, 961, 966 | 133, 830, 000 199, 340, 000 
Rents and other revenues... ..............--..-.-2-..- 572, 097 | 608, 000 619, 000 
Total operating ~evenues, exclusive of interdivision- | 
102, 534,063 | 134, 438, 000 199, 959, 000 
Incidental income from recovery of operating expenses: 
Sales promotion 130, 134 128, 000 130, 000 
Interest from long-term receivables_............._..-.----- 7, 362 15, 000 15, 000 
Total incidental income (note 1). .................-..---- 2, 469, 967 482, 000 353, 000 
105, 004,030 | 134,920,000 | 200, 312, 000 
Expenses: 
Production: 
37, 154, 362 54, 181, 000 85, 918, 000 
5, 856, 721 2, 404, 000 1, 556, 000 
Interchange power received ...__...........-.-...---- 9, 940, 468 7, 894, 000 5, 118, 000 
Total production expense_...-.........-..--------.-- 52, 951, 551 64, 479, 000 92, 592, 000 
6,775,385 | 7, 259,000 7, 640, 000 
Customers’ accounting and collecting... 107, 719 122, 000 131, 000 
3, 418, 110 3, 577, 000 4, 092, 0U0 
General operating expense. 3, 696, 679 4, 383, 000 4, 665, 000 
debt! 2: 674, 757 707, 000 616, 000 
Total operating and interest expense.___..._.....----.-- 68, 288, 832 81, 292, 000 110, 510, 000 
Less interdivisional sales and rents (note 2)_......-..-_--- 2, 343, 807 2, 390, 000 2, 480, 000 
65, 945, 025 78, 902, 000 108, 030, 000 
Distribution of admiristrative and general expenses 
1,018, 319 1, 160, 000 1, 275, 000 
66, 963, 344 80, 062, 000 109, 305, 000 
Allocated from multipurpose reservoir operations. ______- 1, 329, 464 1, 549, 000 1, 573, 000 
Total expenses before depreciation. .__..........-.-..--- 68, 292, 808 81, 611, 000 110, 878, 000 
Depreciation on power facilities........_........-.-----.-- 16, 766, 948 22, 303, 000 32, 28u, 
Depreciation allocated from multipurpose reservoir op- 
Net income from power operations-._-.........--.------ 18, 626, 714 | 29, 788, 000 55, 936, 0u0 


Note.—In accordance with the uniform system of accounts prescribed by the Federal Power Commis- 
sion, TVA’s published financial statements reflect these items as follows: 
1. Incidental income is deducted from the appropriate operating expense. 
2. Interdivisional sales and rents aie included in operating revenues. 
These departures are made herein for clarity of presentation for budgetary purposes. 


PowER OPERATIONS 


During fiscal year 1955, 2,713,500 kilowatts of new capacity is scheduled for 
completion, bringing the total installed generating capacity of the TVA system 
(including plants of the Aluminum Company of America and the Department of 
the Army) to 8,795,185 kilowatts. The total energy supplied to the system from 
these facilities and from other systems under purchase and interchange agreements 
is estimated at about 50.6 billion kilowatt-hours in 1955. This compares with an 
estimated supply of 34.5 billion kilowatt-hours in 1954 and the actual supply in 
1953 of 27.3 billion kilowatt-hours. The total energy delivered by the TVA 
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system (exclusive of transmission losses), including sales, deliveries to the Alumi- 
num Company of America under the Fontana agreement, and deliveries to neigh- 
boring utility companies under interchange arrangements, is estimated to be about 
48.8 billion kilowatt-hours in 1955 and 33.0 billion kilowatt-hours in 1954, com- 
pared with the actual 26.0 billion kilowatt-hours in 1953. 

The net income after depreciation but before interest charges is estimated at 
$56,552,000 in 1955, compared with the estimate of $30,495,000 in 1954 and the 
actual of $19,301,471 in 1953. The estimated net income for 1955 represents a 
return on the average net investment in the power program of approximately 4.5 

rcent, above the average experienced over the 20 years of TVA’s operations. 

he net income after all charges, including interest on bonded debt, is estimated to 
be $55,936,000 in 1955 and $29,788,000 in 1954, compared to the actual net income 
of $18,626,714 in4953. The estimates assume average streamflow conditions for 
the remainder of the current fiscal year and during all of fiscal year 1955. Better 
than average streamflows could produce some increases in net income over the 
estimates. Under continued dry conditions in 1954 or significantly subnormal 
streamflows in 1955, such as were experienced in 1953, the net income for the 
respective years would be sharply reduced by increases in production expenses. 


POWER REVENUES 


Sales of electric energy, exclusive of interdivisional deliveries, are expected to 
increase in 1955 to 46 billion kilowatt-hours as compared to the estimate of 
approximately 31 billion kilowatt-hours in 1954 and the 1953 actual of 23 billion 
kilowatt-hours. The large increase in energy requirements forecast for 1955 
reflects the steadily increasing use of power in the homes, on the farms, and in the 
business and industrial establishments of the region, and the great increase in that 
year in requirements of Federal agencies. 

Requirements of the municipalities and cooperatives distributing TVA power 
are expected to be about 34 percent higher in 1955 than in 1953. Power use 
by Federal agencies in 1955 will be over three times the amount used in 1953. 
Sales to large directly served industries in 1955 are estimated to increase 50 

reent over the actual sales in 1953, mainly as a result of new industrial-plant 
acilities pow under construction. 

Revenues from the sale of electric energy, exclusive of interdivisional sales, 
are expected to increase from the 1953 actual of $101,961,966 to estimates of 
$133,830,000 in 1954 and $199,340,000 in 1955. The average price of power 
sold to large industrial customers and the Federal agencies will decrease as more 
of their requirements are supplied at regular rates from newly completed gener- 
ating units and less is supplied as supplemental power from higher cost sources. 


POWER EXPENSES 


Assuming average streamflow conditions for 1955 and the remainder of 1954, 
total direct power operating expenses, including interest, are estimated at 
$108,030,000 in 1955 and $78,902,000 in 1954, compared to the actual expense 
of $65,945,025 in 1953. The substantial increase in the estimates for 1955 
and 1954 over the actual for 1953 is due principally to greater production costs 
incurred in supplying energy requirements which are 85 percent and 26 percent 
respectively, greater than in 1953. 

he production expense estimates in schedule B-1 are based on the forecasts 
of power requirements used in projecting revenues from the sale of power. Vari- 
= in total production expense from year to year are detailed in the following 
e: 


ee... 
1953 actual | 1954 estimate | 1955 estimate 


Generation expense: 
Hydroelectric $6, 24, 895 $7, 623, C00 | $8, 078, 000 
Steamelectric 28, 933, 033 44, 210, 000 | 75, 634, 000 
Total generation expense..___.-.....................-....| 37,154,362 54, 181, 000 85, 918, 000 
Other production expense: 
Purchased power... 5, 856, 721 2, 404, 000 1, 556, 000 
Interchange power received_--_.-..........-..----.------. 9, 940, 468 7, 894, 000 | * 5, 118, 000 
Total production expense 52,951,551 | 64,479,000 | 92, 592, 000 
| 
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As indicated by the figures, the increase in total production expense in 1955 
and 1954 results in a large part from the fact that steam power provides an in- 
creasingly larger proportion of the total generation on the TVA system. 

The estimates of production expense are based on energy actually in storage in 
the fall of 1953, and the assumption of average streamflow conditions thereafter, 
with due consideration to the amounts of storage reserves which must be main- 
tained to carry loads in subsequent periods. Great variations from the estimates 
for steam-electric generation expense and interchange transactions can result from 
changes in streamflow conditions; substantial variations can also result from 
changes in requirements or the price of coal. 

The increases from year to year in transmission expense and other costs reflect 
the requirements for operating and maintaining the growing power system needed 
to supply the expanding loads in the TVA power service area, + 

The estimates of payments in lieu of taxes are based on revenues from the sale 
of energy, exclusive of sales to Federal agencies, during the preceding fiscal year, 
in accordance with provisions of section 13 of the TVA Act, as amended. The 
estimated payments for 1954 and 1955 are each approximately 5 percent, as pre- 
scribed by law, of such revenues for the preceding vear. 

The estimates for interest expense on funded debt are in accordance with the 

requirements of the United States Treasury, holder of the bonds. 


ScuEepuLe B-2.— Multipurpose reservoir operations for fiscal years ending June 30, 
1958, 1954, and 1955 


1953 actual ! | 1954 estimate | 1955 estimate 


Income (incidental income)........-...-..-.-..--- ae ar $232, 506 | $225, 000 $213, 000 
Expenses: 
Watcr dispatching operations. .... 503, 160 538, 000 541, 000 
Water control investigations._... ...-.-....----.-----..-- 117,354 212, 000 220, 000 
Malaria control... 551, 857 559, 000 549, 000 
Plant protection and services to visitors_- Saba epakeed oe ak 926, 093 1, 024, 000 1, 049, 000 
Operation and upkeep of dam reservations.....-....----_- 382, 034 440, 000 450, 000 
Operation 651, 090 717,000 699, 000 
System improvement studies.........------------------- 30, 116 37,000 40, 000 
29, 220 46, 000 42, 000 
Total direct expenses: 
1, 868, 859 2, 159, 000 2, 181, 000 
1, 482, 019 1, 672, 000 1, 674, 000 
3, 350, 878 3, 831,000 3, 855, 000 
Distribution of administrative and general expenses 
199, 877 256, 000 280, 000 
Total expenses before depreciation __-....-..-....--..- 3, 550, 755 4, 087, 000 4, 135, 000 
Depreciation on multiple-use facilities........~...---- ae 2, 746, 272 2, 900, 000 2, 900, 000: 
Total 6,207,027 | 6,987,000 7, 035, 000 
Net expense of multipurpose reservoir operations.....~_- 6, 064, 521° 6, 762, 000 6, 822, 000 


ALLOCATION TO PROGRAMS 
Nav Nee operations: 


t direct expenses. 932, 099 1,075, 000 1, 086, 000 
Administrative and general expenses... 59, 963 77, 000 84, 000: 
751, 689 783, 000 733, 000 
1, 743, 751 1, 935, 000 1, 953, 000. 

Flood control operations: 
Net direst expemees. 936, 760 1, 084, 000 1,095, 000 
Administrative and general expenses. 59, 963 77,000 84, 000 
1, 848, 067 2, 060, 000 2,078, 000 

Power operations: 

Net direct expenses 1, 249, 513 1, 447, 000 1, 461, 000 
Administrative and general « xpenses. eae pees ‘ 79, 951 102, 000 112, 000 
1, 143, 239 1, 218, 000 1, 218, 000 
2, 472, 703 2, 767, 000 2, 791, 000 


1 Restated according to classification of 1954 and 1955. 
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MvLTIPpURPOSE RESERVOIR OPERATIONS 
(Schedule B-—2) 


The reservoirs created by TVA dams are managed primarily for purposes of 
navigation, flood control, and power. Consistent with these purposes, the reser- 
voirs also serve other interests including programs of other public agencies. The 
activities relate to the management, operation, and maintenance of 19 multi- 
purpose reservoirs. The reservoirs have approximately 10,000 miles of shoreline. 
TVA has responsibility for managing or administering use limitations on approxi- 
mately 450,000 acres of land surrounding the reservoirs. 

istimated direct expenses for multipurpose reservoir operations are $3,855,000 
for 1955, compared to the 1954 estimate of $3,831,000. Income is estimated at 
$213,000 for 1955 and $225,000 for 1954. Of the total 1955 estimate, $1,674,000 
will be financed from corporate funds and $2,181,000 from appropriated funds. 

During the past several years, activities in this program have been reviewed 
carefully and a number of significant economies have been made. These savings, 
however, have been obscured by the general rise in salaries and other costs. In 
1946 there were 16 multipurpose reservoirs in operation. During 1954 and 1955 
there will be 19 in operation. Costs of many of the activities in this program are 
closely related to the number of reservoirs. 

TVA’s multipurpose reservoir operating costs are carried in a single program 
category, although for accounting purposes they are distributed to the three 
primary programs—navigation, flood control, and power. The costs are distrib- 
uted approximately 30 percent to navigation, 30 percent to flood control, and 40 
percent to power. The navigation and flood-control portions are financed from 
appropriated funds, and the power portion from corporate funds. 

In order to make a clearer presentation of the functions involved in the pro- 
gram, the estimates for 1954 and 1955 have been stated in classifications which 
differ somewhat from those formerly used and reflected in financial statements 
for 1953. In certain cases, new titles are used which are intended to be more 
descriptive of the nature and objectives of the work performed. The principal 
change consists of the discontinuance of the category ‘‘Eneineering investigations 
and tests,’”’ which included a number of service activities that have been assigned 
to the program functions they serve. 

The total expense estimates of multipurpose reservoir operations for 1954 
($3,831,000) and for 1955 ($3,855,000) are both lower than the estimate for 1954 
($3,896,000) submitted to and approved by the Congress last year. After allow- 
ing for income credits, the current estimates for 1954 ($3,606,000) and 1955 
($3,642,000) are below the estimate for 1954 ($3,727,000) submitted to the Con- 
gress last year by even greater amounts. 


WATER DISPATCHING OPERATIONS 


The Tennessee is the world’s largest controlled river system. It provides more 
than 14 million acre-feet of useful controlled storage, a 650-mile channel for 
9-foot draft navigation, and has installed hydro-electric generating capacity of 
about 2.8 million kilowatts. The system consists of 30 major projects, includ- 
ing 24 TVA-owned dams in the Tennessee Valley, 1 dam owned by TVA on a 
tributary of the Cumberland River, and 5 dams on the Little Tennessee River 
which are owned and operated by the Aluminum Company of America in accord 
with water-control instructions from TVA. One additional TVA-owned project 
will be placed in service about the middle of fiscal year 1954. All projects are 
operated according to instructions developed at TVA’s central water control 
office at Knoxville, Tenn. Suboffices for collection and analysis of data are 
located at appropriate points in the Tennessee Valley. 

Efficient dispatching cf water through the reservoir system to serve mest ef- 
fectively the major programs of navigation, flood control, and power, and at the 
same time serve other important interests in a manner consistent with the needs 
of these three major programs, requires continuous knowledge of the amount cf 
water stored in each reservoir, the amount flowing in streams, the rain falling, and 
that likely to fall in the next few days on each watershed. Close cooperation with 
the United States Weather Bureau and the United States Geological Survey insures 
full use of all data and services available from these agencies, thereby avoiding 
duplication. Because a large number of zages are needed to determine aceurately 
rainfall amounts and intensities throughout the area, TVA maintains a network 
of 386 conventional-tvpe rain gages and in addition utilizes, wherever feasible, 
120 gages operated by the Weather Bureau. Under a joint agreement, the United 
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States Geological Survey maintains 121 stream-gaging stations throughout the 
valley. The Weather Bureau by agreement with TVA furnishes daily and longer 
period forecasts of rainfall, operates an electronic flood routing unit to aid in fore- 
casting stream flows, and supplies TVA with forecasts of light intensities, himidi- 
ties, temperatures, and other meteorological factors needed in system operation. 
Some 40 special-type gages, developed and maintained by TVA, transmit auto- 
matically by radio stream heights and rainfall amounts from remote areas. All 
these data on rainfall, stream flow, and reservoir storage are assembled in a central 
office in Knoxville where a staff of some 14 employees analyze the data and plan 
water-dispatching operations both currently and on a long-time basis. Instruc- 
tions are transmitted through the power-dispatching offices to the operators at 
each dam who operate the facilities that store or release water. A daily river bulle- 
tin, published cooperatively with the United States Weater Bureau, is distributed 
to persons and firms concerned with stream and reservoir elevations. Data are 
exchanged regularly with the Corps of Engineers in scheduling Tennessee Valley 
reservoir system outflow to provide maximum benefit to the Ohio and Mississippi 
Rivers during both low flow and flood flow periods. Gate settings at dams, charged 
to this activity, are performed as part-time tasks of personnel regularly employed 
at the dams. 

The increase of $3,000 in 1955 over 1954 reflects anticipated minor changes in 
staff time expected to be devoted to this activity. 


WATER CONTROL INVESTIGATIONS 


This includes a variety of studies and investigations needed in connection with 
the operation of the multipurpose reservoir system. Owners of property adja- 
cent to the reservoirs often claim that fluctuating water levels damage their farm- 
lands or pollute their wells, and careful field engineering investigations must be 
made to determine the facts for use in possible litigation. Judged by past expe- 
rience, this work in 1955 will require about 5 man-years. Sediment in the res- 
ervoirs reduces storage capacity; field surveys are made on each reservoir at 
intervals of about 5 vears to determine the storage lost. During 1955 field sed- 
iment surveys will be made on two reservoirs. In addition, office computations 
of sediment volumes will be made for 1 of these and for the 4 reservoirs for which 
field surveys were made in 1954. During flood periods, flow over the spillways is 
compared with that predicted from model tests made before the dam was built 
for checking the propriety of design and indicating possible corrective measures 
for any adverse effects. These activities also include studies to determine the 
effects of impoundages on water quality and stream pollution, methods of pollu- 
tion abatement through water-control practices, the effects of impoundages and 
water-control practices on fish and waterfowl, and feasible water-control practices 
which may be employed to minimize adverse effects on wildlife and the develop- 
ment of commercial fisheries. 

The increase of $8,000 in 1955 over the 1954 estimate reflects a small increase 
in staff time for silt range resurveys and water-control investigations related to 
stream pollution control and wildlife. 


MALARIA CONTROL 


Control of malaria associated with TVA reservoirs requires repetitive control 
measures such as elimination of shoreline vegetation by mechanical means and 
herbicidal applications, and larvicidal spraying with DDT; appraisal of control 
methods; and development of improved techniques. Permanent shoreline im- 
provements (budgeted under ‘‘Additions and improvements to completed proj- 
ects’’) and fluctuation of water levels make it possible to keep the level of repeti- 
tive operations much lower than would otherwise be necessary. Repetitive 
control measures are limited to six main-river reservoirs, where conditions are 
most conducive to the breeding of malaria mosquitoes. Control measures on 
other reservoirs are not scheduled but are done on an emergency basis when 
necessary. Program plans for 1955 on the six reservoirs include plant-growth 
control by mechanical and chemical means on 2,415 acres, drift removal along 
21 miles of shoreline, maintenance of 410,600 linear feet of drainage ditches, 
application of larvicides by aircraft on 28,010 acres, and operation and mainte- 
nance of 10 dewatering areas involving 28,000 hours of pumping operations. 

Continuing investigations are made to appraise the effectiveness of malaria 
control techniques and to develop more efficient and economical control meth- 
ods. Attention will continue to be given to improving aircraft techniques for 
distribution of DDT and other larvicides to destroy adult mosquitoes and larvae. 
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Research conducted by public-health agencies and institutions indicates that 
mosquitoes acquire resistance to DDT. TVA plans to continue studies and 
tests concerning this problem and to study and test the effectiveness of other 
chemicals. Routine surveys and investigations to appraise the incidence of 
malaria have been discontinued. Such appraisals are being made largely by 
regular investigations by State and local public-health agencies. 

The 1955 estimate of $549,000 for malaria control is $10,000 less than the esti- 
mate for 1954. The reduction is made possible mainly by full realization of the 
benefits of shoreline improvement work on Guntersville reservoir performed during 
fiscal years 1953 and 1954. 


PLANT PROTECTION AND SERVICES TO VISITORS 


Under normal peacetime conditions this category includes visitor reception 
services at TVA multipurpose dams and limited guard service to protect the 
properties from damage from fire and theft. In the fall of 1950, TVA developed 
in coordination with defense agencies and put into effect a more intensive plan of 
protection. That plan costs substantially less than the one used during World 
War II. On the basis of security information current in 1952 and 1953, TVA 
reduced the protection standard in those years below the 1950 level. Thus, the 
manpower now assigned to protection of operating properties has been reduced to 
about the equivalent of that which prevailed prior to Korea. This personnel is so 
assigned, however, as to make property protection its maior purpose. Recent 
discussions with representatives of the Office of Defense Mobilization indicated no 
basis for reducing current security and protection measures in light of the Korean 
truce. The 1955 estimate is based on continuation of present standards of protec- 
tion, providing for the equivalent of 32.7 full-time posts at 17 dams (no posts are 
established at Chatuge or Nottelly)—an average of 1.92 full-time posts per project. 

The 1955 estimate of $1,049,000 is $25,000 above the 1954 budget. The increase 
is due principally to reassignment to operating expense in 1955 of costs distributed 
in 1954 to construction accounts for Boone, Cherokee, Fontana, Douglas, and 
Hales Bar projects when additional generating units were being installed at these 
projects. During periods of heavy construction at operating projects, publie 
safety activities serve both operating and construction needs, and the total costs 
are distributed accordingly. 


OPERATION AND UPKEEP OF DAM RESERVATIONS 


The 19 multipurpose dam reservations include 13,825 acres of land and 97 miles 
of gravel and hard-surface roads. <A variety of operations is necessary for the 
upkeep of these roads and grounds. Roads, parking areas, and walkways are 
maintained ; the public-use areas around the dams are graded, planted, and mowed ; 
signs and guardrails are painted and replaced as necessary; janitorial and other 
services must be provided as required. Of the total acreage, about one-half is in 
natural or forest cover; about one-fourth is maintained as meadow or pasture; 
and about one-fourth is maintained for intensive public use. 

The 1955 estimate for these activities is $450,000, which is $10,000 above the 
estimate for 1954. Completion of topographic maps showing the location of all 
reservation facilities as built at South Holston, Watauga, and Boone projects 
accounts for $5,000 of the increase. The remaining $5,000 is the net result of a 
number of adjustments from the current year in the various activity accounts, 


OPERATION OF RESERVOIR LANDS 


TVA owns about 310,000 acres of land around the margins of the multipurpose 
reservoirs and holds easement rights on an additional 137,000 acres above normal 
lake levels. These lands are used by a variety of individuals, agencies, and private 
groups for farming, grazing, parks, camps, boat docks, wildlife refuges, and other 
purposes. Continuous surveillance is necessary to assure that the various uses 
do not conflict with the primary purposes of the reservoirs and are consistent 
with full public use of the reservoirs. Engineering investigations, surveys, and 
maps are made to maintain and preserve survey control markers; to install and 
maintain property boundary and maximum reservoir level markers; and to record 
changes in land ownership and physical developments on the land. The lands 
held by TVA are reviewed periodically in the light of changing program require- 
ments; lands no longer necessary for program purposes are sold. Selling costs 
are included in this category. 
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The licensing of reservoir lands for agricultural and grazing purposes involves 
the public offering of available lands, the review of applications, approval of 
rental rates and crop plans, issuance of licenses, and collection of rentals. Ap- 

roximately 1,200 licenses will be issued in 1955 for the use of about 35,000 acres 
or such purposes. Forest land operation includes provision of forest fire and 
trespass control and marketing of timber and other forest products through sales 
of stumpage. Approximately 10,000 cords of pulpwood and 2,950,000 board 
feet of timber are projected for sale in 1955. 

The 1955 estimate of expenditures for operation of reservoir lands is $699,000, 
which is $18,000 below the estimate for 1954. The decrease results from lower 
requirements for engineering work, principally less services related to transfers of 
land to other agencies. 

The 1955 estimate of income expected to be realized from operation of reservoir 
lands is $195,000. The corresponding 1954 estimate is $207,000. The decrease 
results from reduced land rentals and other fees, reflecting progress made in the 
disposal of surplus land. Estimates of income from sales of reservoir land are 
$425,000 in 1955 and $301,000 in 1954. This income is treated as a reduction in 
the investment in the reserv oirs, and hence is not reflected in the estimates for 
the operation of reservoir land. 


SYSTEM IMPROVEMENT STUDIES 


Continuing studies are necessary to improve the water control system in the 
Tennessee Valley and to provide a basis for further development. hese activi- 
ties include maintenance of a current inventory of the water resources of the 
Tennessee River Basin; preliminary study of possible future project sites and 
costs; geologic investigations on tributary streams; compilation and application 
of data for determination of the fundamental hydraulic features on which the 
planning, design, construction, and operation of the dams are based; and prepara- 
tion and analysis of reports on special design features which will serve as references 
and aids for future design work. The 1955 estimate for this work is $40,000, 
compared to $37,000 in 1954. The small increase reflects some intensification of 
effort to identify possible sites worthy of detailed investigation as potential sources 
of power and other water control benefits. 


OTHER OPERATIONS 


This category covers minor operating activities. The principal continuing 
activities are cleaning reflectors and replacing light bulbs along roadways at the 
19 multipurpose projects; studies of allocation of the system investment among 
the 3 major purposes; and the determination and review of service lives of struc- 
tures and equipment in order to fix proper depreciation rates. The 1954 and 
1955 estimates include $11,000 and $9,000, respectively, for a 2-year study of 
biting insects breeding in TVA reservoirs. The purpose of this study is to assess 
the present and potential problem and determine what controls, if any, may be 
desirable. The 1955 estimate for these activities is $42,000, compared with 
$46,000 for 1954. The decrease reflects lower requirements for the insect study 
and for studies of system allocations 


MAINTENANCE 


Maintenance activities consist mainly of painting spillway gates; maintaining 
spillway gate operating devices and other equipment i.ems saa structur s at the 
multipurpose dams; and maintaining fills on relocated highways and railroads 
affected by adjacent water, Maintenance of certain earth fills is required under 
the terms of eontracts entered into with the owners of the highways and railroads 
when TVA dams were built. Maintenance cos's vary from project to project 
and from year to year. The estimate for 1955 cf $265,00) is $7,900 greater than 
that fo- 1:54. Estimated maintenance rq iirements for the various dam strue- 
tures are “21,000 higher in 1955 than in 1954, but this is offset in part by $14,000 
lower requirements for maintenance of hizhway and railroad fills. 
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ScnHepuLe B-3.—Fertilizer and munitions development (for fiscal years ending 
June 30, 1958, bette’ and 1955) 


1953 actual | 1954 estimate | 1955 estimate 


Income: 
Sale of fertilizer: 
Federal agencies % ‘ $1, 233, 000 $1, 233, 000 
Cooperatives and other distributors Be 9, 127, 258 19, 500, 000 19, 703, 000 


Total sales of fertilizer 9, 505, 17 20, 733, 000 20, 926, 000 

Income from partial payment plan 236, 61: 671, 000 696, 000 

Sales of byproducts and other income 567, 607, 000 572, 000 

Total income -_.. 20, 309, 12 22, 011, 000 22, 204, 000 
Expenses 

Research on products ¢ ind processes (appropriated funds) 383, 1, 315, 000 1, 315, 000 

Basic agronomic research (appropriated funds). _.- 227, 240, 000 241, 000 


Production and distribution (corporate funds): 
Cost of products including pension iation | 7, 37 ; 18, 302, 000 17, 685, 000 
Other expenses 4 3! 494, 000 558, 000 


Gross cost of production and distribution _ _. "7, 826, 423 18, 796, 000 18, 243, 000 
Less products transferred | 
Transferred to farm test-demonstrations below 639, 507 1,075, 000 | 1, 101, 000 
Transferred to other TVA programs. .. | 77, 030 42, 000 50, 000 
Less depreciation included above... 1, 076, 479 1, 045, 000 1, 045, 000 


\ Total direct cost of production and distribution _16, 033, 407 | 16, 634, 000 16, 047, 000 


Farm test-demonstrations: 
. Planning and supervision (appropriated funds) - 380, 799 421, 000 407, 000 
Fertilizer used: | 

Appropriated funds. 40/2, 895 404, 000 405, 000 

Corporate funds____-- } 236, 612 671, 000 696, 000 


Total farm test-demonstrations l, 020, 306 1, 508, 000 


Total direct expense: 
Appropriated funds . 2, 393, 819 2, 380, 000 2, 368, 000 
Corporate funds - 16, 270, 019 | 17, 305, 000 | 16, 743, 000 


Total os | 18,663,838 | 19, 685, 000 19, 111, 000 
Distribution of administrative and general expenses | 
(schedule B-5) : | 432, 290 | 429, 000 | 455, 000 
Total expenses before depreciation - 19, 096, 128 | 20, 114, 000 19, 566, 000 
Depreciation on chemical facilities 1, 133, bar 1, 103, 000 1, 103, 000 
Total expenses. 2 22 29,715 21, 217, 669, 000 


Net income from fertilizer and munitions develop- 
ment 79, 409 | 794, 000 | | 


FERTILIZER AND MUNITIONS DEVELOPMENT 
(Schedule 


The principal peacetime objectives of the TVA fertilizer program are to develop 
new and improved fertilizers and processes for their manufacture, and to test and 
demonstrate the value and best methods of fertilizer use. These objectives pertain 
to the Nation at large, but the activities are intensified in the Tenessee Valley and 
integrated with other regional development activities. The program includes 
technological process research, testing of products under controlled conditions, 
experimental demonstration-scale production and distribution for improv ed 
fertilization practices, and farm test-demonstrations. 

In time of national emergency, the use of TVA’s chemical research and pro- 
duction facilities for national defense is given priority over other uses. During 
World War II, TVA produced substantial quantities of munitions and other 
wartime chemicals and carried out a number of research and development activities 
in cooperation with defense agencies. The facilities and staff are again being used 
in a defense program. TVA is supplying phosphorus and ammonia for defense use. 
The staff has aided in the development and construction of a classified defense 
facility on a TVA reservation and will operate the new facility on a reimbursable 
basis. It is also conducting research in cooperation with the AEC. 
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Appropriated fund expense in 1955 is estimated at $2,368,000 and covers the 
cost of research on products and processes, basic agronomic research, and the net 
cost of farm test-demonstrations. Corporate fund expense (primarily the cost 
of manufacturing and distributing fertilizer) is estimated at $16,743,000. Income, 
almost entirely from the sale of fertilizer, is estimated at $22,204,000. After pro- 
vision for depreciation ($1,103,000) and distributed administrative and general 
expenses ($455,000), total program expense is $20,669,000, and net income is 
$1,535,000. 

RESEARCH ON FERTILIZER PRODUCTS AND PROCESSES 


The three usual steps in the technological development of new fertilizers are 
(1) small-scale or laboratory research; (2) process development or pilot-plant 
experimentation; and (3) demonstration-scale plant operation. The first two 
steps are described below, while the third step is budgeted under ‘Fertilizer 
production and distribution.” 

TVA actively encourages industry to make use of promising research results. 
Its laboratories and plants are visited frequently by representatives of fertilizer 
and allied companies who observe the work being done and study technical data 
obtained by TVA. In September 1953, over 300 people representing fertilizer 
producers, distributors, and equipment manufacturers attended a demonstration 
at the TVA chemical plant of a continuous process of combining nitrogen from 
ammonia with phosphates. About 160 organizations were represented at this 
and earlier demonstrations of the process. The visitors came from 33 States, the 
District of Columbia, Canada, Mexico, and Puerto Rico. Six firms already have 
obtained licenses to use or to manufacture the TVA-—developed continuous am- 
moniator, and others have requested licenses. Firms wanting to adopt patented 
TVA processes may obtain royalty-free, nonexclusive licenses. TVA has received 
82 patents on processes and devices resulting from its fertilizer and munitions 
research. Information on TVA research results is also made available through 
publications, technical journals, TVA reports, answers to letters of inquiry, and 
the lending of designs and other technical data. 

Cooperative working relationships with the National Fertilizer Association and 
the United States Department of Agriculture provide for exchange of information 
and coordination of research. Research of interest to the AEC is coordinated 
with that agency. 

The 1955 estimate of $1,315,000 for research on fertilizer products and processes 
is the same as the 1954 budget and about $68,000 below 1953 obligations. 


Small-Scale research 


Small-scale research includes (1) observation, collection, and organization of 
facts to provide a foundation for subsequent research; (2) exploratory tests of 
proposed processes and techniques to determine whether the proposals warrant 
further research; and (3) applied research to devise new or improved products, 
processes, or techniques. 

Studies of the fundamental properties of calcium phosphates and associated 
compounds are yielding valuable background information for development of new 
and improved fertilizer processes. These long-range studies will be continued. 
Work will be continued on long-term studies of the chemical behavior of phosphate 
fertilizer in the soil. The chemical changes that take place in the ground bear 
critically upon the efficiency of the movement of phosphate from fertilizer to 
plant tissue. Basie information from this laboratory work should aid the develop- 
ment of more effective fertilizers. Research on recovery in commercially useful 
forms of byproduct fluorine from the processing of phosphate will be continued. 
The rapid growth in industrial demand for fluorine compounds and the diminishing 
reserve of domestic fluorspar have caused rock phosphate to be viewed as the 
principal future source of fluorine compounds. 

Exploratory research on nitrogen compounds will be conducted with the object 
of developing new types of fertilizers which are more resistant to leaching from the 
soil than present nitrogen-bearing fertilizers. 

A limited amount of small-scale research on details of the nitric phosphate 
processes and exploration of other combination fertilizer processes will be con- 
tinued. 


Process development 

Process development consists of (1) technical and economic evaluation of small- 
seale research results; (2) development of the unit operations necessary to define 
a process and obtain data for a pilot plant; (3) design, construction, and operation 
of pilot plants; (4) improvement of design features and operating procedures of 
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demonstration-secale plants; and (5) engineering and economic studies directed 
toward adoption of processes by private industry. 

In cooperation with AEC, TVA is conducting pilot-plant studies of a process 
for using a Florida high-alumina phosphate ore now discarded to recover P205 
in a form suitable for fertilizer use and to recover uranium. Small.scale research 
was begun in 1952. Data from pilot-plant studies will permit a more reliable 
economic evaluation of the process and will be available for design of plant-scale 
units, subject to any security restrictions that AEC may deem necessary. AEC 
has stated that the development holds promise of attaining major importance in 
its uranium procurement program. 

Major attention will be given to development of a process for recovery of sulfur 
from calcium sulfate produced in the manufacture of phosphoric acid by the wet 
process. Two promising methods have been identified in small-scale studies, and 
development work is planned during 1954 and 1955. The work is important 
because the byproduct calcium sulfate, which is discarded at present, is a possible 
source of sulfur from which sulfuric acid can be made. The work is timely because 
of the predicted expansion of the use of the wet process for producing phosphoric 
acid and the continuing question concerning the supply of elemental sulfur. 

Emphasis will be placed on completing the development of a process for pro- 
ducing a new-type, high-concentration, phosphate-nitrogen fertilizer by reacting 
ammonia with phosphorus pentoxide. Products containing about 83 percent 
P205 and 17 percent nitrogen have been produced in laboratory-scale equipment. 
A few exploratory pilot-plant tests have been made and further work is planned 
in 1954 and 1955. 

Work will continue on development of processes and methods for using high 
proportions of nitrogen solutions, including ammonium nitrate solutions, for the 
production of high-analysis fertilizers of improved physical properties. The 
work is being done cooperatively with USDA, small-scale work being done by 
USDA and pilot-plant studies by TVA. This project is of special interest to the 
National Fertilizer Association. A panel of technical advisers formed by NFA 
will meet with the TVA technical staff to discuss the work at appropriate intervals. 

Work started in 1953 on granulation of ammonium nitrate to improve its drill- 
ing and storage characteristics will be completed in 1955. Other studies related 
to the ammonium nitrate process will be continued on a limited scale. 

Other work planned for 1955 includes studies of important factors influencing 
efficient production of superphosphate in accord with NFA recommendations; 
pilot-plant studies of production of dicaleium phosphate from rock phosphate and 
phosphoric acid; pilot-plant work on fluorine recovery processes; and study of 
processes for use of ferrophosphorus, a byproduct from the electric phosphorus 
furnace. 

BASIC AGRONOMIC RESEARCH 


TVA cooperates with State experiment stations in the conduct of laboratory, 
greenhouse, plot, and field tests to determine under controlled conditions the rela- 
tive efficiency of TVA fertilizers on major crops and soil types. This basic 
agronomic research is a necessary step in evaluating the relative merits of new 
fertilizers prior to their introduction to farmers through test demonstrations or 
educational sales programs. It is helpful also in identifying problems on which 
additional process research is necessary. The work is coordinated with activities 
of USDA through informal arrangements. ‘Tests are being carried on at the 7 
valley State experiment stations and at experiment stations in 4 other States, 
each representative of a major soil region. 

The 1955 estimate of $241,000 provides for continuation of agronomic research 
at about the same level! as in 1953 and 1954. Major emphasis will continue to be 
on products of the various high-alumina nitric phosphate processes. Work on 
calcium metaphosphate on calcareous soils will be continued. In the humid 
areas, work on the residual effects of calcium metaphosphate and fused tricalcium 
phosphate will be continued. Studies of needs for water-soluble phosphorus in 
fertilizers in various regions will be started. Work at all cooperating stations will 
include studies of various rates of application. Since work with the nitric phos- 
phate processes raises the question of the needs for sulfur in various areas, sulfur 
studies are being carried on in all of the valley States. Research will be con- 
ducted to determine soil characteristics that control the performance of different 
types of fertilizer materials. When completed, these studies should greatly reduce 
the amount of field testing needed for new fertilizers. This will also aid in inter- 
preting results of present and past experiments. 
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In 1954 and 1955 special attention will be given to the economic interpretation 
of agronomic research. After review of existing data in the valley States, agri- 
cultural economists and agronomists will collaborate in setting up especially 
designed fertilizer rate experiments. The economic interpretation of agronomic 
research will make the findings more useful to farmers and lead to improved use 
of fertilizers. It will also help determine the nature of agronomic data required 
for economically optimum fertilizer rate and analysis reeommendations. 


FERTILIZER PRODUCTION AND DISTRIBUTION 


TVA builds and operates demonstration-scale manufacturing units (1) to 
demonstrate the technical and commercial feasibility of a new or improved fer- 
tilizer process and to encourage its adoption by industry; (2) to supply fertilizers 
for test-demonstrations on practical farms; (3) to produce new fertilizers in quan- 
tities sufficient for widespread introduction to farmers; (4) to produce fertilizers 
needed to aid the achievement of improved systems of fertilization; and (5) to 
supply munitions materials for national defense. Estimated direct obligations 
for fertilizer production and distribution are $16,047,000 for 1955, compared 
to the 1954 estimate of $16,634,000. Income is estimated at $20,936,000 for 1955, 
compared to $20,733,000 for 1954. 

Fertilizer produced by TVA in excess of amounts required for farm test demon- 
strations and other TVA programs is sold to farmers through cooperative and 
industry distributors. Currently, four fertilizers produced by TVA in demon- 
stration-scale plants—concentrated superphosphate, calcium metaphosphate, 
fused tricalcium phosphate, and ammonium nitrate—are sold by these distribu- 
tors, who must agree to sell these fertilizers only through educational programs 
for specified new and improved uses. The objectives of this selected-use program 
are to obtain farmer acceptance of improved fertilizer practices, to aid in lowering 
the cost of plant nutrients to farmers, and to expand the demand for fertilizer by 
increasing the farmer’s knowledge of the more efficient new uses. In each State 
the new and improved uses are selected by representatives from the land-grant 
colleges, the USDA, and the TVA distributors, subject to final review and ap- 
proval by TVA. The TVA fertilizers are made available in sufficient quantity 
to demonstrate the recommended fertilization practices or systems. When a 
particular practice becomes widely adopted within a State, it is dropped from the 
list of approved uses. Selected-use programs have been established in 35 States. 
Through reports submitted by the distributors and staff contacts with the dis- 
tributors, TVA obtains useful information on distribution costs, the results of 
educational activities, farmer acceptance of new products, and farmer preferences 
as to kinds or conditions of materials. 

As stated above, one objective of the fertilizer sales program is the stimulation 
of demand for economical high-analysis materials which will be supplied from 
sources other than TVA production. For example, TVA’s experimental produc- 
tion and demonstration of concentrated superphosphate helped to create a demand 
which has resulted in steady industry expansion. In 1935, United States produc- 
tion of the material was 91,000 tons, of which TVA manufactured 26 percent. 
In 1952, total United States production of concentrated superphosphate was 
862,000 tons, of which TVA produced 15 percent. The number of producers 
increased from 5 to 9 in the same period. 

Use of ammonium nitrate as a fertilizer was almost unknown to United States 
farmers in 1942. In 1943 the Army released TVA’s nitrogen facilities from de- 
fense uses and TVA began the production and distribution of ammonium nitrate 
fertilizer. In that year 18,000 tons of ammonium nitrate was used as a straight 
material, about 70 percent of it from TVA production. By 1952, annual consump- 
tion of ammonium nitrate fertilizer in this country had reached 800,000 tons, of 
which TVA produced 25 percent. The number of producers increased from 2 in 
1943 to 6 in 1952, with other plants under construction, 

The 1955 estimates of production, distribution, costs, and prices of the four 
fertilizers produced in demonstration-scale plants are summarized below. Pro- 
duction and distribution figures show tons of material. . Costs are for material in 
100-pound bags and include provision for depreciation. Prices are the rates per 
ton of bagged material, f. o. b. plant, to first-handling distributors. 
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|Coneentrated| Calcium | Fused | Ammontum 
super meta- | tricalcium | nitrate 
phosphite ate | fertilizer 
Production, tons 101, 000 65, 000 40, 167, 000 
Plant food content, percent 48 | 61 33.5 
Distribution, tons: 
Sales to Federal agencies. 100 
Sales to distributors___- 100, 600 | 59, 551 26, 545 | 158, 600 
Used in farm test demonstrations ___- 298 | 5, 266 12, 272 |} 7, 687 
Used in other TVA programs_-_- 2 183 | 1, = 203 
Base price, per ton material... — } $49. 44 $61. 61 $20. 7 $60. 14 
Cost of production, per ton material. $51. 36 | $64.05 9 io | $33. 00 
Cost of production, per ton plant food ; $107. 00 $105. 00 | 4 | $98. 51 


The fertilizer estimates above reflect plans to sell part of the chemical plant 
output in the form of intermediate products. Phosphorus and ammonia will be 
sold to other Federal agencies for defense use. Nitric acid and ammonia will 
be sold to Associated Cooperatives, Inc., Sheffield, Ala., to be used in producing 
nitric phosphate fertilizer by a process developed by TVA. TVA has agreed to 
supply these intermediate materials until such time as Associated Cooperatives, 
Inc., can establish an independent source of supply, but not longer than 3 years. 
Associated Cooperatives, Inc., will supply TVA with technical and economic 
information on plant-scale operation of the nitric phosphate process and will 
permit TVA to disseminate this information in the same manner as for its own 
facilities and processes. 


Concentrated superphosphate 


Production of concentrated superphosphate is being reduced as other demands 
for the intermediate phosphorus increase. The 1955 estimate of 101,000 tons is 
about 40,000 tons less than 1953 shipments and 20,000 tons below the 1954 esti- 
mate. Further reductions can be expected as new fertilizer processes or process 
improvements are developed by TVA. Practically all of the amount available 
in 1955 will be used in the selected-use sales program. 

The objectives of process development and widespread introduction of concen- 
trated superphosphate have been largely attained. In addition to providing 
needed fertilizer for improving fertilization practices, continued production of a 
“balancing” quantity of this material stabilizes the chemical plant operations and 
permits flexibility in supplying phosphorus for defense purposes. 


Calcium metaphosphate 


Calcium metaphosphate, a product developed by TVA, is the most concentrated 
phosphate fertilizer on the market and because of its concentration can be bagged, 
shipped, and handled at a lower cost per ton of P205 than any other phosphate 
fertilizer. It is particularly suitable for use in the rapidly growing middle western 
fertilizer market area. 

The product is manufactured in a grateless furnace, using a lining of self- 
deposited metaphosphate to replace most of the expensive refractory lining of 
the combustion chamber. Improvements in furnace operation in 1953 made 
possible an increase in production to about 42,000 tons. Further furnace im- 
provements now underway will permit a production increase to 54,000 tons in 
1954 and 65,000 tons in 1955 at greater economy. This increase in capacity of a 
single unit should make the process more attractive to industry. 

From an agronomic standpoint, calcium metaphosphate is effective on acid 
and neutral soils. More data are needed on its suitability for use with a variety 
of crops and for its effectiveness on alkaline soils. This material will continue 
to be used in agronomic tests, farm test-demonstrations, and the selected-use 
program, 


Fused tricalcium phosphate 


Fused tricalcium phosphate is made by fusion of raw rock phosphate and does 
not require the use of sulfuric acid, elemental phosphorus, or large quantities of 
electric power. It contains about 50 percent more total plant food than ordi- 
nary superphosphate, which is the phosphate fertilizer most widely used in the 
United States. TVA’s technical development work on the fusion process was 
substantially completed in 1953 with the successful testing of graphite hearth 
construction on the No. 1 furnace. Further introduction and testing of this 
fertilizer at locations where industry could produce it economically is planned. 
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In 1955, 40,000 tons of fused tricalcium phosphate is scheduled for production 
in two furnaces of improved design. About 30 percent of the 1955 production 
will be used in TVA programs. This material has been used in test demonstra- 
tions in the valley States for several years and since 1952 has been supplied to 
test-demonstration farms in nonvalley States within the distribution area of 
probable economic production points. 

Fused tricalcium phosphate was first offered for sale in November 1951. It 
is particularly suited for long growing pasture, hay, and cover crops, and is 
recommended for use on such crops. The sales price is related to ordinary super- 
phosphate in the planned distribution area, with allowances made for the fact 
that this is a new type of sales material and recommended at this time for use 
only on certain crops in a soil building program. The sale of fused tricalcium 
phosphate enables TVA to gain valuable information on the problems involved 
in transportation, storage, handling, and use of the product under sales con- 
ditions; helps to establish a market for the product; and encourages adoption 
of the process by industry. 


Ammonium nitrate fertilizer 

Farlier research and development by TVA, partly in cooperation with USDA, 
led to the promotion of the use of ammonium nitrate for fertilizer when the 
military demand for the material was satisfied during World War II. This 
material is now in demand in solid form for agricultural production. TVA now 
produces ammonium nitrate fertilizer in a plant-scale demonstration unit of the 
continuous vacuum crystallization process. The adoption of this safer and more 
economical process is the result of research and development work by TVA. 

The estimated 1955 production of 167,000 tons is about 10 percent below the 
1954 level and reflects plans for shipments of intermediate materials to other 
Federal agencies for defense purposes and to Associated Cooperatives, Inc., for 
use in producing nitric phosphate. Most of the 1955 production will be dis- 
tributed through the selected-use sales program. As new processes or process 
improvements for making fertilizers requiring nitrogen are developed by TVA, 
intermediate materials now used in ammonium nitrate fertilizer production will 
be available for use in the new processes. 


FARM TEST-DEMONSTRATIONS 


Appropriated fund requirements for farm test-demonstrations are estimated 
ae 12,000 in 1955, or $13,000 less than the 1954 budget, as shown in the following 
table: 


1954 1955 
Less farmer payments for fertilizer (corporate funds) ___....-....-..---.- 671, 000 696, 000 
257, 000 253, 600 
Net expense (appropriated funds) .. ...................-.--.--.---- 825, 000 812, 000 


TVA and the land-grant colleges have worked together since 1935 in a co- 
operative test-demonstration program, the major objectives of which are (1) in- 
troduction to farmers of TVA’s experimental fertilizers and the testing and 
demonstration of their use in various farming systems, and (2) development of 
improved fertilization systems and demonstration of their feasibility under 
practical farm conditions. Another objective related specifically to the valley is 
agricultural development through improved use of fertilizers, land, water, labor, 
capital, machinery, and all other resources available to farmers in the operation 
of their farms. Experience on test-demonstration farms is being used to help 
identify important agricultural problems facing valley farmers and suggesting 
ways of meeting these problems. 

est-demonstration farmers are selected to provide wide representation of 
uae soil associations, farm size, types of farming, financial positions of farmers, 
and major agricultural problems. An estimated 2,656 farms in 21 States will 
epee in 1955, compared to 2,838 in 1954. In general, the farms participate 
or a maximum of 5 to 7 years. However, a number, not to exceed 500 valley 
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farms, may remain in the program for longer periods. The purpose of this group 
of farms is to demonstrate the longtime effects of improved fertilization in com- 
bination with other good farming practices and to study typical problems facing 
the development of such farms over long periods and through varying economic 
conditions. 

TVA experimental fertilizers, fused tricalcium phosphate and calcium meta- 
phosphate, are furnished to test-demonstration farmers under a partial payment 
plan whereby the farmer pays about 30 percent of the TVA f. 0. b. wholesale price. 
Except for 12 farmers participating in a special project, test,demonstration 
farmers pay the full f. o. b. plant price for ammonium nitrate used in test demon- 
strations. The farmers also pay freight and handling costs on all test demonstra- 
tion fertilizers. Additional capital and operating expenses paid by the farmer 
in order to carry on a sound test-demonstration program are often substantial. 
In 1955 an estimated 12,272 tons of fused tricalcium phosphate, 5,266 tons of 
calcium metaphosphate, 7,697 tons of ammonium nitrate, and 298 tons of con- 
centrated superphosphate will be used. Eight hundred tons of nitric phosphate 
fertilizer will be purchased by TVA for distribution at the purchase price for test 
and demonstration. ; 

Supervision and technical guidance in planning and conducting the program, 
including such matters as selecting and planning farms, is provided through the 
agricultural extension services of the State land-grant colleges, with part of the 
cost being financed by TVA. The colleges and TVA jointly provide overall 
direction of the program and conduct special economic analyses of results. 

In addition to the regular collection and analyses of data from test-demonstra- 
tion farms, TVA and the colleges are planning special case studies of a limited 
number of test-demonstration farms in each valley State. Present income and 
farm organization will be compared with potential income and farm organization 
under alternative plans. Results of these studies will be useful in appraising 
program effectiveness, in farm planning for test demonstrations, and in suggesting 
adjustments in other agricultural activities of the participating agencies. 

In the past several years TVA expenditures for test demonstrations have 
decreased sharply, both in total and in relation to the contributions of others. 
In 1946 all test-demonstration fertilizer was supplied to cooperating farmers 
at no charge f. o. b. TVA plant, and TVA costs for test-demonstration fertilizer 
were about $2 miilion. For 1955 the gross test-demonstration fertilizer cost is 
estimated at $1,101,000 and the net cost to TVA at $405,000. In 1946 TVA 
payments to the 7 valley land-grant colleges for test-demonstration supervision 
totaled about $545,000, while State contributions were about $425,000. Compar- 
able estimates for 1955 are about $253,000 from TVA payments and about 
$750,000 from the States. 

In addition to the 2,656 farms in this category, test-demonstration farms will 
also be used in the development of tributary watersheds and other special areas. 
The total number of test-demonstration farms in all budget categories is estimated 
at about 2,800 in 1955. By contrast, in fiscal year 1948 there were about 15,300 
active test-demonstration farms. 
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ScHEDULE B-4.—Resource development for fiscal years ending June 80, 1958, 1954; 
and 1955 


| 1953 actual | 1954 estimate | 1955 estimate 


Income (incidental income) $65, 655 $14, 000 $18, 000 
Expenses: 
Agricultural resource development: 
Forest resource development... .............-------------- 636, 336 450, 000 450, 000 
Tributary watershed development: 
Mineral resource development. 18, 219 |. 
Topographic ban 263, 005 60, 000 60, 000 
Analysis of regional business and government activities. - 
Government and economics staff studies... 93, 000 120, 000 
Total direct expenses: 
2, 017, 576 580, 000 600, 000 
19, 696 580, 000 600, 00 0 
2, 037, 272 1, 160, 000 1, 200, 000 
Distribution of administrative and general expenses 
131, 505 102, 000 80, 000 
Total expenses before depreciation ._...............-.-.-- 2, 168, 777 1, 262, 000 1, 280, 000 
Depreciation on general facilities__-.-............-...----- 113, 638 M4, 000 14, 000 
2, 282, 415 1, 276, 000 1, 294, 000 
Net expense of resource development..__........-------- 2, 216, 760 | 1, 262, 000 1, 276, 000 


Norte.—In aceord with the 2d Independent Offices Appropriation Act, 1954, resource development will 
be financed from appropriated and corporate funds in equal amounts in fiseal year 1954. The 1955 figures 
are based on the same method of financing. In 1953 this program was financed from appropriated funds 
except for corporate funds equal to income from partial payment for fertilizer. 


Resource DEVELOPMENT 


(Schedule B—4) 


The Second Independent Offices Appropriation Act, 1954, reduced funds avail- 
able to TVA for resource development to $1,350,000—about half the amount 
available in 1953. Following passage of the appropriation act, a restudy of the 
— was undertaken. ‘The results of this examination are reflected in the 

udget programs for both 1954 and 1955. Because of the critical changes in the 
fee cpa resulting from the action on the 1954 appropriation, a review of the 
asic purposes of TVA’s resource development program should be helpful in 
connection with the appraisal of the 1955 budget program. 


The Place of Resource Development in the Overall TVA Program 

Resource development activities bind together what otherwise might be separate 
Federal and State efforts into a joint approach to the development of the Tennes- 
see Vallev. Although resource development activities account for less than 1 

reent of the 1955 appropriation request, in many ways they constitute the 
come of the regional program as set out in the TVA Act. "The activities establish 
an essential link between river-control operations and the institutions and people 
of the Tennessee Valley—between engineering works and the people for whose 
use such works are built. 

The regional program must have tools such as topographic maps, soil maps, 
and facts and careful analyses of agriculture, forest, mineral, and water resources 
and their relationship to income and employment opportunities. Practical 
demonstrations are useful to show landowners, businessmen, and public agencies 
of the region how to put into practice the results of technical studies. The Board 
and management of EVA. to do their work intelligently in flood control, and power, 


and navigation, and chemical process development, must have information on 
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population trends and economic and other changes in the valley area. The budget 
estimates for resource development, while relatively small, support activities 
without which comprehensive river-basin development is not achieved. 


The Methods Employed 

The resource development program is concerned with new problems and with 
new methods of meeting old ones; it does not involve routine methods or work 
activities. Nor does it contemplate that TVA will work alone, presenting final 
results to state and local agencies in packaged form. Through a variety of 
methods, TVA encourages state and local institutions to accept increasing responsi- 
bility for comprehensive work in regional development. In the separate activities 
emphasis is given to regional leadership and responsibility. TVA is convinced 
that this furtherance of state and local activity is the key to lasting accomplish- 
ment in regional development. 

There are many examples, from the past 20 years, of initial assistance to States 
in particular activities which have since become parts of State-financed programs. 
TVA’s early demonstration of publie recreation development on its reservoirs led 
to the creation of 11 State parks and some 40 county and city parks. TVA’s 
pioneer work in quick freezing farm produce has been continued by the University 
of Georgia, with no further aid from TVA. TVA’s mineral resource development 
program has been discontinued, but North Carolina is continuing the operation of 
a regional minerals laboratory. Individuals and corporations engaged in business 
in the region have become more resource- and conservation-conscious, and public 
agencies in the area are better staffed and better able to carry on when TVA with- 
draws from some specific phase of the developmental job. 

This does not mean that the time is ripe for a complete and general withdrawal 
by TVA from all phases of resource development. How well other agencies con- 
tinue to assume increased responsibilities depends in large measure upon the 
method and timing of TVA withdrawal of funds and technical assistance. Pre- 
mature withdrawal would jeopardize the progress and the lederal investment 
already made. 


Evolution of resource development objectives 

The Tennessee Vailey has changed greatly in recent years. The resource 
development program of TVA originated when the region was primarily rural. 
The region is rapidly becoming urbanized. Economic and institutional develop- 
ments present new emerging problems. The solution of these problems will likely 
be of vital concern in the next few years. While programs have been adjusted to 
changing regional needs through the years, the adjustments have been gradual. 
The sharp budget reduction for 1954 now requires a more rapid adjustment. 

The TVA resource development program for 1954 and ensuing years is designed 
to anticipate major regional problems and to engage in modest exploration of ways 
of meeting those problems. The program as now presented has been developed 
to serve these purposes: 

1. To promote, through attention to resource development, the efficient dis- 
charge over the long term of TVA’s responsibilities for navigation, flood control, 
electric power generation, and fertilizer and munitions manufacture in the Ten- 
nessee Valley. 

2. To support exploratory studies and demonstration projects essential in 
stimulating regional attention to the intensified agriculture, forestry, and other 
resource management required by the region’s heavy natural increase of popu- 
lation. 

3. To encourage and devise means for an increasingly rapid assumption of 
financial and administrative responsibility by the valley States for the above 
functions. 

Character of 1954 and 1955 program 

The TVA resource development program has been reorganized for 1954 so as 
to serve these purposes as well as the greatly curtailed budget will permit. The 
1954 and 1955 programs differ from the programs of past years in these respects: 

1. Those projects judged to be within the potential capacity of the valley 
States to continue, even though the States are not presently staffed for such 
undertaking, are being abandoned or very sharply curtailed. This is being done 
even though TVA’s obligations as included in memoranda of understanding and 
cooperative agreements have not been completed. Examples: North Carolina 
Minerals Testing Laboratory; some forestry activities; soil survey; certain fish 
and game activities; and topographic mapping. 
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2. Those phases of the resource development program about which there is 
uncertainty as to the value of a TVA contribution at a much reduced level of 
expenditure are being limited to the absolute minimum necessary to service the 
navigation, flood-control, electric power, and fertilizer activities. Promotional 
efforts with other agencies will then be reduced or eliminated. Under the reduced 
budget, some of these services must be taken care of incidental to other work. 
Examples: stream sanitation, fish and game activities, industrial inquiries, and 
recreation development. 

3. The program will emphasize to a greater degree than ever before the transfer 
of initiative and responsibility for resource development from TVA to State 
agencies. TVA will study the means of encouraging such transfer for each TVA 
resource development activity; where feasible, schedules will be drafted for fur- 
ther withdrawal or cessation of activity by TVA. Conferences with governors 
and other valley State officials will be held toward these ends. Examples: tribu- 
tary watershed development, industrial development assistance, and regional 
planning studies. 

Financing the program 

The 1954 appropriation act provides $1,350,000 for resource development— 
half of which is provided in appropriated funds and half of which is to be obtained 
from TVA corporate funds. Certain activities formerly conducted under the 
resource development program have been curtailed and redirected to meet the 
needs of prudent reservoir operations and are budgeted under the category 
“Multipurpose reservoir operations’? beginning in 1954. These activities are 
stream sanitation, fish and game, and recreation. The $1,350,000 figure for re- 
source development has been reduced by the $190,000 budgeted in 1954 for those 
activities. The remaining $1,160,000 is financed equally from appropriations 
and corporate funds. In 1955 it is proposed that the same method of financing 
the program be followed—that is, one-half from appropriations and one-half 
from proceeds. 

AGRICULTURAL RESOURCE DEVELOPMENT 


To encourage the full development and use of the agricultural resources of the 
Tennessee Valley consistent with sound conservation practices, TVA cooperates 
with other public agencies and with farmers in a program of agricultural research 
and demonstration. The changing character of agriculture in the valley and the 
rapid industrialization of the area sharply emphasize the need for an integrated 
program to assure that valley agricultural practices and objectives meet regional 
needs. The 1955 estimate for agricultural resource development is $127,000, the 
same as the estimate for 1954. Actual expense was $269,183 in 1953. 

Economic analyses of valley agriculture, $39,000 

Intelligent work in agricultural resource development requires adequate back- 
ground data by which the less obvious problems may be identified and appraised, 
appropriate measures developed and applied, and the results reviewed and evalu- 
ated. Various phases of the rural economy are studied from time to time to get 
reliable information about agricultural production, family income, farm employ- 
ment, market development, community development, and part-time farming. 
Such analyses often lead to action programs, such as those discussed below under 
= -_ “Community Improvement Demonstrations” and ‘‘Part-Time Farming 
Studies.” 

Last year the retabulation of the county agricultural census data for the 125 
valley counties was completed. For the first time, data assembled specificall 
for this area on a county basis are available for the census years 1910 prenmmae’f 
1950. This material is useful in the analysis of specific problems as they relate 
to the various parts of the valley and is of great value in interpreting current 
changes in the light of past developments. 

Such information has aided in indicating the types and extent of the agricul- 
tural resources under the control of part-time and residential farmers. For 
example, 47 percent of the farmers reported in the valley by the 1950 census were 
part-time or residential farmers and they controlled about 28 percent of the farm 
land in the valley. Facts such as these must be taken into account in projecting 
the agricultural program of the region. 


Soil survey, $14,000 


In 1933 little information on the soil resources of the Tennessee Valley was 
available for specific areas. To provide adequate information about these 
natural resources, TVA, in cooperation with the United States Department of 
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Agriculture and the agricultural experiment stations of the valley States, began 
a detailed soil survey of the Tennessee Valley on October 1, 1984. Since that 
time the valley portions of North Carolina, Virginia, and Mississippi have been 
covered by detailed soil surveys. Mapping of the valley portion of Tennessee is 
about 65 percent complete, and about 62 pereent of the Alabama portion has 
been finished. Kentucky is 84 percent complete, Georgia 55 percent. The 
original plan does not call for mapping about 4,500 square miles of the Valley. 
Of the total of the valley area originally planned to be mapped, about 81 percent 
had been completed as of July 1, 1953. 

During fiscal year 1954 TVA will suspend its field mapping work. While the 
survey will not be complete in Alabama and Tennessee, it is hoped that the 
States and the Department of Agriculture will continue without TVA assistance. 
TVA will assist in the interpretation of soil survey data already accumulated to 
make possible their widest use in agricultural resource development and farm 
test demonstration of fertilizer. The highest value of soil survey work lies in 
the application of the findings to farm practices and farm economics. Such 
+ ar aesaome as that of the Tennessee Agricultural Experiment Station, Soil 
Management for Lawrence County Farms According to Their Soil Resources, 
and the detailed soil survey reports for the separate counties are examples of the 
form in which soil survey data can be presented to farmers for practical 
application. 

Agricultural engineering research and demonstration, $11,000 

In past years TVA expended substantial amounts in the development and dem- 
onstration of specialized farm machinery to serve the needs of small farmers in 
hilly, humid areas. The agricultural experiment stations of the valley States have 
assumed an increasing share of the work and costs during recent years and are now 
in a position to continue the program without TVA assistance. The University of 
Tennessee now operates, as a regional facility, the agricultural engineering shop 
that TVA established. Accordingly, TVA is discontinuing its part of the program 
in 1954. Inthe future TVA will keep informed on agricultural engineering matters 
in order that its agricultural activities, including farm test demonstrations and 
tributary watersheds, can be planned in light of information on farm mechaniza- 
tion and other aspects of agricultural engineering. Among the items of immediate 
concern is a study of the potentialities of irrigation in the region. The estimate of 
$11,000 will cover the salary of an agricultural engineer and miscellaneous office 
and travel expenses. 


Research on forage crops and animal industry, $17,000 

The farms in the mountain areas of the valley are small; much of their acreage 
is readily erodible and can be best conserved with trees or forage crops. The prob- 
lem is how farmers are to raise soil conserving crops and still earn adequate livings. 
Dairying provides the best answer, but if mountain farmers are to succeed in a 
livestock-grassland enterprise, they must know what pasture and forage crops or 
what combinations are best suited to feed production. The major objective of 
research on forage crops and animal industry is to determine this. 

TVA and the agricultural experiment stations of Georgia and North Carolina 
are working on a cooperative study of feed production systems, the cost of which is 
shared, TVA paying half ($4,000 in 1955) and the experiment stations dividing 
the other half. 

These studies began in 1950. Research in Georgia shows that the net return per 
acre from cows on a Ladino clover-tall fescue mixture for pasture and hay is twice 
the return per acre under conventional feeding systems. In North Carolina, 
studies of the age at which dairy calves can obtain ali their food from improved 
pastures showed that calves from 6 to 10 months’ old need a grain supplement, 
regardless of pasture quality. Preliminary results of how much grain should be 
fed indicate that 2 pounds of grain a day is enough for each calf. Since the amount 
of mountain land suitable for grain production is limited, it is imperative that 
best use be made of what grain can be grown. Another study in North Carolina 
showed that milk production of cows fed on silage can be increased by the addition 
of a small amount of hay to their diet—as little as 2 pounds of hay each day. 

Most of the forage crops used in the Tennessee Valley have been introduced 
from other regions. Most of the research on this subject is based upon experience 
elsewhere under quite different conditions. The crop which makes a good feed in 
one region is not necessarily good for another area because of differences in soils 
and climate. In order to determine which forage crops are best for this region, it is 
necessary to know the nutritional quality of such crops. In cooperation with the 
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agricultural experiment stations of North Carolina and Alabama, TVA is studying 
the nutritional value of various forage plants and the effects of these plants in the 
animal diet on animal production. Response of animals to some forage plants is 
different from what is expected on the basis of conventional chemical analyses. 
Factors causing these differences in response are being studied. TVA will pay one- 
half the cost of these studies, its share being $8,000 in 1955. The studies began 
early in calendar year 1953, and no results can be reported yet. 

Agricultural development in problem areas, $22,000 

Catoosa County, Ga, is classified as an agricultural problem area because for 
many reasons it has failed to keep pace with improving agricultural, forestry, and 
general economic conditions in the valley. Its farms are small and of low produc- 
tivity; its forests are in poor condition. Several Federal, State, and local agencies 
and organizations are working with farmers in the county for the development and 
conservation of agricultural resources. While these organizations have accom- 
plished much, local county leaders have felt the need for some device whereby all 
agencies could work together to avoid duplication and to increase beneficial results. 
Accordingly, they asked the Georgia Agricultural Extension Service, and TVA for 
assistance in sponsoring an integrated agricultural program for the whole county 
in which all agricultural agencies at work in Catoosa County would take part. 

TVA and the University of Georgia are cooperating in a project for the develop- 
ment of resources in Catoosa County through integrated planning and action. 
The project is sponsored by the Catoosa County Development Board, made up of 
the chairmen of local development and civie organizations. The board plans the 
programs and specialized committees provide leadership. TVA is furnishing 
technical assistance and is supplying fertilizer both at test-demonstration prices 
and at regular sale prices and seedlings for reforestation. It is reimbursing the 
university for some of the personnel expense incurred in supervising the project 
and in analyzing the results. TVA’s cost in 1955 is estimated at $22,000. The 
university is administering the project and is contributing the services of technical 
personnel. 

While the project has been underway but a relatively short time, accomplish- 
ments have been significant. Most important, the people of the county have 
created a local organization to plan and develop an integrated program in which 
many agencies are participating. The soils of each community have been analyzed. 
An educational program in seed selection, cultivation, and fertilization of crops has 
been conducted. There are now 56 test-demonstration farms in the county. A 
short course in farm accounting as an aid in farm management was completed by 
103 farmers. Forest conservation and development have attracted widespread 
interest. More than 100,000 trees were planted during the 1952 season. A local 
bank furnished a tree planter. Two more communities have been organized and 
five organized communities are now active in programs of livestock snd poultry 
production, home and community improvement, and improved farm food supply. 


Community improvement demonstrations, $7,000 


In 1937 the present type of community organization began to take form in the 
valley through the joint land-grant college-TV A area test-demonstration program. 
This program was built around a definite plan of work and improvement goals for 
the community based on farm-home and community surveys. Among the out- 
standing communities that participated in area test-demonstration programs are 
Whitesburg in Alabama; Burning Bush in Georgia; Midway in Mississippi; 
Rabbit and Cat Creek in North Carolina; Cherokee and Powell Valley in Tennes- 
see; and Mitchell Creek-Snyder Branch in Virginia. 

TVA believes that educational programs centered around the use of TVA 
fertilizer for farm demonstrations can be of assistance to communities which are 
lagging behind the valley as a whole economically. A limited community improve- 
ment program utilizing this approach was tried in 8 counties in Tennessee and 1 in 
Mississippi in 1953 in cooperation with the University of Tennessee and Missis- 
sippi State College. This experimental program was enthusiastically accepted 
and supported in the counties in which it was conducted. Crop response data 
will not be available until the end of the 1953 growing season. 

TVA will do no work in community improvement demonstrations in 1954. In 
1955 TVA and Mississippi State College will work with communities in the four 
valley counties in Mississippi to build a joint community improvement program 
designed to make maximum use of the resources available to farm families in the 
area. These counties are characterized by a predominance of row-crop farming, 
low-crop yields, small farms, and a generally low level of income. Interest in 
community organization work has been very slow in developing, and it is believed 
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that TVA’s support for a limited time will stimulate it. As the project progresses, 
TVA will withdraw the limited financial support it proposes to provide. 


Part-time farming studies, $17,000 


Historically, the Tennessee Valley has been an agricultural area, a region of 
small farms—more than 300,000 of them. During recent years, industrialization 
has been taking place at a rapid rate in the valley. Part-time farming is replacing 
full-time farming as a livelihood for many rural people. While this may be a good 
thing from the point of view of the individual, farm resources in many areas are 
being wasted, with land going out of cultivation and into bushes and weeds. 

The situation in western Kentucky is rapidly becoming acute. Since 1949, 
11 major new industrial plants have been built or are under construction. These 
plants will employ over 3,200 persons, a large number of whom are now farmers 
or farm laborers. At the present time, however, over 15,000 persons are en- 
gaged in the construction of these new facilities. In cooperation with the Uni- 
versity of Kentucky, TVA is undertaking an experimental program in 1954 to 
identify the problems associated with part-time farming, to study the types of 
educational programs needed to help part-time farmers make the best use of 
their land, and to assist in finding ways to develop communities which have 
been disorganized by the impact of industrialization. In carrying out this work, 
the cooperation of employers, organized labor, and other local groups concerned 
with this problem will be sought. A similar study will be started in north 
Alabama in fiscal year 1955. While these pilot studies will be conducted in 
limited areas, they will have application to other sections undergoing similar 
shifts from full to part-time farming. 


FOREST RESOURCE DEVELOPMENT 


One of the great resources of the valley is its 14 million acres of forests. These 
woodlands have more than regional importance; they are the source of a large 
part of the Nation’s timber requirements. Over 65 percent of the pulp pro- 
duced in the 13 Southern States for book, magazine, and writing paper comes 
from mills drawing on the forest resources of the valley. It is the principal 
United States source of oak and hickory for ship timbers and tool handles. The 
region produces 50 percent of the Nation’s domestic tannin extract. Estimates 
indicate that the value of the forest business in the valley can be increased from 
the present $350 million a year to $1 billion annually. The forest resource 
development program is an effort to get timber owners and operators to do 
things that make sense economically and at the same time to develop the re- 
source and insure its continued productivity. Hundreds of private operators 
are proving that this can be done, given the technical information they need 
plus adequate leadership. 

he forest resource development estimate for fiscal year 1955 is $450,000. 
This is the same as the 1954 estimate and is $186,000 below actual expense in 
fiscal year 1953. 

TVA recognizes that the development of the forest resource is primarily the 
responsibility of the region, that the States and counties of the valley must 
participate in forestry activities to a greater extent than they now do. Con- 
sidering the importance of the resource to the region and the Nation and its 
intimate relationship to watershed protection, to agriculture, and to industry, 
TVA has provided assistance and leadership in forest-resource development in 
an effort to help states and local agencies to do their job more effectively. Dur- 
ing the current year, special attention will be given toward finding the means 
and the setting of time goals for securing greater State and local activity. 

The assumption by the States of greater responsibility has been going on in an 
orderly manner for many years. In fire protection, for example, the States and 
counties have responded well, although much still needs to be done in some areas. 
In 1933 the valley States and counties had grossly inadequate facilities for fire 
prevention and protection. Today 86 percent of the privately owned forest 
lands of the region have some form of organized protection under State and county 
programs. Adequate fire protection by State and local organizations for all pri- 
vately owned land is in sight in some parts of the valley. 

Reforestation was once considered as essentially a Federal function in the 
valley. For several years—until 1941—practically all the trees planted-in the 
region were set by CCC labor, even on private lands. When the CCC was dis- 
banded, the landowners took up the idea of reforestation. The States and coun- 
ties and conservation associations are beginning to assume the promotional func- 
tions TVA once had. To a great degree they are taking from TVA the job of 
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distributing seedlings. The major step for them to take next is that of producing 
the seedlings needed in the valley. TVA now fills most of the region’s needs for 
nursery-grown seedlings. The gradual transfer of this responsibility is being 
explored. 

In the field of demonstration and education as they relate to forest development 
and conservation, not only the States but landowners and timber industries are 
showing an ability and willingness to lead where they once followed. 


Analysis of valley forests, $74,000 

To carry out a cooperative forestry program, TVA needs information on the 
composition and location of forests, their rate of growth and use, state of manage- 
ment, and potential use. This information is also needed by State and local 
conservation agencies and by wood-using industries. Local information of the 
type required is available from no other source than the investigations made by 

VA. Surveys made by the United States Forest Service give statistically accu- 
rate results for broad regions and States. However, practical application of 
forest-resource statistics in specific cases requires accurate local data. 

TVA first surveyed the forest resource of the valley in 1940 and again in 1950. 
Now the inventory is carried on continuously, county by county, under a schedule 
that provides for complete coverage of all valley counties once in 10 years. Avail- 
ability of reliable information on the location of pulpwood was a principal factor 
in the recent decision of a large newsprint manufacturer to locate in the valley. 
A study of tie production has encouraged greater production in the eastern half 
of the valley. A study of the tool-handle industry promoted greater use of 
hickory. Studies on hardwood log and lumber grades have given industry 
operators information on how to get greatest value out of each tree. The 1950 
survey showed overcutting in pine and undercutting in hardwoods, with an over- 
all excess growth over drain in sawtimber of about half a billion board-feet. 
This led to concentration on the promotion of further use of hardwood. Recently 
TVA gave assistance to a charcoal-producing association in the Cumberland 
Plateau section of Tennessee, a hardwood concentration yard operator in Ala- 
bama, a producer of hickory broom splints in North Carolina, and a producer of 
hickory products for textile machinery in east Tennessee. 

In 1953 TVA made a sampling survey of the forest landowners to determine how 
they were managing their woodlands. Four percent of the landowners are follow- 
ing good to excellent management practices. The practices of 32 percent are fair. 
Sixty-four percent of the private owners are managing their forest lands poorly; 
their practices are destructive. However, the picture is not all black. There is 
a growing interest in sustained-timber production. The forest-products industries 
are doing a good job on the lands they own. But the problem of poor management 
on small holdings has not been solved in the valley, as it has not been solved any- 
where in the country. With the facts at hand, TVA will capitalize on the interest 
evident among owners of large forest holdings and will concentrate on finding a 
solution to the small ownership problem. 


Assistance in sustained-forest productivity, $129,000 

The analyses of valley forests described above have shown the need for helping 
landowners to understand sustained-yield forest management and to apply it to 
their individual holdings. A major opportunity for progress in this direction is 
through the forest-products industry. To help keep the forest-resource produc- 
tive, TVA maintains up-to-date information on the forest-products industry and 
its requirements, conducts investigations aimed at increasing forest production, 
and demonstrates methods of scientific forest management. 

In 1943 TVA encouraged a lumber company in Wayne County, Tenn., to adopt 
a sustained-yield management plan for its 50,000 acres of cutover, burned-over 
land. The company’s interest led to adequate fire protection for the entire 
county and the creation of a county planning commission with forest-resource 
development as one of its major projects. The company expanded its holdings 
by 25,000 acres, increased its labor force from 80 to 200 men, and added to its 
processing facilities. Now ready to reinventory its holdings according to the 
plan originally developed with the assistance of TVA, the company has employed 
a private forestry consultant to do the job. This is one of 285 such demonstra- 
tions in the valley. Some are larger, many are much smaller than the Wayne 
County project. Each provides a valuable object lesson in timber production 
and watershed protection. 

Another effective demonstration is the timber harvesting demonstration in 
which landowners and timber operators get together in the woods to consider good 
harvesting and marketing practices. Sixteen of these demonstrations were held 
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in 1953; 12 are planned for 1954 and 17 for 1955. Total attendance through 1953 
was over 5,000. They have the support of public forestry agencies, timberland 
owners, and forest industries. These demonstrations usually lead to numerous 
requests to State forestry agencies for additional specific assistance. Six months 
after one such demonstration in Morgan County, Tenn., the 86 persons who 
attended were sampled to find out what results had been attained. Eighty per- 
cent clearly understood the purpose of the meeting; 50 percent said they expected 
to cut timber within the next 5 years and would do it selectively ; 93 percent know 
where they can get additional information if they need it. 

In 1955, TVA will help the city of Canton, N. C., develop a multiple-use munici- 
pal watershed demonstration, similar to one developed for Waynesville, N. C. 
Waynesville has received over $140,000 from timber sold off its watershed without 
interfering with the use of the area for municipal water supply. An integrated 
timber harvesting utilization plan for 113,000 acres of State and private holdings 
in east Tennessee will be developed. The rapidly expanding private forestry 
consulting business will be encouraged. In 1953 TVA referred 63 requests for 
technical advice and assistance to private forestry consultants. There are now 
at least 20 of these consultants operating in the valley; there were none 10 
years ago. 


Assistance in forest protection, $38,000 

In 1933, only 50 percent of the valley’s forestland received any type of protec- 
tion. This protection was far from adequate, since over 2.5 percent of the 
“protected”’ land was being burned over annually. From 10 to 20 percent of the 
unprotected land was being burned. As recently as 1938, the forests of the valley 
were ravaged by an average of 10,000 fires a year. 

TVA has worked intensively with State and local agencies to improve the 
situation. In 1937 and 1938, TVA made the first systematic survey of the Valley’s 
forest fire situation and needs. It found that only eight of the vallev’s 125 
counties were cooperating with the States in fire control, and that the States were 
spending their available funds and energy in suppressing fires rather than prevent- 
ing them. TVA joined the States in sponsoring fire-prevention meetings all over 
the valley ; some 6,500 such meetings have been held in over 100 counties. At the 
request of State foresters, TVA made surveys of the fire situation in particular 
counties and groups of counties, and helped the States develop fire-protection 
plans; such surveys and plans have been made in all of the valley States. Recently 
TVA helped the States set up seven model fire danger stations. 

Now 102 of the 125 valley counties are cooperating with the States in organized 
protection. The average annual burn on protected lands has been reduced to 
about | percent, an improvement but still too high. In certain areas where TVA 
has assisted in conducting special projects, results have been still better. In 
western North Carolina, where one such project has been conducted, less than 
six-tenths of 1 percent of the forest land burned during the very dry fall season of 
1952. The 5-year average has been less than 0.25 percent. As a result of a 
similar intensive project, Lee, Wise, and Scott Counties, Va., previously one of 
the State’s worst fire areas, has become one of the best. 

Despite the progress made, much remains to be done. Ten percent of the 
vallev’s forest area is still unprotected, and 40 percent has inadequate protection. 
TVA will continue to cooperate with States and counties in obtaining the additional 
protection still needed. A cooperative project to this end will be undertaken in 
northwestern Alabama in 1955; the Alabama Division of Forestry will cooperate. 
A cooperative project in Tennessee will test a new type of fire-fighting organization. 
In cooperation with North Carolina, TVA will try to determine the point of 
diminishing returns for public expenditures in fire control. This project is 
expected to be of great value to State forestry divisions in explaining to their 
counties and State legislatures the relation between the cost of fire protection and 
the values to be protected in specific terms. 

As the fire problem nears solution and as the States assume their full responsi- 
bilities, TVA will concentrate more effort on other forest enemies—livestock 
grazing in hardwood stands and destructive logging methods. Some research 
and demonstration have been done in these matters, but a great deal remains to 
be done. 

Reforestation, $93,000 

The reforestation job in the Tennessee Valley is a cooperative venture: TVA 
produces tree seedlings for planting on public and private lands. State and county 
conservation and agricultural agencies participate by promoting reforestation and 
by distributing seedlings, aided by civie bodies and forest-products industries. 
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The landowners plant the trees. One of the striking features of the reforestation 
work in the valley is the large number of landowners who plant trees each year. 
In 1953 a total of 3,815 owners planted 14,837,700 trees to reforest 13,793 acres. 
Since the program began, over 30,000 landowners have planted trees on 211,700 
acres of privately owned land. In 1953 a pulp and paper company in Tennessee 
planted 1,750,200 seedlings on 1,458 acres Henderson County in western Ten- 
nessee leads all valley counties in tree planting to date—13,121,000 trees on about 
9,000 acres. Two businessmen in Athens, Tenn. purchased 405 acres of land and 
planted 80,000 trees the first year. In the 268,700 acres of Mississippi that lie 
in the valley, landowners have reforested 8,785 acres, 30 percent of the total 
planting job. A Calloway, Ky., farmer started planting trees in 1946. Since 
then he has planted over 100,00u seedlings to reforest 76 acres of his 166-acre farm. 
Banks and civie clubs have purchased tree-planting machines and made them 
available to la’ downers without charge. In 1952 the seven valley States planted 
25 percent of all the trees planted in the Nation. 

AS late as 1041, practically all foresi-tree seedlings used in the valley were 
planted by CCC labor. Initially TVA was chiefly responsible for promotional 
efforts and even distributed the seedlings. Now that the idea of planting trees 
has caught on, State and local agencies and people have accepted their respon- 
sibilities except for promotion in some areas and the production of all the seedlings 
needed. TVA is now exploring the possibility of getting the States to increase 
emphasis on reforestation activities. TVA’s nursery at Muscle Shoals, Ala., 
will be closed in 1954, leaving one nursery at Clinton, Tenn., to supplement. 
the forest-iree-seedling production of the valley States. 

The objective of valley reforestation is to establish productive and protective 
cover on all potential forest land. About 14 million acres of such idle land re- 
mains to be planted. This unproductive land if put in pine trees will produce 
an average net return to the owner of about $8.50 a year per acre over a 60-vear 
period. Further values would be added by the processing of the pulpwood and 
sawlogs produced. 


Assistance in timber processing and utilization, $116,000 

The few large forest industries and most forestry agencies recognize the economic 
problems and opportunities of the small timber operators who harvest and do the 
first processing of the bulk of the Nation’s wood supply. In spite of their key 
poition, small sawmill operators do not understand their place in resource devel- 
opment, their responsibility for conservation, and the increased economic return 
possible through sound management practices. There are about 4,500 of them 
in the Tennessee Valley, cutting almost a billion board-feet of lumber a vear. 
Manv of them operate on a marginal basis, getting inadequate returns from their 
work. They oftendo not make the best use of the logs they saw. Much of the 
lumber they produce is degraded by poor sawing and poor handling. Then 
harvesting practices are too frequently inefficient and destructive ‘o the torest 
resource. And vet they are the most importan! single group involved in forest- 
resource dey elopment. 

In 1951 TVA pioneered in two techniques to secure the participation of small 
timber operators in forestry programs. One is the timber-harvesting demon- 
stration, which brings the sawmill operator and the landowner together, as dis- 
cussed above under ‘Assistance in Sustained Forest Productivity.’’ The other 
is the sawmill-operator conference which brings together the operators of small 
sawmills and other forest-products industries, 

The first sawmill conferences drew little response from operators and the 
participation of State agencies was nominal. Now both ideas are picking up 
momentum. In Georgia, State agencies are now holding sawmill conferences 
throughout the entire State without TVA assistance. The Alabama Forest 
Products Association is arranging similar conferences, taking the primary re- 
sponsibility and asking public agencies for assistance as needed. In North Caro- 
lina the Southern Appalachian Lumbermen’s Club is in part an outgrouwth of 
sawmill conferences in that State. Working with and through the operators 
and their associations, TVA will continue to try to establish this point region- 
wide; it is to the mutual long-term interests of timber operators, landowners, 
and the public to harvest only economically mature trees and to process them 
effivriently. 

In addition to encouraging forest resource development by this means, TVA 
also gives technical advice and assistance in improved processing techniques 
aimed at increasing the useful product of the forests in both quantity and quality. 
Cooperative research on wood preservation is continuing, the object being the 


} 
3 


2403 


development of simple processes of chemical treatment adapted to small enter- 
prizes. Since 1950, when TVA began its preservation investigations and demon- 
strations, 28 small commercial and community treating plants have been estab- 
lished in the area. There were none before. Nineteen of the twenty-eight are 
in Alabama, where the movement has been led by high school vocational agri- 
culture departments. Another job is the development and promotion of a small 
lumber kiln. Over 1,000 plants in the valley require seasoned lumber for their 
products, but only 200 have their own klins. Several small kilns have been 
built by private plants and interest is increasing. 


TRIBUTARY WATERSHED DEVELOPMENT 


There are many local rural problems in the Tennessee Valley related to water 
conservation and use. These problems often show up in the failure of some of 
the smaller watersheds in the valley to keep pace with economic progress in the 
rest of the area. In many of these smaller basins, erosion has destroyed pro- 
ductiveness of the uplands, and silt has clogged the small streams, sending fre- 
quent floods over the banks to ruin bottomland crops. The physical problems 
of land and water use are reflected in economic problems related to farms, forests, 
and urban communities. These tributary watersheds often present in capsule 
form something of the same many-sided problems as a major river basin. 

TVA is concerned with helping the people who live in these areas to find ways 
to restore a sensible balance in the use of land and water and to build economic 
strength and productiveness. Both the problems and benefits in these areas are 
primarily local. If wide-scale improvement is to be obtained in these areas, the 
State and local governments must eventually assume leadership in planning and 
carrying out developmental programs. 

The major purpose of TVA participation in a program of tributary watershed 
development is to help find ways in which State and local governments and private 
groups can work together to solve the problems in these areas. TVA contributes 
to the program primarily through (1) research on land-water relationships; (2) 
identification and analysis of problems: (3) technical assistance to State and 
local groups; and (4) demonstrations. 

The 1955 estimate for tributary watershed development is $443,000, compared 
to the 1954 budget of $430,000. In 1955 research projects under way will be 
intensified; development activities in the Chestuee and Beech River watersheds 
will be continued at slightly increased levels; development activities will be 
started in a third area; and reconnaissance studies will be made in two additional 
watersheds. 


Basic investigations, $102,000 


Development of an effective program for conservation and use of land and 
water resources in a particular tributary watershed requires detailed information 
applicable to that type of watershed. TVA’s watershed research program obtains 
basic information on soil and water behavior under conditions peculiar to the 
valley. This research is essential since data obtained in other areas are not 
directly applicable to Tennessee Valley watersheds. 

Waynesville single-practice project—Sinee 1948 TVA and North Carolina State 
College have studied the effects of cover crops and trees on the water resources 
of five small watersheds near Waynesville, N. C. TVA furnishes the instruments 
for measuring precipitation, streamflow, runoff, and similar hydrologic factors 
and the personnel to evaluate and interpret the findings. The institution super- 
vises the agronomic aspects of the project, which primarily consist of making 
changes in the type of land cover in order that the effect of various covers on 
hydrology can be measured. 

Parker Branch pilot watershed.—This watershed of about 1,000 acres in privately 
owned farms is located in western North Carolina. The project, which is being 
earried out in cooperation with North Carolina State College, is the only watershed 
project in the United States where the effects on a stream of the development of 
best land use, economically speaking, are being measured with research accuracy. 
Plans for highest economic development of the individual farms will be prepared. 
Fertilizers supplied by TVA and other incentives will be used to obtain the co- 
operation of the farmers of the area in putting these plans into effect. Changes 
in land use that result will be related to the changes in the character of the stream. 
Changes in income and living standards of the farmers as they adopt thé better 
farming methods will be studied. Primary emphasis to date has been on hydro- 
logic calibration of the area and determination of present land-use practices and 
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changes to be promoted on the individual farms. In 1955 a program to change 
land cover will be started. The cooperative arrangements with North Carolina 
provide for joint participation similar to that described under the Waynesville 
project. 

Chestuee watershed, $178,000 

A coordinated demonstration program for the development of Chestuee water- 
shed in Tennessee was started in 1951. The entire program is being carried out 
in close cooperation with the University of Tennessee. Important contributions 
are also being made by many other groups, such as the Tennessee Department of 
Health, the Tennessee Department of Education, the Tennessee Department of 
Forestry, county and town governments, and rural communities. During fiscal 
year 1953 the direct financial contributions of other agencies were approximately 
the same as the direct TVA costs. This does not include the money and labor 
that the farmers put into the project in adjusting their farming systems. Contri- 
butions from various State agencies were about $80,000. County governments 
contributed $25,000 toward a joint public-health program. State and county 
participation in forestry costs exceeded TVA’s share. 

The program in Chestuee, while it grew out of land- and water-use problems, is 
not limited to physical measures. It is also concerned with the general economic 
strength and welfare of the area. While activities are focused on the 134-square- 
mile area drained by Chestuee Creek, some of the activities can better be organized 
on a broader geographical basis—for example, the 3-county area in which the 
watershed is located—and are not confined precisely to the watershed boundary. 
Basic changes are beginning to become apparent in the watershed and adjacent 
area. 

Total acreage of new improved pasture in 3 years amounts to 2,900 acres—3 
times the amount in existence in 1951. Sediment discharge into the streams has 
been reduced by almost half. Farmers along Chestuee Creek in Polk County have 
begun an organized effort to remove logs and drift from the creek to improve 
flood conditions. In October 1953 they cleared one section of the stream. Mce- 
Minn County joined Polk County in appropriating funds for countywide forest-fire 
protection during the year; protection is now provided for about 80 percent of the 
watershed. Reforestation efforts increased from the 1952 level of 20,000 trees to 
84,000 in 1953. 

The Tennessee Department of Health and the governing bodies of Polk, Mon- 
roe, McMinn, Meigs, and Bradley Counties, with assistance from TVA, have 
organized a five-county health district, the first such organization in Tennessee. 
Under this leadership, the district is carrying on a more complete public-health 
program than would be feasible for each county individually. 

ifty-eight teachers from local schools attended a workshop conducted by staff 
members of the College of Education, University of Tennessee, where they studied 
health, vocations, science, and conservation. Resource data from Chestuee 
studies were used. 

Four towns in the area created an area development agency and took steps to 
emphasize the area’s industrial advantages. Two new small industries started 
up in the area. During 1955, activities in the Chestuee watershed will continue 
at about the current rate, with relative emphasis depending upon the interests and 
efforts of the people of the area and their local organizations. 


Beech River watershed, $79,000 

The Beech River watershed covers 302 square miles in west Tennessee. Agri- 
culture is the major industry in the Beech River area but large areas of land are 
unused and unproductive. The upland soils are washing away to an alarming 
extent and the bottomlands are subject to flooding and silting. The area has 
had a population loss, per capita income is very low, and industrial develop- 
ment has lagged. State and Federal expenditures in the area are disproportion- 
ately high compared to public revenues collected. Without special attention 
to its problems, it seems certain that the resources and economy of the Beech 
River area will continue their decline. 

TVA made a survey of the Beech River area which defined many of the prob- 
lems and suggested possible improvements. The people of the two counties in 
the watershed have expressed great interest in a development program tor the 
area and have organized a local watershed committee which is planning specific 
measures to be undertaken. Among the activities which may be carried on in 
cooperation with other agencies are erosion-control demonstrations, forest man- 
agement and utilization demonstrations, a contractual forest fire prevention 
project, reforestation, farm test-demonstrations, assistance in developing com- 
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munity organizations, and assistance in industrial development. The timing 
and extent of these activities will depend upon the interest and participation of 
State and local groups. 


Other watersheds, $84,000 


During 1954 and 1955 TVA plans exploratory studies of 1 watershed in each of 
6 valley States. Results will be presented to the State governments and efforts 
made to encourage the States to assume leadership in planning and carrying out 
development programs in these areas of speical need. Where warranted by State 
and local interest, TVA may join with State and local organizations in the conduct 
of more detailed reconnaissance surveys. By 1955 it is expected that a develop- 
ment program will be started in at least one of these areas, provided such a 
development program is initiated by the State. The 1955 estimate provides for 
limited technical and financial assistance in one watershed in addition to the 
work under way in Chestuee and Beech River. 


MINERAL RESOURCES DEVELOPMENT 


The TVA mineral resource development program was concluded at the end of 
fiscal year 1953. This program provides a good example of the manner in which 
TVA has withdrawn from participation in resource development activities for which 
valley agencies and institutions have developed competent regional leadership. 
TVA pioneered in exploration of valley minerals and in research on their develop- 
ment and use. TVA and State and local agencies of North Carolina established a 
minerals-testing laboratory in Asheville as a regional facility available to all the 
Southern States. TVA withdrew from this cooperative project in an orderly 
manner, ending its financial support in fiscal year 1953. he laboratory now is 
operating under the direction of the University of North Carolina with suppoct 
from the States using its services. 


RESERVOIR DEVELOPMENT 


Through the past 20 years TVA has helped the valley States in the development 
of the resources of fish and wildlife, recreation, and clean waters through its 
reservoir development program. Under this program the fish and wildlife resource 
in and around the TVA lakes became the base of a multimillion-dollar business. 
The States, which alone have regulatory control over stream pollution, developed 
organizations to promote stream-sanitation programs. State and local agencies 
and private enterprises are now leading the development of recreation resources 
as a valvable regional asset created by TVA’s reservoir system. Lack of funds 
in the current fiscal year has made it necessary for TVA to discontinue its advisory 
and promotional assistance to State and local governmental agencies in develop- 
ment of physical recreational facilities. 

Continued knowledge about the effects of impoundment and water control on 
fish and wildlife and water quality is necessary. Consistent with its statutory 
responsibility for controlling the Tennessee River system for primary benefits, 
TVA endeavors to operate the reservoirs for the benefit of their byproduct 
resources as well. As the owner of considerable reservoir land, TVA is interested 
in the management of its properties to contribute to the development of the 
recreation resource by others. These residual functions, all related to the TVA 
function of water control and reservoir land management, are now budgeted as 
multipurpose reservoir operations and are discussed under that heading. 


TOPOGRAPHIC MAPPING 


In 1938 the TVA and the United States Geological Survey began a cooperative 
program of preparing modern topographic maps of the Tennessee Valley. Ade- 
quate maps are indispensable in TVA’s work, and they are of great value to local 
development agencies as well, such as planning commissions and industrial 
development boards. Private firms and individuals, including telephone com- 
panies, highway departments, timber operators, and real estate developers, use 
maps in planning some phases of their enterprises. Up-to-date maps covering 
almost 32,000 square miles of the Valley have been completed and reproduced. 
Surveys and maps of much of the remaining area are in various stages of comple- 
tion. Within the present limited budget estimates, priority will be given to’ the 
completion of maps now well advanced and to the mapping of areas of first im- 
portance to TVA programs. 

The estimate of $60,000 for fiscal year 1955 is the same as that for 1954 and is 
less than one-fourth of the actual expenses incurred in 1953. 
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GOVERNMENT AND ECONOMICS STAFF STUDIES 


The TVA is charged by statute and by Executive order to conduct surveys and 
studies that will be useful in guiding and controlling the extent, sequence, and 
nature of resource development programs and that will foster an orderly and proper 
physical, economic, and social development of the region. Such investigations 
are made in cooperation with State and local agencies where possible and 
appropriate. 

he total program of TVA includes a wide variety of integrated activities, each 
of which is concerned with a limited field and at the same time gains important 
results only as it is related to other activities. In the conduct of such a program, 
general data about the region are needed in order that the broad resource prob- 
lems of the area can be identified and possible solutions indicated. 

Such matters as per capita income, population change, trends in State finance 
and taxation, local governmental relationships, and general liaison with State and 
local agencies relace to all TVA programs. In order to provide necessary informa- 
tion on these and cther subjects without duplication ot effort, general background 
studies and broad resource development investigations are performed by a single 
staff. The results are available to the central management of TVA, to its operat- 
ing and program offices and divisions, and to outside agencies and individuals. 

An example of such a study is an analysis of the movement and economic 
position ot the 5.5 million Negroes of ‘he Valley States, undertaken by the 
Negro land-grant colleges with modest support from TVA (85,000 in 1953). 
Facts thus far uncovered reveal major changes in the place of the Negro in the 
region. The very rapid decline of the rural Negro population in certain areas 
indicates that some governmental and educational activities have been out of 
date in their emphasis. In other areas, notably North Carolina, the rural Negro 
population has remained more stable. Why the Negro has remained in some- 
rural areas and why his income has improved there remains to be determined. 
The answer to these questions is vital, not only to the southern States but also 
is of concern to the northern cities tc which many migrant Negroes have turned. 

TVA’s resource development program tor 1955 1s necessarily flexible and in 
part experimental. It can proceed most effectively on the basis of accurate, 
up-to-date information on state and local government policies, capacities, and 
organization. As the program is redirected (see page 59 and following), TVA 
must be better prepared to work with Vallev States and communities on the 
means of strengthening and expanding their resource and economic development 
activities. To this end, close relations must be maintained with as many re- 
sponsible State officers as possible. Investigations will be undertaken to keep 
before TVA divisions immediate opportunities for transfer of work to States 
and communities, to accelerate the process of transfer of resource development 
responsibilities to its practical limit, and to provide basic information cn the 
administrative and economic limits of state and local resource development 
programs. 

These duties concern much more than agriculture, forestry, and other physical 
aspects of resource development. They involve knowledge oi state finances, 
versonnel, and planning, details of local economic conditions, and similar subjects, 

hrough these activities, working papers can be provided for the TVA Board 
and major staff members for use in conferences with governors and State organiza- 
tions on resource development matters; they will assist in working with interstate 
organizations in stimulating more active cooperative programe. 

This activity includes technical planning consultation with State-local plan- 
ning and development agencies on matters of direct concern to TVA. A case in 
point is that of Calvert City, Ky., which came to TVA for help when it was almost 
overwhelmed by the problems of rapid industrialization. It was unincorporated 
and thus had no administrative machinery to treat with its problems. TVA 
agreed to give limited assistance if the Kentucky Agricultural and Industrial 
Development Board would participate and lead. As a result of this cooperative 
arrangement, the problems were approached with technical competence and the 
most pressing ones were solved, including 8 of incorporation and annexa- 
tion, local finance, and town planning. s a result of its experience here, the 
Kentucky Agricultural and Industrial Development Board initiated a state- 
wide program of technical planning assistance to communities which proceeded 
without further assistance from TVA. 

Essential liaison with Federal, State, local, and private agencies not covered 
by specific TVA operating programs is maintained as a part of general resource 
Gvodagumanh under this account. The same is true for special research required 
to answer requests made to the Board or General Manager by other Federal 
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agencies, Members of the Congress, Federal investigating commissions, interstate 
agencies, and semiofficial groups. 

The estimate of $120,000 for Government and economies staff studies provides 
for the salaries and related expenses of a small staff of seven professional and three 
stenographic and clerical employees, contractual expenses of cooperative projects, 
and consulting services. 

REIMBURSABLE SERVICES 


The 1955 estimate for reimbursable services is $2,781,000. These serviees are 
turnished at the request and expense of other agencies, and in the case of Federal 
agencies, are based on findings that the use of TVA\’s facilities and technical staffs 
results in overall savings to the Government. Services for other Federal agencies 
are performed under authority of section 601 of the Eeonomy Act of 1932. 

The major reimbursable activities anticipated m 1955 are mapping services for 
the Armv and the United States Geological Survey and services for the Army in 
connection with a classified defense facilitv. (Operating costs tor the defense 
plant are estimated at $9,467,000 in 1945, and are to be financed trom working 
fund advances to TVA by the Department of the Army. Funds for this activity 
are not included in TVA’s estimates in accord with prescribed procedures for 
allocated working funds.) 


ScueDuLe B-5— Administrative and general expenses (for fiscal years ending June 30= 
1958, 1954, and 1955) i 


Expenses 1953 actual | 1954estimate 1955 estimate 


Board of directors__. $89, 005 $92, 000 $92, 000 
Office of the general manager 132, 564 154, 000 134, 000 
Budget office 88, O68 94, 000 94, 000 
Washington office __ £5, 183 51, 000 51, 000 
Information cffice (including technical library service) 212, 857 237, 000 237, 000 
Division of personnel. - 919, 270 889, 000 881, 000 
Division of finance_. wal 3 300, 000 1,315, 000 
Division of law. _. nee 277, 192 300, 000 300, 000 
Division of property and supply. 7 586, 000 569, 000 
Operation of medical and safety service units. _- | 517,000 | 527, 000 
Other administrative and general expenses. s 43, 891 59, 000 59, 000 


Total expenses__._.._____- 3, 898, 620 | 4, 259, 000 | 4, 259, 000 


Distribution of administrative and general expenses 


} 1953 actual 1954 estimate 1955 estimate 
| | 
Appro- | Corpo- Appro- Corpo- Appro- Corpo- 
riated | rate | priated rate priated rate 


} 


Navigation, flood control, and power | 
program: 
Assets ...|$1,597,518 | $365, 242 |$1,738,000 | $386, 000 |$1,612,000 | $367, 000 
Expenses: 
Navigation operations. 
Flood control operations 
Power operations 
Multipurpose reservoir operations 


19, 843 | 21,000 22, 000 
8, 560 9, 000 10, 000 

}1, 018, 319 1, 160, 000 1, 275, 000 
119,926 |’ 79,951 | 154,000 | 102,000 | 168,000 | "112, 000 


Total expenses ____- 148, 329 |1, 098, 270 | 


184, 000 |1, 262, 000 200,000 | 1,387,000 


Fertilizer and munitions program: } | } 
Assets | 32, 000 | 34, 000 | 
Expense of fertilizer and munitions | | | 

development 82, q 88,000 | 341,000) 95,000} 360,000 

Resource development program: } | 

Expense of resource development. - } 131, 505 |_. 51,000 51, 000 | 

General service activities: | 
Assets. 10, 908 6, 000 | 4, 000 
Expense of reimbursable services: | 

Working fund | 106,000 107, 000 


40,000 | 40, 000 


Total distribution by funds /1, 998, 577 |1, 900, 043 |2,099, 000. 2, 160,000 |1, 985,000 2, 274, 000 


Total distribution 3, a 620 4, 259, 000 4, zy 000 
| 
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ADMINISTRATIVE AND GENERAL EXPENSES 
(Schedule B—5) 


Administrative and | epee expenses are the costs of the general management 
functions which serve the projects and programs described in the foregoing pages. 
They include the costs of executive direction—the Board of Directors and the 
General Manager and his staffs. Also provided are those personnel, fiscal, legal, 
and general management services common to all TVA organizations and functions. 
While the costs of these services are commonly recognized as administrative ex- 
penses, the work involved to supply them differs considerably from one organiza- 
tion to another according to the size of the operation and the variety of program 
activities. 

For example, TVA’s accounting and financial reporting vary substantially 
from that of most Federal agencies. The construction program requires many 
cost-accounting techniques peculiar to the construction industry. Accounting 
for power operations involves all the specialized problems relating to public- 
utility accounting and finance. For the fertilizer program, accounting entails 
process-cost problems much the same as for a private chemical producer. Finan- 
cial statements TVA serve as an invaluable tool to program planning and execu- 
tion. They show costs by organizations, by program activities, and by objects 
of expenditures. In this way responsible administrators at all organizational 
levels can tell from month to month how much money was spent, who spent it, 
what it was spent for, and how it compares with budget estimates. 

In terms of specific workload for various fiscal services, the employment table 
on page 85 gives the key to the volume of payroll work—the preparation of pay- 
rolls, issuance of paychecks, tax and retirement deductions, as well as maintenance 
of employee-leave records. Other indexes of required fiscal services are as follows: 


1952 1953 1954 1955 
$332, 417,156 | $334,698, 517 | $402, 544,339 | $504, 133, 000 
$121, 751, 297 | $133, 124,216 | $172, 774, 000 $237, 161, 000 
Net increase in fixed assets ................-...- $223, 388, 864 | $205, 933,712 | $248, 146, 362 | $288, 695, 000 
Government bills of lading processed... ..-__.- 28, 164 33, 423 41, 800 50, 000 
a easel ee 734, 304 841, 826 1, 000, 000 1, 000, 000 
185, 068 184, 705 210, 000 220, 000 
Photo and 55, 523 61, 029 62, 000 62, 000 
37, 338 50, 000 50, 000 
Orders... . 14, 574 15, 056 15, 000 15, 000 
Supplies, equipment, and materials purchased_| $159, 826,345 | $301, 224, 295 | $163, 560,502 | $144, 270, 731 
Purchase orders and contracts..............---- 42, 528 42, 489 43, 300 39, 200 
U. 8. savings bonds issued... .........-.-.----- 53, 345 98, 381 168, 000 168, 000 


Most of these items are self-explanatory; a few warrant special notice. The 
Government bills of lading processed, primarily for coal shipments to steam 
lants, are a clear measure of how construction and power operations make over- 
apping demands on fiscal services. While the generating facilities are yet in the 
building stage, coal must be stored for operating them. Shipments in 1953 
totaled 5.1 million tons and are estimated to be over 8 million in 1954 and about 
15.3 million in 1955. 

The net increase in fixed assets points to the fact that fiscal work for the con- 
struction program is not finished with the end of the building period. There is 
still another stage of financial recording. Preliminary and final cost reports 
must be prepared and completed plant converted to unit records in accordance 
with accounting requirements of the Federal Power Commission. 

Issuance of United States Savings Bonds through payroll deductions is an 
element of workload which has almost doubled in the last 2 years. As a result of 
an intensive campaign to pony the purchase of bonds, we believe TVA 
employees now rank second among Federal agencies. 

ersonnel services in TVA have two particular features which distinguish them 
from such services in most Government organizations. Under the TVA Act, 
the agency is responsible for developing and administering personnel policies and 
procedures specifically designed for the needs of the organization. This includes, 
among other things, formulation and operation of the classification plan; the fixing 
of wage rates; handling relations with organized labor groups (TVA has formal 
agreements and working arrangements with 15 international craft unions and 6 
unions of white-collar workers); and providing leadership in TVA’s comprehen- 
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sive employee-management cooperative program. In the second place, the wide 
variety of occupational skills needed to carry on TVA’s program activities requires 
recruitment for an unusually large number and diversity of work classes. The 
size and nature of this service is indicated by the following table showing total 
TVA employment broken down by types of work performed. 


1954 | 1955 


Construction activities 

Power operations. _- 

Fertilizer and munitions progr: am_ 

Other programs (navigation operations, flood control operations, 
meoparpese reservoir operations, and resource developm 

Reimbursable services (such as mapping work for the Army) -- 

Administrative services 


19, 349 | 20, 244 24, 293 | », 782 
| 


Manning the construction work requires more personnel actions than the 
annual employment figures show. One force cannot be hired to do the whole job. 
As each stage of construction is completed, workers in one craft no longer needed 
are terminated; and diflerent craft workers to handle the next stage must be 
hired. For example, a typical steam-plant project—and TVA now has seven in 
various stages of construction—requires about 750 mechanics and laborers to do 
the grading, earth moving, excavating, and other work before actual construction 
of the plant begins. Many of these workers cannot be used on construction 
proper, so they must be released at about the time active recruitment for skilled 
craftsmen begins. This phase gradually builds up to a maximum .of 2,500 to 
3,000 employees. During this peak period about 300 boilermakers, 200 carpenters, 
245 iron workers, 200 steamfitters, 50 painters, 125 equipment operators, and 25 
masons are used. Semiskilled workers, laborers, technical, and supervisory 
employees make up the remainder of the work force. As many as 425 employments 
per month on each project are needed to maintain a group of this size because 
many of the projects are located in labor market areas where there are other major 
construction programs; recruitment is therefore highly competitive. Transmis- 
sion line construction presents a different type of problem. Here the work site 
moves along from place to place as line erection progresses. Sometimes workers 
are as hard to find in remote areas as they are in the competitive labor markets 
around the steam plants. Moreover, it is uneconomical for crews to work too far 
from home base; therefore, when the line work extends beyond a reasonagle 
commuting distance, those in the construction crew who do not wish to change 
their residence must be replaced. 

Personnel problems are not confined to on-site construction work. TVA 
continues to face a serious shortage of professional engineers. There must be 
a vigorous and continuing recruitment program to attract well-qualified candi- 
dates; work assignments must be reviewed and rearranged to make the best 
possible use of professional engineering skills; and on-the-job training must be 
expanded to enable present employees to assume greater technical responsibility. 
Training also plays a significant role in the power operations program. While 
generating facilities are being built, plant operators must be trained to run the 
plants when they are completed, beeause TVA has no source from which to 
recruit qualified steam-plant operators in large numbers. Last year over 750 
employees were being trained for this work. To provide these personnel services 
plus those needed for other program activities required personnel actions in 1953 
of the magnitude of these examples: 15,580 employment requisitions handled; 
28,700 job applications processed; 52,300 loyalty investigations made; and 
10,900 tests administered 

Medical and safety services, like personnel services, relate directly to the num- 
ber of employees, where they are, and what they do. [he more hazardous the 
work the greater the need for accident prevention measures. The farther the 
work site from community centers the more vital first aid and medical care be- 
come. TVA now has about 13,000 employees doing heavy construction work; 
3,000 engaged in power operations and maintenance; and 1,500 operating the 
fertilizer facilities. All this work involves occupational risks and use of a wide 
variety of costly equipment. Preplacement medical examinations detect physical 
limitations which disqualify a person for particular jobs. This safeguards not 
only the one employee but also his working associates from bodily injury on the 
job and prevents destruction of equipment. For example, crane operators must 


= [=| 

11,948 | 12,388 | 15, 513 | 13, 384 

| 3, 300 | 3, 972 | 4, 700 5, 333 

| 1,725 | 1, 760 1, 736 | 1,742 

1, 287 | O45 872 | 868 

539 | 619 S88 | 871 

| 550 | 560 584 584 
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have good vision but particularly good depth perception. Accurate judgment of 
distances is of extreme importance where cranes are operated in a busy work area 
or near energized power lines. Accident prevention is the watchword of safety 
services. Workers are taught to use safe work measures and required to use 
safety equipment. All operating supervisors are vigilant in detecting and cor- 
recting or controlling hazardous work conditions. Proof that this service makes 
a valuable contribution to an efficient and economical operation is the fact that 
TVA’s employee injury rate for the past year was still lower than in 1952—4.5 
chargeable injuries per 1 million man-hours worked. The severity rate was 1.19 
days lost per thousand man-hours worked compared to 2.23 in 1952, 

The 1955 estimate for ad-ninistrative and general expenses is $4,259,099, the 
same as the amount budgeted for the current year. Present estinates for both 
1954 and 1955 are lower than the $4,412,000 proposed in the President’s budget 
last year. The reduction reflects a careful review of fund requirenents, recog- 
nizing that the quality of managenent services can save or lose millions of dollars 
of the taxpayers’ money and that, unless administered wisely, reductions in 
administrative and general expenses can add to rather than subtract fron total 
costs. Efforts are being made to hold costs to the minimum needed to handle 
the day-to-day workload of essential services to the construction and operating 
programs. Work assignments have been adjusted to achieve maximum utiliza- 
tion of present employee skills; and where adaptable, use of business machines is 
continually being enlarged to reduce cost of personal services, improve operations, 
and conserve manpower. 

Comparison ot divisional estimates in schedule B-5 shows that the total 1955 
estimate provides for administrative services in that year at about the going rate. 
While construction activities will level off somewhat in 1955, operation of com- 
pleted facilities will sharply increase. Thus the slightly diminished workload of 
services for the construction progran will be more than offset by the requirements 
of power operations. At the end of 1953 the TVA system had 5,102,985 kilowatts 
of generating capacity in operation; at June 30, 1955, there will be 8,795,185 
kilowatts. Of the major stearn plants now under construction, 3 are producing 
some power; by the end of 1955, there will be 6. 

The following table shows man-years of employment for administrative serv- 
ices. In 1955 the 583.5 man-years represents an increase of about 6 percent over 
1952. Because of the heavy requirements of the power program, total TVA 
employment is estimated to be 22,782 man-years in 1955 compared to 19,349 in 
1952—an increase of almost 18 percent. 


| | 
| 1952 | 1953 | 1954 | 1985 
| 5.2 | 6.9 | 7.0 7.0 
Office of the General Manager 15.2 | 12.8 13.7 13.7 
Information Office: | | 
Technical Library .. 10.0 10.0 10.0 10.0 
Scheduling of foreign ‘and other visitors...........-.--..---- 2.0 5.0 | 5.0 5.0 
Division of Personnel: 
Office of Director and staff branches--.-.-- 41.2 42.7 41.8 42.0 
Employment Branch (including examining and records). - 100.9 87.9 84.7 83.7 
Total Division of Personnel. 142.1 130.6 | 126.5 125.7 
33.1 34.4 | 36.0 36.0 
Division of Finance: 
Office of the Comptroller__________- 11.2 17.6 17.2 17.0 
‘Treasury Branch... 14.0 16.8 19.0 19.0 
Auditing Branch 72. 5 82.6 89.3 90.3 
Accounting Branch. 32.8 25.0 25.0 25.0 
Division of Property and Supply_-...........-....-------------- 75. 2 83. 5 | 91.4 89.8 
Operation of medical and safety service units.................-- 53.4 56.8 63.6 64.3 
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INVENTORIES 


The net increase in inventories during 1955 is estimated at $8,073,000, consisting 
of an increase of $8,346,000 in power inventories and a decrease of $273,000 in 
chemical inventories. Most of the increase in power inventories is for increased 
supplies of coal for steam-plant operation. Inventories of power materials and 
supplies will also be increased as the power system expands. The decrease in 
chemical inventories reflects a lower inventory of concentrated superphosphate 
and phosphatic raw material. 


ScuEDuLE C-1.—Repayment of investment in power program under provisions of the 


Government Corporations Appropriation Act, 1948 


Fiscal year 


| 
Minimum repayments re- | 1/40 of plant investment at | Actual and estimated 
quired under 1948 law | | 


Year 


$10, 500, 000 | 


2, 500, 000 
2, 500, 000 


2, 500, 000 | 


2, 500, 000 
2, 500, 000 
2, 500, 000 


2, 500, 000 


| 
Total period | 
| 
| 
$10, 500, 000 | 
13, 000, 000 | 
15, 500, 000 | 
18, 000, 000 
20, 500, 000 | 
23, 000, 000 | 
25, 500, 000 | 
28, 000, 000 
87, 059, 810 | 
174, 119, 620 | 


13,826,000 


end of previous year 


Year | Total period 


$8, 705, 981 | 
17, 411, 962 | 
26, 561, 589 | 
36, 295, 559 
48, 551, 875 
66, 034, 
| 2.88, 880, 000 


| 
351 | 
| 


payments ! 
Year 


$10, 
16, 
2i, 


$10, 500, 000 
5, 500, 000 
5, 500, 000 
9, 000, 000 30, 
12,000,000 | 42, 
15, 000, 000 | 57, 
2 20,000,000 | 2.77 
2 50, 000,000 |2127, 


| 
| 
-| 


Total 
period 


000 
000 
000 
000 
000 
000 


500, 
000, 
500, 
500, 
500, 
500, 


500, 000 


500, 000 


1, 291, 264, 000 |... 
1, 502, 250, 000 |-...--...-.- 
1, 510, 350, 000 |... 


2 

2 

| 2 1° 513,500, 000 


| 


'In addition to repayments under the provisions of the Government Corporations Act, 1948, bond ree 
je of $8,572,500 and other repayments of $15,059,019 were made prior to fiscal year 1948. 
2 Estimated. 


PAYMENTS TO THE UN?rTED States TREASURY 


Payments to the United States Treasury for 1955 are presently estimated at 
$55,172,000. Of this total, $50 million would be from power revenues and 
$5, 172,000 from nonpower sources. This would bring the total payments in cash 
from TVA to the United States Treasury general funds to $178,342,665, of which 
$151,131,519 applies to power investment. This is $38,620,000 more than the 
scheduled payment requirements as of that date. The estimated power repayment 
is subject to revision following completion of studies now underway regarding 
payment of interest on appropriations made for power purposes. 


Repayments from power revenues 

The Treasury funds employed in the power program are repayable to the 
Treasury from net power proceeds under the provisions of the Government Cor- 
porations Appropriation Act, 1948. This act requires that not less than $2,500,000 
of TVA bonded indebtedness. shall be repaid annually; that total repayments 
(including principal payments on bonds) shall be not less than $87,059,810 by 
June 30, 1958; and that an equal amount be repaid during each succeeding 10-year 
period until a total of $348,239,240 has been paid. In addition, new appropriations 
invested in power facilities must be repaid within 40 years after the year in which 
the facilities go into operation. The first additional amount, $17,745,840, is 
repayable by 1990. This and successive amounts repayable for new facilities, 
including those provided for in TVA’s budget program for 1955, are reflected in 
schedule page 90. 

TVA’s rate of return on its investment in power facilities is more than sufficient 
to meet the repayments required. Since the total net investment in power 
facilities comprises both appropriation financed and revenue financed plant, the 


1948 
ae $8, 705, 981 
9, 149, 627 
9, 733, 970 
1965 2 22, 845, 649 
4 \ \ \ 
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average repayments of appropriations required over the years could be met with an 
annual rate of return of something less than 24 percent on the total net investment. 
During the period 1933-53 TVA’s power operations have provided an average 
annual return of more than 4 percent on investment. There are variations in the 
rate of return from year to year. Favorable streamflows and markets for supple- 
mental power resulted in returns of 5.8 percent, 5.4 percent, and 4.7 percent for 
1950, 1951, and 1952, respectively. The rate of return in 1953 was 2.7 percent. 
It is estimated to be about 3% percent in 1954 and about 4% percent in 1955 if 
average streamflow conditions prevail. 

As provided in section 26 of the TVA Act, power revenues are used to finance 
the expenses of power operations and the construction of certain power facilities. 
In determining the amount to be repaid to the Treasury in any 1 year, these re- 
quirements and the need for working capital must be considered. These require- 
ments vary substantially from year to year depending on the demand for power, 
the volume of construction work required to meet this demand, and, most import- 
ant, variations of streamflow from the average conditions assumed for budget 
estimates. If low streamflows should occur during the remaining months of 1954 
or in a substantial portion of 1955, the net of funds available from power operations 
could fall below estimates by as much as $30 million—due partly to a reduction in 
revenues but mostly to increased power production expenses. Another factor to 
be considered in determining repayments for a particular year is that the full rate 
of return on large investments in new capacity cannot be expected to be realized 
immediately upon placing the plant in service. In view of the wide fluctuations 
in the requirements for power revenues to meet operating expenses, finance capital 
additions, and provide working capital, year-to-vear repayment plans must be 
reviewed from time to time as the situation unfolds. The need for flexibility in 
scheduling payments was recognized both in section 26 of the TVA Act and in the 
repayment provisions of the 1948 Appropriation Act. 

In order to assess TVA’s performance in repayments actually made through 
June 30, 1953, and those budgeted for fiscal years 1954 and 1955, these figures are 
compared on the foregoing schedule C-1 with (1) minimum repayments required 
under the 1948 law and (2) repayments that would be made under a hypothetical 
schedule which assumes that each increment of investment would be repaid in 
equal installments of one-fortieth each, beginning with the year immediately 
following completion of construction. As seen from schedule C-1, repayments 
under the 1948 law made and budgeted through June 30, 1955, are about 45 per- 
cent more than those which would have been made on the basis of repaying each 
year one-fortieth of the plant investment at the end of the previous year. Be- 
cause of the uncertainties in the demands on power revenues from year to year, it 
may be necessary in some future years to pay less than the calculated one-fortieth 
figure; in such instances the payments already made ahead of schedule will keep the 
average high enough to meet the 10- and 40-year requirement. 

The Bureau of the Budget, TVA, and other Federal agencies have been asked to 
develop recommendations relative to payments to the Treasury of interest on 
appropriations made for power purposes. Such payments as may be subsequently 
made effective for fiscal year 1955 would require an adjustment in the amount 
budgeted for repayment in that year. 


Repayments from nonpower sources 

The balance of nonpower proceeds at the end of each fiscal year not required 
for the purposes enumerated in section 26 of the TVA Act are paid into the 
Treasury prior to the end of the following calendar year. The 1955 budget is 
based on repayment during fiscal year 1955 of $5,172,000, which is the estimated 
balance of nonpower proceeds at June 30, 1954. Payments from nonpower sources 
during 1953 were $4,229,268 and are estimated at $4,676,977 in 1954; the total 
of such payments through June 30, 1955, is estimated to be $27,211,146. 


} 
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Power proceeds 


Income for year: 
Power operations. 
Other income 


‘Total income for year 
Program requirements: 


Expense of power operations 
Acquisition of assets 


1953 actual 


$105, 004, 030 | 
888, 950 | 


= 


105, 892, 980 
66, 963, 344 
19, 720, 496 


Power portion of expense of ee reservoir opera- | 


tions... 
Changes in power inventories 


Total program requirements 


Balance, current year 
Balance, previous year 


Total available for contingencies and Lseasieteasesa U.S. | 


Treasury 


Payments to U.S. Treasury: 
Retirement 
Repayment of investment 


Total payments to U. 8. Treasury. 


Balance reserved for contingencies 


Non ‘proces 


Income for year: 
Sales of fertilizer and byproducts 
Sale of retired plant 
Other income. 


Total income for year___- 


Program requirements: 
Cost of experimental fertilizer production. 
Resource development 
Change in chemical inventories. 
Bridge construction, H. R. 3182 


Total program requirements 


for contingencies and payments to U.S. 


| 1,320, 464 
4, 249, 092 


92, 262, 306 


| 
13, 630, 584 


| 1954 estimate 


39, 127, 128 


52, 757, 712 


5, 000, 000 
10, 000, 000 
000, 000 
37, 757, 712 


| 
= 
| 


ds 


E 1953 actual 


$134, 920, 000 
18, 000 


134, 938, 000 


\| 


80, 062, 000 
30, 987, 000 


1, 549, 000 
5, 619, 000 


118, 217, 000 | 
16, 721, 000 
37, 757, 712 
| 
54, 478, 712 | 

| 


5, 000, 000 | 
15, 000, 000 | 


20, 000, 000 | 


34, 478, 712 


1954 estimate 


$20, 062,333 | $21, 330, 000 
1, 166, 571 917, 000 
98, 066 63, 000 

21, 326, 970 22, 310, 000 
16, 383, 243 16, 975, 000 
sei 631, 000 
a 3 192 — 514, 000 
274, 942 46, 000 
649, 903 “1, 138, 000 
172, 

4, 676, 977 

8, 906, 245 9, 848, 977 
4, 229, 268 4, 676, 977 
é 676, 977 5, 172, 000 


1955 estimate 


$200, 312, 000 
62, 000 


200, 250, 000 
109, 305, 000 
25, 604, 000 


1, 573, 000 
&, 236, 000 


144, 808, 000 
55, 442, 000 
M4, 478, 712 


89, 920, 712 


15, 000, 000 
35, 000, 000 


50, 000, 000 


39, 920, 712 


1955 estimate 


$21, 498, 000 
1,077, 000 
98, 000 


22, 673, 000 


16, 407, 000 
640, 000 

—273, 000 

2; 000 

16, 776, 000 

897, 000 
5, 172, 000 


11, 069, 000 
5, 172, 000 


5, 897, 000 


| 

| 

Balance reserved for contingencies. 
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ete of ee by objects, fiscal years 1953, 1954, and 1955 


Amount (in thousands) 
Object No Title 
1953 1954 1955 
| 
Personal services. $104, 641 | $125,079 | $116, 478 
, B42 1, 377 1, 321 
_—_ a Transportation of things.............................-. 12, 696 17, 461 24, 750 
_| Communieation services. 703 76 768 
07 Other serviees.. 23, 467 26, 129 13, 837 
07 (part)___| Services performed by other agencies 3, 392 6, 649 5,178 
ae ..| Supplies and materials 62, 787 80, 134 92,113 
238, 437 83, 426 52, 158 
Lands and structures... 2,174 2, 130 85. 
eae Grants, subsidies, and contributions. - 7, 143 7,819 8, 310 
Refunds, awards, and indemnities_- 259 116 102 
01 Personal services 
| 1953 1954 | 1955 
| Num- | Total | Num- | Total | Num- | Total 
ber | salary ! ber salary ! salary ! 
Annual positions: | 
8,324 | $38, 726 8,335 | $39, 468 8, 086 $39, 077 
bor... scinionplaint 5,145 | 19, 762 5, 420 21, 855 6, 006 25, 098 
Total annual _....| 18,469 | 58,488 13, 755 61, 323 14, 092 64, 175 
—2,179 | —9,490} —1,116 | —4,560| —1,014| —4,2 
Total permanent (man-years)-_-___. 11, 290 | 48, 998 12, 639 56, 763 | 13, 078 59, 935 
‘Temporary employment (man-years) - ___- 8, 831 | 49, 552 11, 519 62, 933 9, 586 51, 580 
Intermittent employment (man-years).. 86 364 82 374 75 320 
Part-time employment (man-years) _-___-- 37 146 53 212 174 
Total part-time and temporary em- 
ployment (man-yeafs)..__.______- 8, 954 50, 062 11, 654 63, 519 9, 704 52, 074 
Regular pay in excess of 52-week base. ___- 229 
Overtime and holiday 4,244 3, 892 
Night-work different 334 348 
Payment above basic rates___._- | 4,578 PL 4, 240 
Excess of annual leave sees over leave 
Total and serv- | 
ices costs... ~ .-| 20,244 | 104, 641 24,293 | 125,079 22, 782 116, 478 


1 Vn thousands. 
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Breakdown of man-years by organizations 


Office of Chief Engineer 

Division of W ater Control Planning 
Division of Design 

Division of Construction _ 


Subtotal 


Office of Manager of Power 

Power District Offices 

Division of Power Utilization 

Division of Power Supply sae 

Division of Power Operations 

Division of Power Engineering and Construction 


Subtotal 


Office of Manager of Chemical Engineering 
Division of Chemical Development. 
Division of Chemical Operations 


Subtotal 


Division of Property and Supply 
Division of Reservoir Properties 
Division of Finance 

Division of Health and Safety 
Division of Personnel 

Division of Forestry Relations 
Division of Agricultural Relations _- 

Division of Law ; 
Division of Navigation and Local Flood Relations. 
Board of Directors 

Office of the General Manager. 

Budget Office 

Washington Office 

Information Office 

Government Relations and Economies Staff. 
Tributary Watershed Field Representative 


Total man-years. 


Percentage breakdown of man-years 


| 1953 


By organizational groups: 
Engineering and construction divisions 
Power divisions 
Chemical engineering divisions. 
All other 


Total. 
By employee groups: 
Annual salary policy employees (after lapses) ___ 
Annual trades and labor employees (after |: apses) ____ 
Temporary, part-time, and intermittent. - 


Total- 


| 


1953 


Construction activities. _. = 12, 388 
Power operations. } 3 972 
Fertilizer and munitions development 1, 760 
Other programs (navigation operations, flood control opera- 

tions, multipurpose reservoir operations, and resource de- 

velopment) ~ 
Reimbursableservices_______ 
Administrative services_....___.. 


Total programs other than construction activities : 
power operations._____ 


Total employment.___. 


15, 513 | 


4, 700 


1, 736 


| 1953 } 1954 1955 
30 29 3 
| 455 | MO | 
| 710 475 
8, 149 10, 226 8, 451 
| } 9, 383 11, 505 9, 491 
209 282 
| 631 667 
73 90 97 
3. 034 3, 728 4, 379 
2, 127 2, 905 2, 734 
a 
6,099 | 7, 722 | 8, 258 
| 17 | Ca 18 
isa | 251 | 248 248 
. 1, 748 1, 934 | 1, 934 
2,016 2, 200) | 2, 200 
| 725 Sl | S19 
| 352 | 372 | 379 
227 260 | 
165 168 162 
130 101 
85 | 79 SI 
45 | 48 | 48 
28 31 30 
7 | 7 7 
13 
10 | 10 | 10 
4 5 5 
23 | 25 | 2% 
29 | 18 | 21 
2 2 | 2 
20, 244 | 24, 293 | 22, 782 
1954 1955 
6 47 | 42 
31 | 32 | 6 
13 12 | 12 
| 100 | 100 | 100 
| 35 | 31 33 
| 21 | 21 | 24 
| 4 48 | 48 
Breakdown of man-years by programs 
1954 1955 
13, 384 
| 5, 333 
1, 742 
872 | S68 
S88 871 
AS4 . 
3, S84 4, 080 4, 065 
20, 244 24,293) 782 
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The types of employment shown in the summary of object 01, personal services, 
are defined below. 

Annual salary policy positions include administrative, professional, sub- 
professional, and clerical positions. Annual trades and labor positions consist 
of the regular craft maintenance work and the operating jobs in the power and 
chemical plants. Temporary employment is made up of hourly rated craftsmen 
and laborers primarily for construction work; of the 9,586 man-years of temporary 
employment in 1955, 7,250 man-years are for dam and steam plant construction, 
2,150 for transmission line construction, and 186 for all other activities. 

Overtime work in TVA is confined for the most part to construction activities. 
At the beginning of calendar year 1954, the regularly scheduled workweek was 
45 hours at 3 of the steam plant construction projects. At the other steam plant 
sites, the workweek was 40 hours but may be extended during fiscal year 1955 as 
required by the progress of the work, weather conditions, and equipment deliveries. 
Because of the critical shortage of professional engineers, the Division of Design 
was working on an extended workweek of 45 hours to make maximum use of 
present staff in carrying a heavy workload of design work for on-site construction 
activities. The extended workweek for design employees will be continued for 
an undetermined period. 

For all other activities the regularly scheduled workweek was 40 hours and is 
expected to be continued at that rate. Overtime work is used from time to time 
as particular job situations demand. For example, it may be necessary for 
construction forces building power transmission facilities to work extended hours 
to meet scheduled completion dates or to take advantage of favorable weather 
and supply conditions. Also in emergency situations and where operations are 
on a 24-hour basis, as are our power operations and some phases of the chemical 
plant, certain operating and maintenance employees are sometimes needed for 
overtime work. 


02 = Travel 
{In thousands] 
1953 | 1954 | 1955 
Divisional breakdown: 

Power engineering and construction $648 $325 $300 
Power operations 145 278 290 
115 185 175 

Office of the Chief Engineer ee: 4 2 2 
Total engineering and construction divisions. 163 230 197 
Total management service divisions._._.--.-...---.-.------ 177 217 | 217 
Agricultural relations 22 37 40 
16 33 33 
Navigation and local flood relations_.............-.....--- 4 5 5 
Government relations and economies staff... 6 4 5 
16 20 20 
Board of Directors and Office of the General Manager____- 9 13 13 


Travel expense in TVA includes payments to common carriers for railroad, 
airplane, and bus fares; taxi fares and other incidental expense of employees in 
travel status; and reimbursement on a per diem basis for meals and odging of 
employees engaged in official travel. About 85 percent of TVA travel relates to 
per diem payments, mainly to employees engaged in construction and operation 


of power facilities in localities widely scattered and frequently inaccessible by 
common carrier. 


| 
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Travel Expenditures by activities 


{In thousands of dollars] 


1953 1954 1955 


Amount | Percent | Amount | Percent | Amount | Percent 


Exempt from limitation: 


Construction of transmission facilities. 775 58 500 36 479 36 
Other costruction (dams, steam 

144 10 210 15 169 13 

Total exempt from limitation .___. 919 68 710 51 | 648 | 49 


Subject to limitation: 
Operation and maintenance of dams, 
reservoirs, steam plants, transmis- 
sion lines, and substations_. 


36 
Chemical operations, resource de- 
— and reimbursable serv- 
ices for other agencies--..__.........- 9 
Administrative and general expenses__ 6 
Total subject to 
Total expenditures for travel_______. 100 
03 Transportation of things 
{in thousands] 
1953 | 1954 1955 
Transportation charges for fuel (coal and oil), power inven- 
Freight on materials and equipment used {n the construction 
of transmission facilities 473 625 550 
Freight on other materials and supplies used in maintenance 
and operation of power facilities___ oth 216 306 279 
Freight on supplies and equipment used in the construction 
of dams and steam plants - ‘ 3,070 4,041 3,353 
Freight on materials and supplies used in chemical operations 2, 510 2, 604 2, 642 
Freight on transportation and office equipment, materials, 
and supplies. __- : 54 64 65 
Freight on other materials, supplies, and equipment used in 
reservoir operations, resource development, and miscel- 
nine 12, 696 | 17, 461 24, 750 


This category includes payments to carriers for freight, express, drayage, 
truckage, and incidental charges. It also includes reimbursements to employees 
for the movement of household effects in transfers of official station. These 
latter costs amounted to about $120,000 in 1953 and are estimated at $150,000 in 
1954 and $150,000 in 1955. 

The principal item of expense is for payments to railroads and barge lines for 
the transportation of coal to steam-electrie generating plants. In 1953 a total 
of 5,099,344 tons of coal was received at the several installations. In 1954 re- 
— are expected to total 8,212,000 tons and in 1955, 15,267,000 tons. 

ilway freight, barge-line payments, and express charges for the many types 
of equipment and materials used in dam and steamplant construction constitute 
the next largest item of transportation expense. Comparison of actual and esti- 
mated tonnages are meaningless since shipments range from bulky lightweight 
insulation materials to heavy rotors for electric generators. Also, points of 
origin range from factories near construction sites to manufacturing plants located 
in New England States. 

Chemical raw materials and supplies consist of items such as coke, coal, phos- 
phate rock and sand, and acids. The tonnage moved in 1953 was 651,871 and 
is expected to be 583,000 in 1954 and 571,000 in 1955. 
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04 Communication Services 


| | 
1953 1954 | 1955 
General telephone, telegraph, and postage expenses—Knox- | | 
ville, Chattanooga, and Wilson Dam__._-..-........-.---... $440 $460 | $474 
Telephone and other communication expenses relating to | | 
power operations and construction 121 143 | 152 
Telephone and other communication expenses rel: ating to the | | 
construction and operation of dams and steamplants - - , 04 lll | 92 
Communication expenses relating to the operation of reservoir | 
properties 18 18 | 18 
Communication expenses associated with forest resource de- } 
velopment, chemical health and and 
other activities. - 30 32 | 22 


The first item listed represents, for the most part, pooled telephone expenses 
for offices located in Knoxville and C hattanooga, Tenn., and Wilson Dam, Ala. 
PBX boards are operated by TVA employees in these localities, and the entire 
cost of local service, including payments to the telephone company, operators’ 
salaries, and other related costs, is distributed to organizations and activities on 
a basis of stations and extensions in use. Leased lines are used between major 
employee concentration centers and the rental costs of these lines are distributed 
to organizations and activities on a basis of use. 

Statistics regarding pooled telephone operations follow: 


1953 1954 | 1955 
} 
Positions on board: 
7 7 7 
TVA stati ns Operating: 
goes ede 635 645 645 
TVA extensi ms operating: 
Chattanooga ; 532 550 550 
Wilson Dam 449 460 460 
Total calls handled through switchboards: 
Knoxville. __-- 101, 139 5, 96, 300 
Chattanooga __._._. 141, 629 159, 000 160, 000 
Wilson Dam 21, 604 22, 000 22, 000 
Leased lines: 
tien 1 1 l 
Knoxville to construction projects 7 9 9 
Chattanooga to Wilson 2 2 2 
Chattanooga to construction projects. 6 10 10 


The second item listed represents expenses incurred in connection with the 
construction, maintenance, and operation of power-transmission facilities. The 
power-service area includes about 80,000 square miles and numerous substation 
operators, etc., must maintain contact with dispatching centers. Carrier cir- 
cuits, which make use of transmission cables for communication purposes, micro- 
wave ra‘lio facilities, or TVA-owned wire telephone lines are used in lieu of com- 
mercial communication services where the cost of communication services can 
be reduced by the use of such alternate facilities. The costs of carrier circuits, 
microwave radio facilities, and TVA-owned wire telephone lines are charged to 
various object accounts as appropriate and are not included in object O4. 

The third item relates principally to temporary services to dam and steam plant 
projects under construction, and the remaining two items represent costs of opera- 
tions in the field for various activities, 


f 
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05 Rents and utility services 


{In thousands] 


1953 1954 | 1955 


Rental and utility charges for centralized office, storage, garage buildings, and i 

related space in Knoxville, Chattanooga, and Columbia, Tenn.; and rental of 

special office and transportation equipment... _........ $826 | $867 $870 
Use of transmission and switching facilities of contractors and other utilities, | | 

pole-attachment rentals, field office and warehouse expense, equipment | | 

rentals—transmission system operations and construction | 513 | 460 355 
Utility services for chemical operations, mainly natural gas used in operation of 

furnaces at Columbia. 82 lil lll 
Equipment rentals and miscellaneous other expenses, dam and steam plant | 

Area office rental and utility “costs, power for operating drainage pumps, and 

miscellaneous, reservoir operations. ___ 60 62 60 
Other area and field office expenses relating to fore stry development, agricul- | 

tural development, tributary watershed Ce. and administrative | | 


The first category of expense above includes rentals and utility costs for space 
in Knoxville, Chattanooga, and Columbia, Tenn., operated and serviced for the 
most part through a central office service organization. Utility charges included 
amount to $77,714, $82,980, and $83,400 in each of fiseal years 1953, 1954, and 
1955, respectively. The total costs for centrally operated and serviced space are 
originally accumulated in the accounts of a service organization and distribution 
is made to using organizations at a fixed rate per square foot according to the type 
of space being used. In this manner, each organization is charged with its pro 
rata share according to space utilized. Amounts included for rental of special 
office and transportation equipment are $12,484 in 1953, $12,615 in 1954, and 
$11,995 in 1955. 

The remaining items represent charges for equipment rentals; pole-attachment 
agreements; field office, garage, and warehouse rentals; and miscellaneous similar 
costs relating principally to the construction, maintenance, and operation of 
generating stations and transmission facilities. 


06 Printing and reproduction 


[In thousands] 


| 1983 | 1954 | 1955 


Printed office forms, ete., used in various operations 


} $52 | $40 $20 
Technical reports relating to the construction and operation of dam and steam | | 
plant projects | 10 | 18 | 21 
Technical reports relating to the de velopment, “construction, and operation « of 
chemical facilities. 1 | 13 13 
Printed checks, etc., used in accounting and financial activities. __- 6 5 | 5 
Printed charts, gre aphs, ete. “ne in power operations ______- .| 3 6 | 6 
Annval TVA report. 3 4 4 
2} 4 | 3 
| 


Charges to this account include all printing and binding costs for work per- 
formed by the Government Printing Office and by private establishments. his 
category does not include costs of reproduction work performed by TVA employ- 
ees on office-type machines. Technical report titles include “Flood Control and 
Navigation,” ‘‘Design of TVA Projects,” “Construction Plant,” and ‘‘The Upper 
Holston Projects.” 


41872—54— pt. 3——-25 
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07 (Part) Other contractual services 
{In thousands] 


1953 1954 1955 


Purchased and interchange power received from non-Federal 
$14, 578 $9, 106 $5, 246 
‘Miscellaneous contractural services for construction and oper- 
ation of transmission facilities such as right-of-way clear- 
ing, spur track construction, coal tipple service, and 
maintenance and repair of special equipment... .........__. 1, 635 2, 091 2,114 
Contracts for the installation of dam and steam plant appur- 
tenances and miscellaneous other expenses of engineering 


ing and construction organizations. ................-...---.- 6, 119 16, 471 5, 417 
Contractual test-demonstrations, agronomic research, soil 

surveys, and other activities in the field of agriculture... __- 534 554 525 
Contracts relating to the construction and operation of chem. 

ical facilities and to the ety ayo of chemical processes _- 149 130 105 
Service contracts relating to the operation of automotive 


vehicles and office space and equipment... - x 196 204 194 
Other services including personal service contracts for. physi- 
cians, attorneys, etc.; and contractual agreements in the 
fields of forestry, industrial economics, governmental rela- 


tions, public health, and educational relations._....._...._- 256 280 236 
Adjustment to offset amount incorrectly classified in the sec- 

ond part of object 07, “‘Services performed by other agencies’’ 

23, 467 26, 129 13, 837 


TVA’s transmission system is interconnected with neighboring power systems 
and, where mutually advantageous, “interchange agreements” have been nego- 
tiated. Power received by A under interchange agreements is charged to 
“Other contractual services.” Power purchased outright from other systems is 
also charged to this a, Power ispatched to other systems is classified as 
incidental income and is credited to operating accounts. 

Where contractual services and acquisition of property are a part of the same 
obligation or payment, the entire cost is classified as ‘Other contractual services”’ 
if the services are the major part of the item. In dam and stream plant construc- 
tion such costs include contracts for highway and bridge relocation, contracts for 
services in connection with the erection of various structures, contracts for the 
installation of materials not furnished by the contractor such as pipe and boiler 
insulation, brickwork, tile setting, ete. The rental of construction equipment 
where the contractor supplies the operator is charged to this account. 

TVA carries out many of its research and development activities under coopera- 
tive agreements with State and local institutions. Such arrangements are used 
extensively in connection with TVA’s work in fertilizer tests and demonstrations 
and in agricultural and forestry development. These cooperative contracts, to 
which the cooperating agencies make substantial contributions, have enabled 
TVA to make maximum use of existing facilities and skills of State and local 
agencies and to encourage the strengthening of these institutions. 


07 (Part) Services performed by other agencies 


{In thousands] 
1953 1954 1955 

Acquisition of entire power output of Cumberland from the Southeastern 
Purchase of power from Atomic Energy 1,219 | 1,192 1, 428 
Cooperative coal explorations, U 27 

Stream gaging, U. 8. Geological’ Survey; weather information, U. S. Weather 

Amount classified incorrectly; offset in the preceding part of object 07, “Other 
3,392 | 6,649 5,178 


These costs relate to services performed by other Federal agencies at the request 
and expense of TVA. 


f 
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08 Supplies and materials 


[In thousands] 


1953 1954 1955 
Concrete aggregate, cement, reinforcing steel, lumber, iron and 
steel items, piping, valves, fittings, electrical supplie s, hard- 
ware, fuel, lubricants, equipment repair parts, prec: ast Con- 
crete products, roofing, siding, windows, doors, and hundreds 
of other items used mainly for construction of dams, steam 
plants, additions to dam and reservoir projects, miscellane- 
ous construction, and investigations for future projects... .- $25, 561 $27,725 $19, 886 
Concrete materials, poles, steel towers, steel structures for 
substations, electrical conductor, insulators, fuel, lubricants, 
lumber, miscellaneous hardware, ete., used for construction 
of power transmission facilities _-..............-.........-- 7, 708 8, 300 5, 325 
Fuel for operation of steam-electric generating plants: 
Coal (15,267,000 tons in 1955) 17, 386 26, 703 48, 793 
Lubricants, electrical supplies, miscellaneous metal items for 
making repairs, manufactured repair and replacement parts, 
cable, hardware, herbicides, protective clothing, tools, ete., 
used mainly for operation and maintenance of the power 
generating and transmission system_....__...........-..---. 3, 232 4, 437 3, 649 
Raw materials and supplies used mainly for manufacturing 
fertilizers and related chemical products and for performing 
operations in the chemical field for the account of others: 
Phosphatie materials (240,000 tons in 1955).............--- 579 999 999 
Conditioner (7,600 tons in 1955). ........................-- 102 SS SS 
Natural gas (3,872,000 MCF in 1955)_........-...-.------- 1,191 1, 250 1, 250 
1, 188 1, 200 1, 200 
Other supplies and materials (largely of a classified char- 
csida 933 4, 209 6, 165 
Materials and supplies for maintenance of office buildings and 
general office operations, including office supplies such as 
Fuel, lubricants, antifreeze, tires, batteries, repair parts, etc., 
for operation of genera] transportation equipment. _________- 1, 239 1,355 1, 283 
Other supplies and materials, including food for cafeterias at 
construction sites, commodities for resale, medical supplies, 
chemicals for malaria control, uniforms for public safety 
officers, and plants, seeds, and other materials for use in the 
upkeep of roads and grounds and in forest nurseries... ._._- 442 536 478 
09 Equipment 
{In thousands] 
1953 1954 1955 
Equipment for use in construction and for installation in dams, 
hydro powerhouses, steam plants, additions to dam and 
reservoir projects, and miscellaneous construction: 
Steam boilers ___- 50, 443 $4, 191 $2, 017 
Steam turbogenerators. 79, 298 4, 4, 566 
Other equipment including valves, gates, steam conden- 
sers, feed water heaters, pumps, motors, piping systems, 
fans, instruments, car dumpers, coal crushers, various 
kinds of construction equipment, and dozens of other 
85, 510 52, 647 31, 916 
222, 183 61, 404 38, 499 
Power transformers, circuit breakers, switches, electric con- 
densers, instruments, and other items of equipment mainly 
for installation in the electric power transmission system 13, 998 19, 082 11, 292 
Equipment for office buildings, sappetnetion shops, and gen- 
eral office operations. 604 425 352 
Transportation equipment for general use. 1, 267 1, 369 1, 194 
Tanks, pumps, motors, heat exchangers, and other equipment 
items for installation in chemical production facilities... .... 314 1, 060 752 


| 
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10 Lands and structures 


{In thousands] 
1953 1954 1955 

Transmission line rights-of-way, substation sites, and related 
buildings and structures. $760 $1, 342 $812 
Dam and steam plant sites and reservoir areas____.._________- 1, 409 760 18 
Other incidental lands, buildings, and structures. 5 


This category includes land and interest in land and the purchase of buildings, 
other structures, and permanent improvements. 


11. Grants, subsidies and contributions 


[In thousands] 


1953 1954 1955 
Retirement-plan $3, 725 $4, 242 $4, 218 
Payments in lieu of 3,418 3, 577 4, 092 


Retirement plan expense.— All TVA employees at annual rates of pay are eligible 
for membership except members of the Board of Directors, members of the civil- 
service-retirement system, and temporary or part-time employees. An employ- 
ees’ rate of contribution to the system is determined by age at date of entry into 
membership and any claim for service prior to date of establishment of the system. 
TVA contributions, as shown above, are determined by actuarial valuation each 
year. The amounts listed above include special contributions toward liquidation 
of accrued liability for employee services rendered prior to the date the system 
was established and also service rendered prior to increases in benefits put into 
effect after the system was established. 

Payments in lieu of tares—Under section 13 of the Tennessee Valley Authority 
Act, as amended, payments in lieu cf taxes are made to all States and counties 
in which TVA holds power property. The total of the payments represents 5 
percent of gross proceeds from the sale of power for the preceding year, excluding 
power delivered to Federal agencies. 


13. Refunds, awards, and indemnities 
{In thousands] 


| 1953 | 1954 | 1955 


Damages to crops, fences, and other farm properties in connection with transmis- 
sion facilities construction, maintenance, and operations. ......_.......-..-.--- $139 $67 $55 
Damage claims relating to operation of transportation equipment-._..._._.____- 51 30 30 

Damage payments relating to construction and operation of dam and steam 


This object largely relates to awards and indemnities for destruction of or 
injury to persons or property. 


14. Interest 
[In thousands] 


é 

| 

Interest paid to U. S. Treasury on TVA outstanding bonded indebtedness: 
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Proceeds from the sale of TVA bonds were used to purchase electric-plant 
properties, and the interest expense is therefore charged to power operations. Of 
the original issues totaling $65,072,500, it is estimated that a lainee of $14,000,000 
(interest rate, 24 percent) will remain outstanding at June 30, 1955. 


15. Taxes and assessments 


{In thousands] 


Federal Insurance Contributions Act expense for temporary | 
hourly employees engaged in— 
Dam and steam plant construction.............________- S488 $630 $512 
Transmission facilities construction - 
Operations and miscellaneous 


Total wages for temporary hourly employees are shown in details of object 01 

Mr. Puiturs. I presume, Mr. Clapp, you have a general statement ? 

Mr. Ciarp. I would like to make a general summary statement. 

Mr. Purups. Let us put into the record first what it is you are 
asking for. 

Mr. Ciarp. The request is smaller this year. 

Mr. Paturs. That is always a welcome statement for this com- 
mittee. 


BUDGET REQUEST FOR FISCAL YEAR 1955 


You are asking in the fiscal year 1955 for $141,800,000. Are you 
asking for a separate fund for construction ? 

Mr. Cuarp. No; that includes the funds for construction. 

Mr. Puuuies. It therefore corresponds to $188,546,000 last year, 
that is for the fiscal year 1954. 

Mr. Cuapp. That is right. 

Mr. Pumps. Now, will you take it over from there. 


GENERAL STATEMENT 


Mr. Crarr. Thank you, Mr. Chairman. This appropriation request 
included in the President’s budget is, as you say, $141,800,000 for the 
fiscal year 1955. Of that amount, $136,987,000 is for capital addi- 
tions—what we refer to in our justifications as the acquisition of 
assets. The remaining $5,881,000 is for operating expenses, includ- 
ing navigation and flood-control work, our fertilizer and munitions 
research and development financed from appropriations, and $600,000 
for the resources development program to which, as you will notice, the 
language would add $600,000 available from corporate funds. 

Mr. Pumurrs. The reference you just made is to the wording on 
page 216 of the commitee print. 

In addition to the $141,800,000 requested, how much money do you 
expect to carry over from the current year? 

Mr. Crapp. $1,068,000. 

Mr. Puiturrs. Does that require reappropriation, or is that avail- 
able for use without reappropriation ? 

Mr. Crarr. That does not require reappropriation; it is avilable 
until expended. 


| | 1953 | 1954 | 1955 
| 
: 
{ 
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Mr. Prruures. In the construction fund ? 

Mr. Crarp. That is right. 

Mr. Puuurrs. The $5,881,000 is for operating expenses, flood con- 
trol, and all of the other items not included in construction ? 

_ Mr. Crarr. That is right. It does not, of course, refer to the opera- 
tion of our power system, or our fertilizer and chemical plant opera- 
tions which are financed out of corporate funds, and which I will come 
to in the course of my summary. 

I want to give you a quick breakdown of the amount of the appro- 
priation request as between capital additions and operating expenses. 


AMOUNT REQUESTED FOR CAPITAL ADDITIONS 


The program for capital additions in 1955 would continue the 
projects for power supply now underway. We are working now on 
22 units in 6 steam plants; 4 hydro units in 4 dams, and miscellaneous 
work on 14 steam and hydro units that are already in service. And if 
to those projects we add the transmission facilities to be financed out 
of appropriations, an item of $12 million, that is a total of $132,796,- 
000 for power construction alone. 

The remainder of the amount for capital additions includes some 
design work in connection with a new lock at Wilson Dam which we 
hope to build sometime in the future, although there is no money in 
this budget for the construction of that lock, and an item to raise and 
extend the lower guide wall at the Wheeler lock which, together, make 
up $234,000. Chemical facilities as a part of the capital additions 
program account for $782,000, in which there are no new starts. Itisa 
continuation of some of the capital additions work we have going on 
at the fertilizer works. 

Other plant additions, including general plant additions and im- 
rovements at completed dams and other projects, investigations for 
uture projects, and then our distributed administrative and general 

expenses add up to $3,175,000. 

That accounts, in very quick summary form, for the total capital 
additions item of $136,987,000. 

I would like now, if I may, to bring the committee up to date on 
where we are in the construction program we have under way. 


POWER CONSTRUCTION PROGRAM 


During the past calendar year, we have brought into operation new 
power facilities totaling a little in excess of 900,000 kilowatts of 
capacity. We have put the No. 4 unit at Widows Creek into opera- 
tion. at is the steam plant in northeast Alabama. We have put 
into operation unit No. 6 at New Johnsonville, which is in west Ten- 
nessee on the Tennessee River. We have brought 4 units of the 
big Shawnee steam plant at Paducah into operation, in accord with 
the original commitment we made on power supply to the Atomic 
Energy Commission some 3 years ago. The committee, I think, will 
be interested to know that those first 4 units have been built within 
our estimates of $145 a kilowatt, and they will supply power to the 
Atomic Energy Commission at the very low rate of 3.63 mills per 
kilowatt-hour. We have brought units 3 and 4 at the Cherokee Dam— 
those are hydro units—into operation. The 3 units at Boone Dam and 
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the 1 unit at Fort Patrick Henry Dam are on the line and those, 
together with unit No. 3 of the Army engineers dam on the Cumber- 
land, the Dale Hollow project, mean an addition to our power capacity 
during the past calendar year, as I said, of something in excess of 
900,000 kilowatts. 

These units bring the total capacity of our system up to 5,460,000 
kilowatts. Within the next few days we will have the first unit of 
the giant Kingston steam plant on the line, the third hydro unit at 
Fontana, which completes the installations there, and the second unit 
at Fort Patrick Henry Dam. This means that within the next few 
days 220,000 kilowatts of capacity will come on to the system. 

think the committee will be interested to know that from the TVA 
system at the present time 35 percent of our total energy output goes 
to the Atomic Energy Commission. 

Mr. Puturs. If you are putting the Fort Patrick Henry Dam on 
the line, why do you still require a third of a million dollars to spend 
on it next year ? 

Mr. Ciapr. We have some cleanup work to do. The objective in 
scheduling the construction of one of these dams, Mr. Phillips, is to 
concentrate as completely as possible on getting the reservoir prepared, 
getting the dam built, closing the gates to fill the reservoir, and then 

etting the units installed. Then we finish work that might otherwise 
om elayed the project, had our working forces been assigned to it 
earlier. 

The prospects of course for this next year, 1955, indicate that we will 
be supplying not 35 percent but 50 percent of our total energy output 
tothe Atomic Energy Commission. 

Mr. Pututrs. By “next year,” what do you mean? 

Mr. Crarp. Fiscal 1955. 

Mr. Puriuirs. At the beginning of fiscal 1955? 

Mr. Crarr. By late fall of 1954, in fiscal year 1955. 


SAVINGS REALIZED ON PROJECTS COMPLETED DURING FISCAL YEAR 1954 


This 1955 budget request reflects, incidentally, a saving of some $7 
million on completed projects, because we were able to build them for 
that much less than our estimates when we were before the committee 
a year ago. 

Mr. Pures. That is an interesting statement. How did that 
come about? Did you ask us for too much money? 

Mr. Ciarr. No; we did not ask you for too much money. We 
made good estimates, and we made economies and rearrangements of 
our work. Asa result, we saved, for example, on Boone Dam—these 
are projects completed within the year and, when they are completed 
and the books are closed on them, we then compute the actual costs 
against the estimates upon which they were started -—— 

Mr. Tuomas. Mr. Andrews suggests they had ideal weather in that 
area for almost 12 months and when they have good weather on a big 
construction project they make good speed. 

Mr. Criapr. That helps; but cam projects, of course, have been un- 
der way for 2 and 3 years and we have also had some bad weather on 
these projects. But good weather does help. 

For qeumpie, at Boone Dam we have completed that peeget for 
$300,000 under our estimate; at Fort Patrick Henry, $1 million under 
our estimate; the 6 units at Johnsonville steam plant were $2,300,000 
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below our original estimate of $95.5 million. The 6 units at Widows 
Creek will be ee for $2.5 million below our estimate. And 
minor savings at the Chickamauga unit No. 4 and Cherokee units 3 
and 4 bring the total amount to $7 million of savings. 

We had 2 projects on which we went over a little bit; the hydro 
unit at Pickwick Dam went over our estimate by $100,000, and the 
Guntersville unit by $100,000. But the net result on the projects 
a within the year is a saving of $7 million under our estimates. 

r. Pumures. Somebody reading the printed hearings will be 
prompted to ask this committee what became of the $7 million. Is 
that turned back into the Treasury for the benefit of the taxpayers, 
or is it represented in part in the balance you expect to have at the 
end of the year? 

Mr. Crapp. That $7 million is reflected in the composition of our 
estimates for continuing work in 1955. If we had not completed those 
projects by that amount under our estimates, our appropriation request 
this year would be that much more. 


NEED FOR CONGRESSIONAL APPROVAL TO SPEND REALIZED SAVINGS ON 
CONSTRUCTION PROGRAM 


Mr. Prius. I am not sure I can make that add up. Does not 
that money have to be reappropriated to use again if it is to be used 
on other projects? 

Mr. Ciarr. These appropriations are made in a lump-sum appro- 
priation for capital assets and are available until expended. 

Mr. Puiuips. I understand that; but they are appropriated for 
construction of specific projects. Now when you come to the end of 
a project and have money left over, you cannot take that and spend 
it on some other project without reappropriation, can you? 

Mr. Crarr. Yes, we can apply it to projects underway, and we do. 
As the language of the appropriation specifies, it does not say so much 
for Fort Patrick Henry Dam, or so much for Boone Dam. 

Mr. Puiuirs. I understand that; but when you justify before this 
committee your estimate, we will say, for Nottely No. 1, for next year, 
$1,111,000, the assumption on the part of this committee and the 
approval by Congress is given on the assumption you are going to 
spend that much money and not take one-half of that amount and 
spend it for something else. 

Mr. Cuarr. By and large, those estimates for the future year’s pro- 
gram are followed; but the appropriation language, as you know, 
makes these funds available for a program that is laid out in this 
budget and if we get, let us say, bad weather in one area and good 
weather at another, we may speed up the construction progress on 
one dam and make a better hiring on that dam than we do on 
another. 

Mr. Puttirs. I will go along with you part way; because if you 
were to be required by this committee or by the Congress to estimate 
to a dollar the actual cost of some unit to be constructed in a period of 
3 or 4 years, that would be asking too much of you. Further, if we 
insisted upon that, your only recourse would be to put in a cushion 
that would permit you to run over the estimate given us. So I do not 
believe this committee or the Congress would seriously question taking 
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a sum of, say, $100,000 and using it on Pickwick, or Cherokee, com- 
pared to the total cost. But $7 million in a year is not a small amount, 
and if you took $7 million and used it on other construction without 
the approval of the Congress, you might be technically correct but 
you certainly, in my book, would be running contrary to the intent of 
Congress and the reason why we have an Appropriation Committee. 
Would you not agree? 

Mr. Carr. Mr. Phillips, these savings I refer to have occurred over 
the total period of construction of these projects. 

Mr. Putuies. I understand that. 

Mr. Ciapp. And the actual computation of these savings cannot be 
made until the projects are completed. 

Mr. Puiuurrs. I understand that; but your argument, as I get it, 
is that when that computation has been made, which is perfectly all 
right with us, you find you have a $7 million balance in several 
projects, you can then take that $7 million and spend it practically as 
you please. 

Mr. Ciapr. No; not as we please, but applied to the construction 
program which Congress has approved, and used to reflect a lesser 
amount than what we might otherwise ask in a new appropriation. 

Let me be specific. If these savings had not been realized, our 
appropriation request for the continuing program would be greater 
than it actually is. 

Mr. Putiuirs. You contend you would be asking for $144 million 
instead of $136 million; whereas by getting $136 million of new 
money from us and using $7 million left over, you then propose to build 
the items at the estimated expense shown on pages 2 and 3. 

Mr. Crarp. Applied to the construction program which is laid out 
before your committee from year to year. 

Mr. Puitiires. I am not trying to catch you on anything; I want to 
make sure that we are talking about the same thing. I say, on pages 
2 and 3 which, according to my understanding, that is the construction 
program for the next fiscal year 

Mr. Crarr. That is right. 

Mr. Puttuires. But you do not answer me. You say “According to 
the construction program as laid out.” Are you making a distinction ? 

Mr. Crarr. Let me make this distinction very clear. When we say 
in this document that we plan to spend $29,319,000 on the Kingston 
steam plant in the fiscal year 1955, that is the best estimate we can give 
on the work and equipment that will be scheduled into that project 
in that fiscal year. Now it may well be that through earlier delivery 
of equipment to that project than we had anticipated, or had any right 
to anticipate, we may be able to push that project faster and, through 
delays in equipment on some other project we may actually obligate 
less. But the control point this committee and the Congress has is the 
total amount of money laid out for our construction program to ac- 
complish certain additions to the power system on such and such date. 

Mr. Puitires. Let me ask a few questions to clear it up. I take it 
for granted you understand this committee would never criticize you 
or any other agency for spending less money than you have justified 
before the committee; therefore, if you were building Kingston steam 

lant for less than $29,319,000, there would be no criticism; if you were 

uilding it for a little more, for obvious reasons of bad weather as Mr. 
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Andrews points out, there would be no criticism. But would you feel 
yourself justified or permitted, let us say, to spend $10 million more 
than that $29 million without any feeling that this committee should 
be critical of you? 

Mr. Criarre. It would depend. If you had not added that last 
phrase, Mr. Phillips, I could answer your question very simply. Of 
course we expect the committee to be critical of variations from our 
estimates; we also expect to be able to explain in good conscience 
why that was done in the interest of economy and efficiency in this 
program. 

r. Puitrrs. Then I translate your answer into saying you feel 
you have the authority to do it. 

Mr. Ciapr. That is right. 

Mr. Putts. But you would have to come before the Appropria- 
tions Committee and explain it. Now the second question would be, 
along that line, suppose the total adds up to $136 million for a year, 
or whatever it is, and you found yourself running over on several 
of those items you had estimated: Would you then feel you could 
come back to the Congress and get more money, or would you feel 
you had to make readjustments somewhere else to keep the total for 
the year inside of the $136 million ? 

Mr. Crave. We would probably do the latter. We would make 
adjustments within our capital additions budget to adjust to the varia- 
tions in progress at the various projects. We might, on the other 
hand, come back to the committee if the Bureau of the Budget would 
support us in a supplemental, if some extraordinary set of circum- 
stances like a runaway inflation, or contingencies wholly unaccounted 
for with respect to continuing projects, made it seem the emergency 
was sufficient to justify coming back and asking for more money. 

We have not come before the Congress to get more 5g he sup- 
plementals to meet the kind of problem you refer to, Mr. Phillips; 
we have always made adjustments within our construction program. 

Now there have been occasions in the past when, under war circum- 
stances, the War Production Board said “Can you speed up the initial 
operating date of one of those dams” and we have had to tell them 
“If we speed up the initial operation date on several of these projects 
in order to get you the power the program requires by an earlier date, 
we will have to adjust our estimates on that in order to accommodate 
for more overtime than we had estimated and, if the WPB thinks it 
important enough to do that, we will shorten the schedules but need 
more money.” And we have come back. We came back during the 
war on that kind of a basis for the Fort Loudon Dam, as I recall it. 

Mr, Putuirs. I was not referring to special conditions; I was re- 
ferring to normal construction estimates and costs without. those 
outside influences. I think you have answered the question. 

Mr. Cuarr. May I ask one more comment on that. We would 
not be able to realize these savings in our construction program if we 
tried to organize the progress of each job in all of these projects we 
are dealing with, in order to make each one come out awfully close 
to the annual rate of expenditure we estimate in our forecast. I am 
sure you understand that. 

Mr. Piuiirs. We understand that and accept it. On that, there 
would be no argument from this committee. I think it is a matter of 
degree as to the extent to which you are going to be out of agreement 
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with your own justification and whether you feel in those cases you 
have a right to go right ahead without any further consultation with 
the committee. 

Mr. Crarr. We feel we have the authority and an obligation to go 
ahead subject, of course, to the kind of reasonable explanation based 
upon facts and circumstances which would convince the committee we 
did the right thing. If our record showed a disregard of keeping our 
commitments with respect to our total construction program, then 
I suspect this committee would begin to appropriate by specific items. 
The fact the committee has not—and our record, I think, is good— 
gives us a flexibility among those construction items, makes it possible 
for use to turn in this record of savings. 

Mr. Puiutes. Proceed, please. 

Mr. Cuarr. This budget for 1955 includes no new items; no new 
hydro units in existing dams; no new steam plants; no new steam units 
in existing plants. The program of construction we are talking about, 
therefore, in connection with the 1955 appropriation is a continuation 
of the program already under way. 


PROPOSED REDUCTION IN ATOMIC ENERGY COMMISSION’S POWER 
REQUIREMENTS 


Now there is a comment I would like to make about that. This 
question of new starts, of which there are none in the budget before 
the committee, means, in effect, that the question of new starts is de- 
ferred, as we understand it, until the Atomic Energy Commission has 
had a chance to see if it can get 500,000 to 600,000 kilowatts of power 


from sources other than TVA for the Paducah plant of the Atomic 

Energy Commission. That is 500,000 kilowatts of 1957 power. It 

is our understanding that if the AEC is not successful in making a 

feasible and sensible arrangement to relieve us of that amount of 

power for 1957, the question of new starts—and that means the Fulton 
lant and some other units—will be reconsidered by the Bureau of the 
udget and the President and we may be before you again. 

Mr. Puitties. Those are steam plants ? 

Mr. Ciarr. Those are steam plants. 

Mr. Pures. Does the chart on page 8, showing the number of kilo- 
watts by the end of 1956 and the end of 1957, take into consideration 
this outside supply for the AEC ? 

Mr. That is right. 

Mr. Pures. To the extent of how many kilowatts? 

Mr. Cuarr. To the extent of 500,000 kilowatts. 

Mr. Puutuips. This, according to you, shows as a deficit of 0.2 per- 
cent in 1957, even with that outside supply. 

Mr. Ciarr. That is correct. 

Mr. Puturrs. This chart, however, takes into cognizance the in- 
crease in your own supply outside of the atomic-energy field, whatever 
increases may be demanded of you by municipalities, factories, and 
plants in the area? 

Mr. Crarp. That is right. 

Mr. Wessenaver. With one modification, the budget indicated here 
perenne no increase of any character as to any other Federal defense’ 
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Mr. Pres. Including the AEC. 
Mr. Wessenaver. That is right. 


POTENTIAL POWER SHORTAGE IN 1957 


Mr. Crave. We hope the decision as to the AEC’s ability to relieve 
us of this 500,000 kilowatts will be made promptly; because if we are 
not going to get that relief and cannot be sure of it for 1957—and I 
mean by “being sure of it,” within the next few weeks—then the defi- 
ciencies that we face for 1957, without that relief, will be disastrous. 

Mr. Pritiirs. You use the word “disastrous.” I do not like to 
interrupt you, but I think maybe these things ought to go in con- 
tinuity. “Disastrous” is a strong word. Suppose you did not get 
any increase in the plants; suppose at the end of 1957 you found your- 
self facing a very small deficit of 0.2 percent, where would you deny 
or reduce power—to what users? 

Mr. Crarr. I was referring to a larger deficit. We would interrupt 
some industrial loads under the rights we have in our contracts. That 
would be one thing we would have to do. 

Mr. Jonas. Could you not cut out some of the power you are selling 
to residents for heating purposes? Are not the people in several 
cities in Tennessee heating their residences with electric power / 

Mr. Crarr. Thousands upon thousands of homes, Mr. Jonas, are 
heated with electricitiy. 

Mr. Jonas. You could cut that out; could you not? 

Mr. Crarr. No; I do not think we could. 

Mr. Priurs. Is not that the most expensive use of power? 

Mr. Crarr. No; that is a very efficient use of power, a very efficient 
use of the energy resources of the area. 

Mr. Punurrs. Then times have changed since I was on a city 
council. 

Mr. Crarr. Do you have some idea, Mr. Jonas, of how that could be 
done? 

Mr. Jonas. How what could be done? 

Mr. Ciarp. Forbidding people to use electricity to heat their homes. 

Mr. Jonas. I am not talking about forbidding; I am talking about 
not selling power to them—make the cutoff in that direction, rather 
than against the AEC. 

Mr. Carr. Let me explain how that works. We sell electricity for 
resale, as you know, to municipalities and rural electric cooperatives. 
Are you suggesting that we require the municipalities and rural elec- 
tric cooperatives to forbid their customers to use electricity to heat 
their residences? 

Mr. Jonas. No. Tam suggesting that when you use the word “dis- 
astrous” you evidently intended to Jeave the impression it would be 
disastrous to the United States because the 500,000 kilowatts would 
be denied the Atomic Energy Commission. I am merely suggesting 
you could cut down on power sales that go to heating residences, in- 
stead of taking it away from the Atomic Energy Commission. 

Mr. Crave. Well, I am not sure that we are talking about the same 
thing. 

Mr. Puiurrs. I think the margin Mr. Jonas refers to is a whole lot 
larger, even, than the margin you and IJ are talking about. T am only 
talking about two-tenths of 1 percent margin that you figure is going 
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to be your deficit. I would say definitely, in my book, I would think it 
would be more reasonable to deny that small margin to the munici- 
palities, than to take it away from an industry which might be 
doing Federal work. 

Now you can answer that and Mr. Jonas’ question of why could 
not you deny power to those users such as municipalities and let it be 
up to the municipalities entirely as to where they made the reductions, 
and so forth. That would spread it over the whole system and would 

yerhaps be enough, even as Mr. Jonas suggests, to meet the difference 
Gawens what you produce and what you expect to get from outside 
sources. 

We are asking for information. You seem to want to argue about 
what we are trying to do to the ultimate users. 

Mr. Capp. I was not trying to argue; I was trying to find out what 
Mr. Jonas had in mind. I had made the statement that we hoped this 
decision by the AEC to get their power from some place else to the 
extent of 500,000 kilowatts would be made quickly. 

Mr. Puivures. You used the word “disastrous” and we are trying to 
find out vour definition of “disastrous.” Is that when somebody can- 
not heat his house with electricity, or some industry making Govern- 
ment materials perhaps for defense purposes is denied the power to 
make them 

Mr. Cxuarr. I had said also that if the decision on the AEC’s ar 
rangement were made too late for us to begin to build new facilities 
to meet the requirements in 1957, then the small deficiency in 1957 
would be larger and that would be disastrous. 

Mr. Puinuips. Then Mr. Jonas and I will ask you our joint ques- 
tion again: That being the case, where would you reduce or deny 
power 

Mr. Carr. The most of the denial would have to come out of 
industrial loads in the area, and I think that would be disastrous. 

Mr. Puitiirs. Why would it have to come out of them ¢ 

Mr. Ciarp. Because they constitute important large loads on which 
we have some interruption rights under the contracts with them. 
That is the first place you go when your peaks begin to run beyond 
your capacity to deliver. That is true of any typical private utility 
or public utility. It is not practical to limit the use of numerous 
smal] customers. 


PERCENTAGE OF TOTAL POWER SUPPLIED TO VARIOUS CUSTOMERS 


Mr. Putwips. Now let us have some figures and see if we would 
agree with you. What is the percentage of the amount of your current 
that is supplied to the AEC? You can give it in kilowatts or per- 
centage. You say the AEC will get 50 percent by the end of the fiseal 
year 1955. How much is supplied to industrial users; how much is 
supplied to what we call municipalities who in turn supply private 
users, either city or farm? Can you give us that? 

Mr. Ciarr. Yes; I can give you that. 

Mr. Puruirs. I think that will answer the question without all of 
this discussion. 

Mr. Jonas. Would you ask him to show the percentage that goes 
to residential heating ? 

Mr. Puiurs. I a not know whether you can separate that, can 
you’ Can you supply the percentage of your power, either through 
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emt aT or other serving agencies, that is used for residential 
eating? 

Mr. Wessenaver. Maybe this figure will help to get this a little in 
perspective. 

Mr. Puiuurres. We do not want perspective; we want figures. 

Mr. Wessenaver. I will give you the figures. We expect to suppl 
in fiscal year 1955 approximately 50 billion kilowatt-hours to all 
users. Of that 50 billion kilowatt-hours, about 6.5 billion kilowatt- 
hours will go to residential users. 

Mr. Jonas. What percentage is that ? 

Mr. Kamrmeter. 6.5 out of 50 would be 13 percent. 

Mr. Wessenauer. The big bulk of the energy produced by the TVA 
system goes into industrial and commercial users. 

Mr. Prius. Thirteen percent of it goes to residential users, or 
6.5 billion kilowatt-hours. Can you break that down any more? How 
much goes to industrial users; not the AEC, and other Federal 
agencies ¢ 

Mr. Jonas. Do you mean residential users for light, or just for heat ? 

Mr. Wessenaver. I was talking about all residential uses, for heat- 
ing. lighting, and all other household use. 

r. Puitirrs. Can you break that down to show the amount used for 
heating residences? 

Mr. Wessenaver. I do not have that breakdown here. Perhaps we 
can make an estimate. 

Mr. Puttuirs. I wish you would try to obtain for us a possible 
figure on that. 

Mr. Wessenaver. I can make an estimate of what we think the 
amount of electric heat is of that total. 

(The following was submitted later :) 

Norr.—Of the 6:5 billion kilowatt hours of residential use, it is estimated that 
1.4 billion kilowatt hours will be used for heating. Total commercial and indus- 
trial loads are expected to be approximately 16.5 billion kilowatt hours and 
Federal use approximately 26 billion kilowatt hours. 

Mr. Pumps. Now proceed, Mr. Clapp. 

Mr. Ciapp. This 1955 budget also assumes there will be no increase 
in present defense loads or no new defense loads coming into the 
Tennessee Valley. We have been assured by the Bureau of the Budget 
that if there are increases in the present defense loads, or any new 
defense loads come along, we will not be expected to meet those re- 
quirements except by getting an appropriation for starting new power 
capacity to serve them. The power situation, therefore, shapes up for 
1957 as one of a precarious balance between the capability of our sys- 
tem projected for that time, and the demands which we fully expect 
will be made upon us, exclusive of any additional Federal loads and of 
half a million kilowatts AEC is expected to obtain from other sources. 


NAVIGATION FACILITIES 


Now if I may make brief reference to the navigation facilities cov- 
ered in these estimates, totaling some $234,000. $97,000 of that is to 
continue the design work only on the new lock that ultimately will be 
built, we expect and hope, at the old Wilson Dam. 

Mr. Pututies. What relationship does that have to the $125,000 
you want for planning? Is that a separate type of planning? 
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Mr. Crarr. The $97,000 is for design work on the lock, Mr. Phillips. 

Mr. Putiurrs. Chargeable against construction only? I am trying 
to get in my mind why we gave you $100,000 this year, and you ask for 
$125,000 next year for planning, which I would suppose would include 
design, and then you turn around and ask us for an additional $97,000 
for design on 1 set of locks. Can the engineer explain that? 


INVESTIGATIONS FOR FUTURE PROJECTS 


Mr. Kampmeter. You are speaking about investigations for future 
projects ? 

Mr. Putuirs. I am trying to find out what the item is for planning. 
That is entirely future projects ? 

Mr. Crarp. Investigations for future projects, which I was coming 
to later, is for the examination of sites for new dams and steam plants. 

Mr. Pures. But if you are not going to build any, you do not need 
$125,000. 

Mr. Crapp. Well we expect to build some as time goes on and in 
order to be prepared to build them we have to know where to put them. 
Now the $97,000 I referred to is for continuing design work for the new 
lock at Wilson Dam, which we hope we will be able to start in 1956. 
There is no money in this budget with which to begin it. 


CHEMICAL FACILITIES 


The chemical facilities include no new projects. 

Mr. Puttures. And the same for fertilizer 4 

Mr. Ciapp. Those would be chemical facilities related to our ferti- 
lizer operations. I had not come to the actual operating budget for 
the coming year. 

Mr. Puuiurres. I am talking about the construction of new chemical 
facilities. There is no construction for fertilizer or any related chemi- 
cal activities? 

Mr. Crarr. There is $782,000 for chemical facilities. What I said 
was there are no new projects in it. The money will be used for addi- 
tions to our phosphate land rights, to carry on some of the improve- 
ment work in our plant at Muscle Shoals, and to complete the facili- 
ties that were built for processing furnace slag, which is a waste prod- 
uct, in order to make it a marketable product. 

Mr. Puiures. Year before last you justified or gave testimony for 
the building of what you called a pilot plant, which was to cost some- 
thing over S1 million. The committee denied any money for that last: 
year. There is no money in here for next year for that? 

Mr. Cuiapp. That is right. 

Mr. Pumuries. Continue. 


RESOURCES DEVELOPMENT PROGRAM 


Mr. Cuarr. The resources development program would call for 
$600,000 out of appropriated funds and $600,000 from corporate 
funds, that being a financial arrangement that was worked out, as 
you know, to carry on that program on a minimum basis. The 1955 
request for resources development is to carry it on at about the same 
level as this year, to continue our work with the States in forestry 
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and agricultural development, in resources development and work in 
tributary watersheds. We have continued to make progress with the 
States in getting them to assume a proportionately greater responsi- 
bility in those fields. It is a slow process. They have their own finan- 
cial problems. They are putting more into these programs each year. 
We hope the committee will see fit to permit us to continue that process 
of working with the States and encouraging them to build their pro- 
grams stronger and stronger. 

Mr. Puiurrs. You are referring to resources development. 

Mr. Crarr. That is right. 

Mr. Puturrs. Mr. Clapp, we had a number of people from the 
States down there come up after this matter appeared in last year’s 
budget as a reduction, and the great majority of them were inclined 
to agree with the committee, but asked that it be not laid on them sud- 
denly. They wanted time for the next legislature to meet. Now the 
next legislature has met, or will meet. Is there any reason why we 
should continue to give you money for resources development, then ? 

Mr. Crarr. The legislature in Tennessee has not met. They meet 
biennially—every 2 years. The budget for the State of Tennessee, 
just taking one of the States, of course, was made up before we had our 
hearings last year. It will be another year before their legislature 
meets. 

I can give you a specific example of the kind of adjustment this 
takes on the part of the States. We are carrying on with the State 
of Tennessee and a number of local agencies a tributary watershed 
yrogram in the Chestuee Creek area. Chestuee is a tributary of the 

iwassee River which flows into the Tennessee River. Now we have 
surveyed in reconnaissance fashion a tributary watershed in an area 
of severe problems, in west Tennessee. We have discussed with the 
Governor and his staff the ae pond of the State’s exercising leader- 
ship in the development of that program, in which the TVA would 
only provide technical assistance. The Governor has indicated a deep 
interest in that possibility. He has also pointed out that their budgets 
are pretty well set for this 2-year period. It will be another year be- 
fore their legislature meets and their participation, therefore, initially 
would be on a very nominal basis. 

Mr. Putiuies. You mean the program is not worth enough to the 
State of Tennessee to put up the money for it; is that the idea? 

Mr. Crave. No; I do not mean that. I mean the State by its budget 
and its legislative appropriations has pretty well committed itself to 
a program for 2 years in all of its functions, and that is the customary 
situation of the States within this area. We hope that in another 
year that a State taking an active interest in tributary watershed work 
would in its next legislature make it possible for the Governor to 
budget an amount of money to cover the State’s activities in it. And 
the State’s part in the program will assume continued cooperation and 
technical assistance from the TVA. That costs money. 

Mr. Putruies. I think this committee would commend you for your 
efforts in that direction. I think Mr. Andrews noticed somewhere 
here that you are dealing with an Alabama cooperative for the dis- 
tribution of your fertilizer. We are glad to see you move in that 
direction although we sometimes have to breathe down the back of 
your neck to get you to move. 
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Mr. Ciarr. I do not want to seem to argue with you, Mr. Chairman, 
but we have been distributing our fertilizer through a large number 
of cooperatives and eight private distribution agencies for several 
years, including cooperatives in Alabama, ‘Tennessee, all through the 
Southeast, and into the Northwest and Middle West. 

Mr. Puttures. In small quantities? 

Mr. Ciarr. Small relative to the total fertilizer in the country. 

One comment on the corporate budget and I will be through. 


PAYMENT TO THE FEDERAL TREASURY 


Our program provides in 1955 for payments from power proceeds 
to the general fund of the Treasury of $50 million and a $5 million 
payment from proceeds other than power. Our repayments to the 
Treasury on the appropriations that have been invested in the power 
system are well ahead of the schedule contemplated at the time that 
pay-back scheme was adopted. 

Our estimates in the corporate budget for 1955 show a gross revenue 
from power slightly in excess of $200 million. We are estimating 
that we will have net earnings in the 1955 fiscal year of almost $56 
million, and that net income, related to the average investment in 
power facilities from all sources, will be a rate of return of about 
414 percent. 

Mr. Puitiires. That $50 million compares with the $20 million you 
expect to return in fiseal year 1954? 

Mr. Cuiapp. That is right. 

Mr. Puiues. And the $15 million you returned in fiseal year 1953 ? 

Mr. Crarr. Yes; the payments go up as our system gets larger, as 
our investment schedule expands, and as our revenues grow. 


NO NEW STARTS IN CONSTRUCTION PROGRAM 


I think the most pressing problem in this whole budget from the 
TVA’s standpoint, of course, is the deferred question of whether there 
will be new starts. On the assumptions laid out in the President's 
budget, namely, that the Atomic Energy Commission will find an- 
other way to get a half million kilowatts of capacity from some other 
source and that there will be no new defense loads, or expansion of 
existing defense loads, we will be left with a very tight situation in 
1957. 

Thank you, Mr. Chairman. 

Mr. Pours. That you, Mr. Clapp. I hope I did not detect a 
note of pessimism in your statement that there would be no new starts 
next year. You should be very happy. 

Mr. Crapr. If we could be sure, Mr. Chairman, that there is go- 
ing to be no more need for atomic weapons, I would be a very happy 
man indeed. 

FULTON STEAM PLANT 


Mr. Jonas. Have you made any expenditure of funds at the Fulton 
steam plant site? 

Mr. Ciapr. We have made no expenditure of funds at the Fulton 
site other than what comes under investigation for future projects, and 
that under previous year appropriations for the purpose of investiga- 
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tions of future sites. We have explored foundations, we have done the 
usual kind of investigating that we do. 

Mr. Jonas. You have not bought any land ? 

Mr. Crarp. We have taken an option on a site, yes. 

Mr. Jonas. When did you do this? 

Mr. Crarp. That was quite a while ago; before last year. 

Mr. Jonas. Before last year ? 

Mr. Crarp. Yes. 

Mr. Jonas. The reason I asked the question is that I saw your 
picture in a Memphis paper standing beside the mayor of Memphis, 
who was shoveling some dirt out of the proposed site, and it looked 
to me as if you were getting ready to break ground on the Fulton site. 

Mr. Crapp. It will be a great day when we do break ground on the 
Fulton site. 

Mr. Jonas. Mr. Chairman, I do not think that answer is responsive. 
I do not want to ask that it be stricken, but I do not want to go into 
a debate with Mr. Clapp. 

Mr. Puturs. No. h ust answer the question, Mr. Clapp. 

Mr. Jonas. What caused the taking of the picture there? What 
was the reason for it ? 

Mr. Crapp. We have not done any construction work at the Fulton 
site, Mr. Jonas. I have been on the Fulton site, a representative of 
the mayor of Memphis was on the Fulton site with me and a number 
of other people were there with me. We wanted to look at it. 

Mr. Jonas. When was this picture taken? 

Mr. Crapp. Some time last fall. 

Mr. Jonas. The fall of 1953? 

Mr. Crapp. That is right. 

Mr. Jonas. Since there is no money in the budget and there is no 
prospect at the present time of funds being made available to con- 
struct a plant at Fulton, I was intrigued at the newspaper publicity 
with a picture of Mr. Clapp, the “. of Memphis, and other dig- 
nitaries shoveling dirt on the site. That is what caused me to ask 
the question. 

Mr. Puiwiips. Was it just a coincidence, Mr. Clapp, that you were 
there with a shovel at that moment? 

Mr. Cuiarr. No, it was not a coincidence. 

Mr. Puitiies. What was it? 

Mr. Yates. When was that? 

Mr. Puturrs. Last fall. Mr. Jonas wants to find out what they 
were shoveling dirt for. 

Mr. Crarp. There is yey | mysterious about that. I went to the 
Fulton site accompanied by Senator Hill of Alabama on his recent. 
tour of the Tennessee Valley area. 

Mr. And the photographer? 

Mr. Carr. And Tennessee people from nearby communities includ- 
ing Memphis. Unfortunately, the mayor of Memphis was not able 
to be there, but one of the members of the seed division of the city 
was there. There were a number of people from rural cooperative 


boards from west Tennessee. Senator Hill wanted to see the site of 
the Fulton steam plant that we had picked out, and I wanted to see 
it too. We traveled to the site as a part of our trip, and when the 
word got around that we were going to be there—and we were not 
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hesitant about answering reporter’s questions—a crowd of people as- 
sembled. This isa point on the Mississippi River 15 or 20 miles from 
the nearest town, and the newspaper reporters from Memphis, mostly 
from Memphis, were there. They are interested in the Fulton steam 

lant. Some photographers took pictures. Someone produced a 

and shovel from the back of his automobile and thought it would be 
a good idea if someone was shown digging a hole at the Fulton site. 
That was done and somebody took a picture. I may have commented 
at the time, if I recall correctly, that when we began construction of 
the Fulton site we would use steam shovels and bulldozers and not 
hand shovels. We have spent no construction money on the Fulton 
site. 

Mr. Jonas. Can you tell us who arranged this trip of the photog- 
raphers and so forth to the Fulton site? 

r. Crarp. Larranged the trip at Senator Hill’s request. 

Mr. Jonas. Did you notify the newspapers? 

Mr. Crarr. I made the statement, I am sure, that we would go to 
the Fulton site. I am sure I must have. 

Mr. Anprews. Mr. Jonas, may I make a statement off the record 
in connection with newspaper reporters in the TVA Valley ¢ 

Mr. Jonas. Yes. 

(Discussion off the record.) 

Mr. Criarp. May I make it perfectily clear that when newspaper 

ple asked me and asked Senator Hill what we were going to do in 

emphis, I am sure that both of us said that one of the things we were 
going to do was go out and have a look at the Fulton steam plant 
site. The Memphis newspapers naturally would report that in their 
newspapers. We made no attempt to make a clandestine visit to 
the Fulton site. 


PUBLIC RELATIONS WORK 


Mr. Jonas. Does TVA spend much money on what I would call 
public relations work, and is it spending any money in cooperating 
with these organizations that develop and Tnsmathate information 
for propaganda purposes ? 

Mr. Criare. What organizations do you refer to? 

Mr. Jonas. For example, Citizens for TVA. 

Mr. Capp. We supply that organization information when they 
request it, just as we do other organizations. 

Mr. Jonas. You are aware of the dissemination of information by 
that organization ? 

Mr. Crapp. Very much aware of it. 

Mr. Jonas. Did you have any correspondence with Citizens for 
TVA prior to its organization ¢ 

Mr. Crap. No, we could not have corresponded with them before 
they were organized. 

Mr. Jonas. You were not aware of its plans to organize until after 
it was organized? 

Mr. Crapp. Yes; we were aware of that before it was organized. 

Mr. Jonas. Did TVA have any correspondence with those who or- 
ganized this corporation prior to its organization ? 

Mr. Cuarr. We probably did. 
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Mr. Jonas. Mr. Chairman, would it be in order to ask that we be 
—, with copies of that correspondence ? 
Mr. Ciarr. We would be glad to supply it, Mr. Jonas. 


(Nore.—A search of TVA files indicates there was no correspondence relating 
to the formation of Citizens for TVA, Inc.) 


Mr. Jonas. One other organization I get a lot of material from is 
the Tennessee Valley Public Power Association. Have you ever cor- 
responded with that organization / 

Mr. Ciapp. Yes, of course. That is an organization of distributors 
of TVA electricity, and we not only have contact with them but are 
working with them from time to time, through their committees, on 
rates and the economics of power supply and the like. 

Mr. Jonas. Did you supply them with the information in this 
<i Answers to Questions That Are Frequently Asked About 

A? 


Mr. Cuapr. I imagine much of this information came from the - 


TVA at their request. I would like to make it clear, however, that 
such information as they got from us would have come at their request 
for specific facts. For example, I notice they include the question, 
“What is the net generation?” referring to net generation of the TVA 
system. The obvious place they would get that from would be the 
TV A’s reports. 

Mr. Jonas. Do you have a regular bureau or office in the TVA en- 
gaged in the business of supplying information of that sort to that 
association and similar information to Citizens for TVA and other 
organizations of that sort? 


TVA INFORMATION OFFICE 


Mr. Cuarr. We have a unit in the General Manager’s Office called 
the Information Office which gathers information and supplies it to 
anybody, including Members of Congress and citizens. 

Mr. Jonas. That is the only public relations or information office 
you maintain ? 

Mr. Ciarr. That is right. 

Mr. Jonas. How big an office is that ? 

Mr. Crarr. On page 88 of the budget justification you will find a 
breakdown of the man-years of employment and on that list you will 
notice the heading “Information Office.” It consists, first, of a tech- 
nical library, which accounts for 10 of the 23 positions. Five of the 

ople in that organization, on the average, handle the scheduling of 

oreign and other visitors, of whom we get thousands. And “Other 
functions,” which cover the preparation of our official annual report, 
assenibling information that goes into the thousands of letters that 
we have to reply to, the development of information booklets on navi- 
gatten, flood control, power, resource development, and the like, and 

andling press inquiries, account for the equivalent of 8 positions 
altogether. 


EXTENT OF COOPERATION WITH PRIVATE ORGANIZATIONS 


Mr. Jonas. To what extent, if any— and I rather suspect none will 
be the answer— has TVA, through its officers and officials, encouraged 
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and cooperated with in an affirmative kind of way the creation of 
these organizations that have developed in Tennessee to disseminate 
propaganda in support of increased budgets for TV A? 

Mr. Cxarr. If you include the Tennessee Valley Public Power Asso- 
ciation in your question, we encouraged the distributors to develop 
an organization that could meet with us, representing all distributors 
of TVA electricity, for the purpose primarily of discussing problems 
relating to the distribution of TVA electricity. For example, the rate 
increase that we negotiated last year with individual municipalities 
and cooperatives relative to large industrial loads served by them was 
first explored and studied jointly through a committee appointed by 
the Tennessee Valley Public Power Association working with Mr. 
Wessenauer and his people studying that problem. The extent to 
which the organization engages in what you call propaganda is their 
own affair. We supply them with information when they ask for it. 
We do not attempt to tell them what kind of information program 
they should have. 

Mr. Jonas. You do not volunteer any information ? 

Mr. CLapr. We volunteer it through the dissemination of our regular 
reports, ves. 

Mr. Jonas. You would say that TVA has not to any degree encour- 
aged the development. of the program I refer to, which is the cireular- 
ization of Members of Congress and other people with the mass of 
information we have been receiving, certainly I have been receiving, 
from them continuously since last summer ? 

Mr. Yares. From whom? 

Mr. Jonas. Citizens for TVA, Inc., and Tennessee Valley Public 
Power Association. They publish a magazine that I get, and I sup- 
y0se you do. The one I have in my hand is the issue of January 1954, 

he leading article is “Dondero versus Tennessee Valley.” It has ref- 
erence to our colleague from Michigan, Mr. Dondero. The leading 
editorial was written by Mr. Wessenauer, manager of power for TV A. 
I am trying to find out how much time of the officials of TVA is 
devoted to cooperation with organizations such as this to develop and 
distribute this material. 

Mr. Ciarr. We supply them information, Mr. Jonas, and the state- 
ment you refer to carrying Mr. Wessenauer’s name is a statement that 
we issued under our own auspices to explain, as I recall it, the tax 
problem. 

Mr. Yatrrs. When you say supply, do you mean supply to this organ- 
ization ¢ 

Mr. Cape. No: we distributed that to our own employees, and per- 
haps among the distributors, not to the Tennessee Valley Public Power 
Association as such, but to our distributors who are partners with us 
in this electricity business. The Tennessee Valley Public Power Asso- 
ciation apparently saw fit to pick this statement up and print it in 
their news bulletin. 

Mr. Jonas. Mr. Wessenauer, was it by accident that this statement 
of yours was picked up, or were you called upon to prepare it for this 
publication 

Mr. Wessenaver. The way Mr. Clapp explained it is correct. I 
originally wrote some material for our employees. There was a lot 
of discussion about taxes and one of our employee organizations asked 
if I would summarize the tax matter. I did it in a memorandum to 
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employees. That apparently got in the hands of the editor of this 
publication, and he asked if it would be all right if they printed it. 
Mr. Jonas. I was going to ask if you were surprised to find it in 
the magazine. 
Mr. Wessenaver. No, sir. He came and asked if it would be all 
right if he printed it, and I saw no objection. 

r. Jonas. I will quote a statement from it that I do not understand; 
After paying all the expenses of operations, payments in lieu of taxes to the 
State and local governments, and after allowing 2 percent for Federal interest 
cost, the remaining income, all of which belongs to your Government, amounted 
to $36.6 million. This was about 13.5 percent of all power revenues received and 
compares favorably with the 13 to 14 percent paid by private utilities. 

Mr. Puitires. What years are those figures for ? 

Mr. Jonas. Do you recall what year you referred to there, Mr. 
Wessenauer ? 

Mr. Wessenaver. May I see it? It relates to the past 3 years, as 
the preceding sentence was talking about the past 3 years. 

r. Jonas. You were speaking of the 3-year period, calendar years 
1953, 1952, and 1951? 

Mr. Wessenaver. The fiscal years. 
Mr. Jonas. What do you mean by this clause— 


and after allowing 2 percent for Federal interest cost? 


You do not pay any Federal interest except on your bonds, do you? 

Mr. Wessenaver. The explanation of that is this: The amount of 
money TVA collected as revenues, deducting first the operating costs 
and payments in lieu of taxes to States, deducting depreciation, leaves 
usa 22 frm which is available to and belongs to the Government 

Mr. Jonas. You did not say that. You said after paying all these 
expenses, contributions in lieu of taxes, and “after allowing 2 percent 
for Federal interest cost,” and I ask you if the inference is not that 
you paid the Federal Government 2 percent interest on the money 
the Federal Government has invested in TVA? Is that not a very, very 
misleading implication ? 

Mr. Wessenaver. I did not intend it to be, sir. I meant the Fed- 
eral Government, if it had borrowed all the money invested in TVA 
power facilities over the period of installation and had borrowed it at 
an average rate of 2 percent—and I subtracted such an amount for 
interest to see what would have been remaining—that remainder is 
the 13 to 14 percent of the gross revenues. 

Mr. Jonas. I still cannot understand why you would have included 
in this sentence that I have quoted the statement, “after allowing 2 
coe for Federal interest cost.” You do not allow 2 percent for 

ederal interest cost in arriving at your net income, do you? 

Mr. Wessenaver. Not in arriving at TVA’s net income, but I was 
making an assumption that some people would like to make, that 
there is an interest cost, say of 2 percent. That is what I intended. 


PAYMENTS IN LIEU OF TAXES TO STATE AND LOCAL GOVERNMENTS 


Mr. Jonas. What amount in dollars did TVA pay in lieu of State 
and local taxes during 1953? 

Mr. Wessenaver. $3,418,110. 

Mr. Jonas. $3,418,110? 
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Mr. WesseNnaver. Yes, sir. 

Mr. Jonas. What amount did the distributors pay? 

Mr. Wessenaver. I believe they paid approximately $5 million— 
the tax equivalents paid by all distributors for fiscal year 1953 
amounted to $5,139,830. 

Mr. Jonas. Do you have those two items totalled ? 

Mr. WEssENAUER. It is about $8.5 million. 


Mr. Jonas. It is $8,557,940 if my addition is correct. 
COMPARISON OF TAXES PAID BY TVA AND PRIVATE UTILITIES 


Right at this point I would like to know what TV.A’s gross receipts 
from the sale of power were in 1953, the same year. 

Mr. WesseNnaver. $104,877,869. 

Mr. Jonas. From the sale of power? 

Mr. Wessenavrr. Yes. 

Mr. Jonas. What percentage of those gross revenues is that $8 
million tax item ? 

Mr. Wessenaver. Something like 8 percent. I do not have a slide 
rule or I could figure it Me i 

Mr. Jonas. I would like to get the correct percentage. 

Mr. Yares. Off the record. 

(Discussion off the record.) 

Mr. Kampmeter. $104 million? 

Mr. Jonas. What percentage of that is $8 million? 

Mr. Wessenaver. About 8.16 percent 

Mr. Jonas. Do you have any figures showing what percent of re- 
ceipts from the sale of power public utility companies pay in taxes? 

Mr. Wessenaver. Yes, sir. 

Mr. Jonas. What is that percentage? 

Mr. Wessenaver. In local taxes, which is the number you were 
using there, the national figure is averaging about 8.7 percent. It 
varies with individual companies. 

Mr. Jonas. When you add income taxes, State and Federal, what 
would the percentage be? 

Mr. Wessenaver. Income taxes would add 13 or 14 percent. 

Mr. Jonas. 13.5 plus 8¢ Do you mean that the average amount of 
taxes paid by privately owned public utilities, including Federal 
income, State income, and State and local taxes, amounts approxi- 
mately 21 percent of the gross? 

Mr. Wessenaver. I believe that is about what the figures average. 

Mr. Jonas. So if TVA paid income taxes comparable to private 
utility companies, what amount would you have to pay, in dollars, 
to represent 21.5 percent of your gross sales of $104 million ? 

Mr. WessENAUER. Some adjustments need to be made in the figures, 
but to answer your specific question, 21 percent of $104 million is about. 
$22 inillion. 

Mr. Jonas. May I say the reason I asked these questions is to try 
to clear up in my own mind statements that have been made before 
this committee last year and figures I have seen in this material I 
have been talking about this morning to the effect that TVA pays more 
money in taxes than private utilities would pay. Private utilities 
deny this and I thought the record should be clear on that point. 


\ \ 
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Mr. Anprews. I believe you said some adjustments need to be made 
in the figures ? 

Mr. Wessenaver. Yes. I think the figure Mr. Jonas has asked me 
to derive is misleading in a number of respects. I am sure he would 
like to have that corrected. 

Mr. Jonas. Yes. 

Mr. WessenaAver. For one thing, the State taxes that TVA pays are 
calculated on the basis of revenues we receive from other than the 
Federal Government. Thirty-five percent of our sales currently go 
to the Atomie Energy Commission. Those sales are tax-exempt and 
the rates reflect that. The $104 million represents revenues derived 
not only from cooperatives and industrial customers, but from the 
Federal Government so, in fairness, that policy of the Federal Govern- 
ment with regard to sales for its own use ought to be recognized. 

Mr. Jonas. If TVA were not in existence, and if private utilities 
were furnishing power to the Atomic Energy Commission, they would 
pay taxes on that; would they not? 

Mr. Wessenaver. The Electric Energy, Inc., at Joppa, is one such 
setup, and I believe if you would look in the calculations of their op- 
erations the Federal tax is not 13 percent of gross revenues, but less 
than 3 percent. In any case, if we were to charge the Atomic Energy 
Comunission a higher rate to allow for the taxes, the net to the Govern- 
ment would be the same. 

Mr. Puiies. I think Mr. Jonas is asking you whether the state- 
ment is correct that TVA pays more taxes than private industry. I 
do not think an answer that if you paid the taxes, then it would go 
into one pocket of the Government or another is an answer to the 
question. 

Mr. Jonas. I can quote statements from these documents and, I 
think from Mr. Clapp, to the effect that TVA pays more taxes than 
private utilities would pay. 

Mr. Ciarp. You cannot quote me as saying that, Mr. Jonas. IT have 
said the TVA, as the wholesaler of power, and the distributors and 
retailers, pay combined in State and local taxes on the average well 
within the range of averages paid by private utilities. We do not 
pay a Federal income tax, but all of our earnings belong to the 
Government. 

If you were to analyze our earnings as Mr. Wessenauer did in this 
statement you are quoting from, and if you were to allow a computa- 
tion covering the cost of money to the Government—interest—the re- 
mainder would still leave for the Federal Government as much, on the 
average, as private utilities pay the Federal Government in the form 
of corporate income taxes. 


PAYMENTS TO THF FEDERAL TREASURY 


Mr. Puitiies. When you say you are “paying a tax,” do you mean 
you are actually paying a tax in cash? 

Mr. Crare. To the States and counties; yes. 

Mr. Put.irs. And to the Federal Government ? 

Mr. Criarr. Not a tax, as such, to the Federal Government. 

Mr. Yates. The payments to the States and counties are payments 
in lieu of taxes; are they not? 
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Mr. Putturrs. The payments you make to the Federal Government, 
are they in cash ¢ 

Mr. Crarp. Yes. 

Mr. Anprews. Do you have the checks ¢ 

Mr. Puiuirs. It seems to be indicated on page 90 of your justifica- 
tions, Mr. Clapp, that you include in payments made to the Federal 
Government 1/40th of plant investment, as though that were a pay- 
ment to the Federal Government / 

Mr. Crapp. It is a payment, in cash, to pay back the investment 
from appropriated funds on a 40-year repayment schedule. 

Mr. Pures. When you build a plant, as a private utility would 
build a plant—in the case of a private bogie it must absorb that cost 
itself—but in the case of TVA you say 1/40th of the cost of building 
that plant is a payment in return to the Federal Government; is that 
correct ? 

Mr. Crapp. It is a return in actual cash of the amount which was 
invested in that 1/40th of the plant. 

Mr. Prmurs. But you count it as a payment to the Federal Gov- 
ernment and put it down on your statements as if it were cash? 

Mr. Crapr. It is cash—cash that passes from our hands, Mr. Chair- 
man, to the general funds of the Treasury and therefore is available 
for the general costs of Government and is not available to TVA. 

Mr. Puitures. I am not arguing that point with you now, I may 
sometime; I am merely pointing out to Mr. Jonas that in this pay- 
ment to the Federal Government there are items which a privately 
owned utility would not be permitted to consider as taxes paid in this 
comparison between what the TVA pays and what private utilities 
pay. 

Mr. Yates. I wonder, Mr. Chairman, if you meant what you said 
in your statement that the private utilities absorb the costs of invest- 
ments themselves. Certainly the private utilities get it back in the 
form of depreciation. 

Mr. Puiruirs. Would the utilities be permitted to consider one- 
fortieth of construction cost ? 

Mr. Yates. They are allowed so much for depreciation. 

Whether it is over a 40-year period, I do not know. When the 
Federal Power Commission was before us they said some of the in- 
vestments of private utilities were depreciated over a 5-year period for 
tax purposes, which, of course, would be reflected also in the rate base. 

Mr. Pures. That is depreciation on investment. It is not an 
amount of money as depreciation or payment which is set up as com- 
pared to a tax payment which, in my understanding of this colloquy, 
is what TVA does. I am coming back again to Mr. Jonas’ statement 
that there is a comparison between what TVA pays and what private 
utilities pay. 


PROVISION IN TVA ACT PROVIDING FOR PAYMENTS TO STATES AND COUNTIES 
IN LIEU OF TAXES 


Mr. Anprews. I want to know how you determine the amount you 
pay States and counties in lieu of taxes. 

Mr. Crarp. We do not make payments in lieu of taxes to munici- 
= We make payments in lieu of taxes to States and counties. 

‘hat is set up in the TVA Act, as amended, in section 13, particu- 


| | 
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larly. That provides that 5 percent of our gross revenues be allocated 
among the States, half on the basis of the source of the power, namely, 
plant investments in those States, and the other half on the basis of 
the places where it is sold, among the States. It also provides that we 
make payments to the counties in lieu of taxes, and that no county shall 
receive less than it received on the properties formerly in private 
ownership which TVA has acquired. The municipalities who make 
«Me in lieu of taxes to their taxing distriets—— 

r. Anes, They are the municipalities that distribute the 

ower 

: Mr. Crarp. That is correct. They do it, in general, on the basis of 
the full book value with tax rates at the same level as on other prop- 
erties within the taxing district, by agreement between the city and 
the taxing district, whether it be between a power board and a munici- 
pal government or a power board and a county government. That, 
in general, describes how those amounts are determined. 

Mr. Anprews. Will you tell us how the amounts paid by private 
utilities are determined ? 

Mr. Crarp. The amount of taxes paid by private utilities to States 
and counties would be primarily property taxes based upon assess- 
ments with tax rates applied to the assessed value of the property. 

Mr. Pures. In our State there is a State Board of equalization 
which prevents private utilities from being taxed too high or too low. 

Mr. Wessenaver. There is a Tennessee Public Utilities Commission 
which makes assessments. The cooperatives in Tennessee are assessed 
by that body. 

Mr. Yates. Apparently Mr. Wessenauer felt the basis for com- 

arison between taxes paid was not a proper one. I think we should 
i a standard for comparison that is a proper one. Could you 
give us a statement that would furnish a fit basis for comparison ?¢ 

Mr. Puiuirs. If they could it would probably save us 1 hour every 
year, in these hearings. 

Mr. Tuomas, Can it not be done by a chart, with one column show- 
ing TVA and a parallel column showing private utilities? 

Mr. Ciarp. We can give figures, Mr. 5 nana that will show the 
basis of comparison on State and county taxes. That is easy. 

(The information requested follows :) 


Payments in lieu of State and local taxes by the Tennessee Valley Authority and the 
distributors of power 


Payments in lieu of taxes 
Percent | Pereent 


Operating of oper- | growth 
Year Revenue ! Distribu- ating | (1937= 
TVA tors of Total revenue 100) 
TVA power 


Calendar year 1937, before the 
ma, : transfers of property 
to 


2 $3, 350, 000 |---------- 100 
Fiscal year 1949--.-.....------- $93, $2, 050, 000 | $3, 018, 000 “5, 068, 000 5.4 151 
F Sk 99, 2,471,000 | 3, 582,000 6, 053, 000 6.1 181 
Fiscal year 1951-.-.--.---.---- 117, 145,000 | 2,445,000 | 4, 064, 000 6, 509, 000 5.6 194 
Fiscal year 1952--.-.-.-------- 129, 641,000 | 3,036,000 | 4, 540, 000 7, 576, 000 5.8 226 
Fiscal year 1953-_---...-.------ 139, 150,000 | 3,418,000 | 5,000,000 8, 418, 000 6.0 251 


1 Consolidated revenue of TVA and the municipal and cooperative distributors, excluding revenue re- 
ceived by TVA from sales to the Federal Government which are exempted by the TVA Act from in-lieu-of- 


tax ents. 
a Estimated State and local taxes paid by the utilities that served the area presently served with TVA 
power. 
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State and local taxes paid by privately owned utilities ' 


Total Total State} Percent of | Percent 
revenue and local | operating growth 
revenue | (1937= 100) 


Year 


Million 
Calendar year 1948 
Calendar year 1949 
Calendar year 1951 
Calendar year 1952 


1 From Rept. No. 53-2 of Edison Electric Institute. 


Federal income taxes paid by United States privately owned utilities ! 


{In millions] 


Total electric} Federal in- Percent of 
revenue come tax revenue 


1 From report No. 53-2 of Edison Electric Institute. 


Comparison of above with the Tennessee Valley Authority 


[In millions] 


Net income after im- 
Net oper- | Imputed puted interest 
ating rev- interest 
enue before’ at 2per. | 
interest cent 2 Percent of 
revenue 


Fiscal year 1951_- 
Fiscal year 1952_. 
Fiseal year 1953_. 


1 Total TVA revenue, including revenue from sales to the Federal Government. 
3 Interest is computed at 2 percent which was the average cost of money to the Government during the 
Period, on the average depreciated investment in electric properties. 


REPAYMENT OF INVESTMENT IN POWER PROGRAM TO FEDERAL TREASURY 


Mr. Jonas. I would like to invite Mr. Wessenauer’s attention to 
page 90 of the justifications and I want to ask you a question or two 
about that table. 

The last column on that page includes total amounts of money paid 
to the Federal Government by the TVA from 1948 through the fiscal 
year 1953, and the table shows that amount to be $57,500,000, with an 
estimate that at the end of fiscal 1954 the total will be $77,500,000 
and, at the end of 1955, based upon estimated payments during the 
next fiscal year, the total is expected to reach $127,500,000. Is that 


r. WESSENAUER. That is correct. 


| 
| Million 
100 
| 321 8.3 155 
352 8.6 170 
387 8.6 187 
431 8.6 | 208 
} 470 8.7 | 227 
{ 
he 
| 
Total rev- | 
$58.0 $21.5 | $8.6 $12.9 22. 2 
i, eee 57.8 27.0 9.3 17.7 30.6 
yturentsenswtvedeweidaadts 104.9 19.3 14.2 5.1 4.9 
386. 0 120.3 53.1 67.2 17.4 
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Mr. Jonas. Do those figures include amortization over the 40-year 
pares that is, repayment of power investments, plus repayment of 
ponds 

Mr. Wessenaver. That is correct. The law as it was passed in 
connection with the 1948 Appropriation Act required the TVA to 
pay back $348,239,240 within 40 years. The $348 million repre- 
sented the amount of investment at that time of funds provided 
through bonds, property transferred, and appropriations for power 
facilities then in service. 

The law also provided that additional amounts made available for 
power purposes through appropriations were to be repaid within 40 
years of the date the facility went into service for which those ap- 
propriations were made available. 

Mr. Jonas. My question is whether the last column on the right- 
hand side of the table on page 90 represents the grand total of all 
payments of any sort to the Federal Treasury by TVA. 

Mr. Wessenaver. They relate only to payments from power op- 
erations and not those made from nonpower operations. Also you 
will note a footnote which indicates that prior to 1948 $23.6 million 
of similar payments were made from power operations. 

Mr. Jonas. Do you have a table which will show at the end of 
fiscal 1953 what the total was that was paid into the Treasury by 
TVA in addition to those payments from power? 

Mr. WesseNnaver. Let me see if we can give you the total payments. 
Prior to 1948, we paid $23.6 million from power operations. 

Mr. Jonas. Can you put that in a table also including the payments 
prior to 1948 

Mr. Wessenaver. If you would like, I can insert a table in the 
record. 

Mr. Jonas. I think that would be quicker, and T will ask you to 
just do that, please, showing the total payments and distinguish those 
that came from power operations and those that came from other 
sources. 

Mr. Wessenaver. I can state it briefly now. The total payments 
as of the end of 1953 from power were $81,131,000. That is made 
up of the $57,500,000 shown in that table, plus $23,600,000 shown in 
the footnote. 

The payments made from nonpower activities to June 30, 1953, 
total $17,362,000. ‘Total payments from all sources were therefore 
$98.493.000 from the start of TVA through the fiscal year 1953. 

Mr. Tromas. To carry that very fine statement one step further, 
it might be well to show the appropriated funds for each one of those 
years and then show in parallel columns the $98 million of repay- 
ments from all sources, plus what the balance is that is going to the 
Government, plus the outstanding bonds. 

Mr. Jonas. I think you are correct. 

Mr. Tomas. That would give the entire picture. 

Mr. Wessenaver. I think it would take a little research and, if I 
might, I would like to insert it in the record. 

Mr. Jonas. Would you prefer to prepare a table and submit it for 
the record? 

Mr. Wessenaver. I would like to do that. 

(The information requested is as follows :) 
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Appropriations and repayments 


| | Repayable investment in power program 


Fiscal year Cons for all | Repayments) Balance out- | power pro-| = U.S 
| Purposes | Added dur- from power | standing end ad T alae’ 
ing year power | Standing enc ceeds reasury 
| proceeds ! of year ! 
| 
1934. $50, 000, 000 | ae 
1935... | 25,000,000 
1937... | 39, 900. 000 | : 
: 40, 166, 270 
40, 600, 000 | 
1940__. 39, 003, 000 
1941... 65, 000, 600 | | 
1942_. ‘ _....| 196, 800, 000 | | 
1943__. = -----| 136, 100,000 | 
@) _...| $2, 000, 000 | $2, 000, 000 
1945... | (3) } 2, 000, 000 | 2.000, 000 
| 9, 648, 000 | | 9, 387, 741 | | $5, 510,003 | 14, 807, 744 
1947 ----| 39,906,000 |_. | 10, 213, 778 » 2, 364, O86 12, 608, 764 
----| 18,700,000 10, 500,000 | 3. 36,326 | 10, 536, 326 
1949... 30, 339, 061 5, 500, 000 3. | 5, 500, 000 
ae --..-| 61,041,650 | $17,745,840 | 5, 500,000 | 344, 485, | 1,174,463 | 6, 674, 463 
| ae _.| 194,714 000 23, 373, 731 9, 000, 000 | 358, 858, f 9, 000, 000 
1952..._- ; --| 238, 389, 600 | 100, 893,844 | 12, 000, 000 447, 757,655 | 4,047, 125 16, 047, 125 
1963.....-- joie 336, 027, 000 | 209, 046, 402 15, 000, 000 | 641, 799,057 | 4, 229, 268 19, 220, 268 
Subtotal F 1, 596, 734, 581 | 351, 059, 8!7 $1, 131, 519 | 641, 799, 057 | 17, 362, 171 690 
1954 (estimated) _ . - | § 188, 480, 000 | 214, 526,913 | 20, 000,000 | 836, 326,000 | 4, 676, 977 977 
1955 (estimated). ___. 141, 800, 000 | 377,438,000 | 50, 000, 600 |1, 163,764,000 | 5, 172, 000 000 
i ee 1, 927, 014, 581 | 943, 024,760 151, 131, 519 |1, 163, 764,000 | 27, 211, 148 | 178, 342, 667 


1 Including bonded indebtedness (see table on p. 2243). 

? Excluding interest payments. 

3 Unexpended balances reappropriated. 

HE Stated in the Government Corporations Appropriation Act, 1948. 
Net. 


ORIGINAL BONDED INDEBTEDNESS 


Mr. Jonas. Now I want to clarify this question of the interest that 
you pay on the bonded indebtedness. It has been in the record many 
times before, but just to have it in sort of a chronological order, will 
you state the amount of your original bonded indebtedness / 

Mr. Wessenaver. The original amount of the bonded indebted- 
hess was $65,072,500. 

Mr. Jonas. That was icurred when? 

Mr. Wessenaver. Most of it was incurred in 1939 and 1940. It 
was an amendment to the TVA Act as of that time, in connection with 
the purchase of the Commonwealth and Southern properties in 
Tennessee and portions of Alabama and Mississippi, ci which 
those bonds were authorized. The bonds were held oo the RFC and 
by the Treasury. 

Mr. Jonas. As I understand, the original authorization contem- 
plated an interest rate ranging from 1.75 to 2.0 and something. What 
Was that ¢ 

Mr. Wessenavurr. The bonds carried on their face interest rates 
ranging from one and a fraction to two and a fraction. I do not 
recall the exact amount. 

Mr. Jonas. You are now paying how much interest currently ? 

Mr. WesseNnaveEr. emails we are paying a little under 2.5 per- 
cent, which is the weighted figure on the remaining bonds which are 
outstanding. 

Mr. Jonas. That is more than you paid last year. 
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Mr. Wessenaver. Yes. Last year we paid 2 percent. 

Mr. Jonas. For a period of this time you paid 1 percent. 

Mr. Wessenaver. Yes, sir. The interest payments are determined 
by the Treasury and they told us each year the percentage which 
was applicable. 

Mr. Jonas. Can you furnish for the record a table showing year by 
year the curtailment of that debt, with the amount of interest as it 
varied from year to year? 

Mr. WessenAver. Yes, sir. 

(The information requested is as follows:) 


Interest rates on bonded indebtedness through June 30, 1955 


Bonds outstanding at year end by rates of interest 
Fiscal year Total 
¥% percent | 1 percent |174 percent) 2 percent percent 234 percent percent 
$8, 572, 500 
60, 572, 500 
65, 072, 500 
65, 072, 500 
65, 072, 500 
63, 072, 500 
61, 072, 500 
58, 772, 500 
56, 500, 000 
54, 000, 000 
51, 500, 000 
49, 000, 000, 
44, 000, 000 
39, 000, 000 
29, 000, 000 
14, 000, 000 


1 Estimated. 
2 Rates of interest established by the U. 8, Treasury Department, 
3 Rates of interest specified in the bonds, 


Amount or Funps ReQuestep By APPROPRIATION AND FROM 
Corporate Funps 


Mr. Jonas. As I understand this justification, the request is for 
$142,868,000 of appropriated funds. 

Mr. Crapp. $141,800,000 is the new appropriation request, and there 
is a carryover balance of about $1 million. 

Mr. Jonas. Which makes the sum of $142,868,000. 

Mr. Crarr. That is right. 

Mr. Jonas. Now from corporate funds you are asking that you be 
authorized to spend $221,420,000. 

Mr. Tuomas. That is the gross income, is it not, plus $7 million ? 

Mr. Wessenaver. That is the gross of revenues from power and fer- 
tilizer operations—those two primarily. 

Mr. Jonas. I am trying to get a table here to clear something up in 
my own mind. That is the amount you ask to spend from corporate 
funds, is it not? 

Mr. Crarr. That is the amount we project in our 1955 budget from 
corporate funds; yes. 

r. WessenAveER. It might help to explain that $55 million of the 
$221 million —— repayment to the Treasury, and that is bud- 
geted as part of the $221 million. 
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Mr. Jonas. I understand that. I am not trying to separate what 
you are spending this money for; I am trying to get the record to show 
that you are asking for $142,868,000 in appropriated funds, and ask- 
ing for authority to spend $221,420,000 from corporate funds. Am I 
correct about that, or not ? 

Mr. Crarp. I do not want to seem to be too technical in these mat- 
ters, Mr. Jonas, but we are not seeking authorization to spend those 
corporate funds. The authorization to spend those corporate funds 
is in our basic law. It is a fact that the budget of 1955 includes those 
moneys from corporate funds in order to give the complete picture of 
our spending program. 

Mr. Jonas. The only difference between your statement and mine 
is that you would eliminate from mine that you are requesting an 
authorization to spend $221,420,000. 

Mr. Crarp. That is right. 

Mr. Jonas. But my figures are correct. 

Mr. Crarr. That is right. 

Mr. Jonas. That is what you propose to spend ? 

Mr. Cuiapr. That is right. 

Mr. Jonas. And that is a total of $364,288,000; is that correct ? 

Mr. Crapp. That sounds right to me. 

Mr. Jonas. Now is that total of $364,288,000 the total amount you 
propose to spend during fiscal 1955? 

Mr. Crarr. There is another figure, Mr. Jonas, and that is the 
amount of obligations coming due which will be committed in this 

ear, or have been committed, but for which moneys will be disbursed 
ater as equipment and materials are delivered. The $364 million fig- 
ure you have stated represents new obligations. 

r. Outver. If to that are added the liquidations in fiscal year 1955 
of obligations entered into in prior years, you get a grand total 
expenditure of $431,314,000. 

r. Jonas. What is the sum I must add to my $364 million to get 
that figure? 

Mr. Otiver. $142,868,000 represents new obligations from the appro- 
priation. $166,248,000 represents total activities to be financed from 
corporate funds, making total obligations incurred of $309,116,000. 
You deduct from that $8,073,000 for changes in inventory and prop- 
erty transfers, and add the unliquidated obligations, that is, checks 
drawn to pay bills incurred under the authority of prior appropria- 
tions, of $130,271,000, making a total of $431,314,000. 

Mr. Jonas. During the fiscal year 1955 you except to disburse, if 
your requests are all approved by the Congress, $431,514,000 ? 

Mr. Oxtver. That is correct. 

Mr. Jonas. Now turn your attention for just a minute to where the 
funds may come from to provide those disbursements. You have 
already had appropriated money to take care of the $141 million you 
just added, have you not? 

Mr. Ottver. No. 

Mr. Jonas. Because you said they were checks that had been issued. 

Mr. Ottver. $130,271,000. 

Mr. Jonas. Do you require any new appropriation for that? 

Mr. Ottver. No. 

Mr. Jonas. That is out of present appropriations? 
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Mr. Oxiver. That is out of present appropriations. 

Mr. Jonas. Now if you will permit me to go back to the point I 
started from originally, you will see what I am trying to have the 
record show, namely, “i much money you expect to spend on var- 
ious programs including repayments to the Federal Treasury. Then 
I want to show where that money is coming from. So, from that 
standpoint, we can eliminate the $130,271,000 this current year and go 
back to my original figure of $364,288,000, the amount of money that 
we will have to find for you if you go through with all of these projects. 
Is that true? 

Mr. Wessenaver. That is correct. 

Mr. Jonas. Now from the sale of power, and so forth, during the 
fiscal year 1955 you expect to receive £597,587,000. 

Mr. Wessenavuer. No, sir; that overstates it. The sale of power 
will provide $200,574,000. 

I think if you will turn to page 5 of the justifications—— 

Mr. Jonas. That is where I got it. $227,587,000 from the sale of 
power, other products and so forth. 

Mr. Wessenaver. I’m sorry, I did not get the “and so forth.” 

Mr. Jonas. Now if you have to have $364,288,000 to carry on your 
program and you will receive from the sale of power and other prod- 
ucts $227,587,000, that only leaves $136,701,000 in appropriated money 
that has to be provided. Is that true? If my subtraction is correct, 
that would follow, would it not—$136,701,000. 

Mr. WessENAUER. Yes. 

Mr. Jonas. How much cash do you expect to have on hand at the 
end of June of this year? Let me put it this way: Your balance sheet 
as of June 30, 1953, showed you had $341,112,377. 

Mr. Wessenaver. That is right. 

Mr. Jonas. Does that mean cash on hand ? 

Mr. WessENAUER. Yes, sir. 

Mr. Jonas. What do you estimate your cash position to be at June 
30 of this year? 

Mr. Wessenaver. $309,822,000. 

Mr. Jonas. So that if we do not appropriate a cent in appropriated 
funds this year, you will have $309,822,000 in the bank to discharge 
obligations amounting to $143,701,000. 

Mr. WessENAUER. No. sir; that is not correct. In the first place, 
we have current liabilities outstanding of $65 million, and we have 
commitments of over $130 million. That is the item you did not 
add in to begin with. 

Mr. Jonas. Commitments of $130,271,000. 

Mr. Wessenaver. That is right. The actual commitments out- 
standing are more than that. The commitments outstanding as of that 
time will be $223 million. 

Mr. Jonas. Was not that same situation applicable this past year?’ 

Mr. Wessenaver. Yes. 

Mr. Jonas. Yet you carried to cash—you increased your cash posi- 
tion as of June 30, 1953, over June 30, 1952, by $132 million. So you 
are each year increasing your cash position, are you not? 

Mr. Wessenaver. Yes, sir. But you understand that the increase 
in the cash position represents appropriations made this past year for 
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which commitments have been made but for which checks have not 
been written. 

Mr. Jonas. It does not balance out that way. It represents some 
surplus, does it not, that you always carry ? 

Mr. Wessenaver. We have a surplus, usually, in corporate funds 
in the neighborhood of $40 million; that is all. 

Mr. Jonas. I would like to be sure the record is clear on this and 
I do not want to misunderstand you, either; so let me start off with 
the $309,842,000 in cash that you expect to have in the bank on June 
30, 1954. What liabilities will exist against that cash at that time? 

Mr. WessenAver. We estimate current liabilities of $64.5 million. 
We will have unliquidated commitments of $223.5 million. 

Mr. Jonas. Those liabilities add up to $288 million. 

Mr. Wessenaver. That is right. 

Mr. Jonas. So that would reduce your cash position to about $21 
million. 

Mr. Wessenaver. That is right. 


TOTAL AMOUNT OF MONEY APPROPRIATED TO TVA 


Mr. Kruecer. How much money has been appropriated and spent 
to date, including the 1954 fiscal year appropriation, on TVA ? 

Mr. Wessenaver. The total appropriations available through June 
30, 1954, are $1,785,214,581. 

Mr. Krurerr. Has there been any money other than congressional 
appropriations that is not included in the amount you stated ? 

Mr. Wessenaver. In addition to that, there was made available 
$65,072,500 in bonds and property transfers to TVA totaling $44,- 
934,000 as of June 30, 1954. 

Mr. Krurcer. How much of these funds have to be paid back to the 
United States Treasury ? 

Mr. Wessenaver. Of that total, $937,458,000. 

Mr. Krueecer. And what about the balance ? 

Mr. Wessenaver. The remaining balance applies to construction 
work, part of which will not be repayable until after the plants on 
which such construction is in progress are placed in service; operatin 
progams and non-reimbursable programs, such as navigation, floo 
control, and resource development programs. 

Mr. Kruecer. Are the TVA repayments to the Federal Govern- 
ment current ? 

Mr. Wessenaver. They are ahead of schedule, Mr. Krueger, as is 
indicated on page 90 of our justifications. To be current as of the 
end of 1953 would require $48,551,000, and we have paid $57.5 million 
to that time. 

Mr. Krurcer. How much longer is TVA going to continue asking 
for additional appropriations? Is there any limit to this valley 
development ? 

Mr. Crarr. There is no limit to the growth of the Tennessee Valley 
that we are able to foresee, Mr. Krueger. The bulk of our appropria- 
tions, as you recognize, are for capital additions—principally new 
power supply facilities, 

The growth of the power requirements of the Tennessee Valley has 
not reached the point where it is even beginning to slow down or 
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stop and the TVA has exclusive responsibility for supplying power 
to all municipalities and rural electric cooperatives and industrial 
developments, in addition to the large Federal facilities that are in 
that region. As long as TVA continues to need to build new power- 
plants, it will need to come to Congress to get additional capital in- 
vestment to build those facilities. 

The utility business, as you know, is a business that requires large 
amounts of capital and no utility is able to finance its expansion for 
pont out of its earnings. 

r. Kruecer. I have inquiries from my State asking “How long 
are you going to build up Tennessee and forget North Dakota?’ Why 
not get some money for our State.” That is the reason I want to get 
these figures and asked you if there is any limit to these appropriations 
in the years to come. I know that development of electric power is 
needed in every part of the country. 

Mr. nat is certainly right. 

Mr. Krurcer. But in my State they say “Let us have a little devel- 
0 —_ out here, too. We have had to pay taxes to promote Tennessee 

alley. 

Of course, you know we have Garrison Dam there which eventually 
will produce some power. 

Carp. And some of that power will go to North Dakota, will 
it not 

Mr. Krvuecer. It is in North Dakota. 

Mr. Cuarr. But some of that power will go to North Dakota. 

Mr. Krurcer. I think we are going to take most of it. 

Mr. Tuomas. I do not believe I have very many questions, Mr. 
Chairman. I am delighted to see a decided improvement in your 
budget. You are certainly to be commended on the first effort here. 
I hope your second effort gets better and your third one even better 
than the second. But certainly your first one here on your expansion 
is most worthwhile. 


MULTIPURPOSE RESERVOIR OPERATION 


I notice on your farming activities, and your reservoir activities, 
you have about 310,000 acres of cg bordering on the lakes and 
ponds and it costs you about $7 million a year for all of your activities, 
over the sale of your pulp and returns from crops—and you folks are 
pretty good farmers, too, are you not—and the fees for your sites, 
and everything. You get in $2 million and spend $7 million and 
have 310,000 acres of ground. And if some good Tennessee farmer 
gets a hold of those figures and finds out the land is given to you free 
of charge and you are spending $7 million a year on it and only tak- 
ing in $2 million, it won't look good to him. 

That is all land that is contiguous to your waterfront, is it not? 

Mr. Crarp. Practically all of the 300,000 acres are shoreline land. 

Of course the $7 million fgare you refer to includes malaria con- 
trol; it includes our water-dispatching operations; it includes the 
maintenance of stream-gaging stations and the collection of current 
daily data on stream flow for flood control purposes. 

Mr. Tuomas. If you have 310,000 acres of land and are going to 
hold on to it, you certainly ought to make yourself self-sustaining, 
and it ought not to cost you $7 million. 


2453 


Of course the land does not cost you $7 million to administer. The 
water control have nothing to do with the 
ownership of the land. at does the water-dispatching operation 


cost youf I do not remember seeing that in the justifications. 


WATER DISPATCHING OPERATIONS 


Mr. Ciarr. In the table on page 38, the $7 million figure is broken 
down. $541,000 is for water Cinvetelind operations, and so on down 
the line. $1 million is for plant protection and services to visitors— 
the guards and guides we have at the dams and steam plants. And a 
large item there is for the operation and upkeep of the reservations 
immediately around the dams. ‘The figure that would relate to what 
you inquired about, the operation of the reservation lands, is $699,000. 

‘hat is the expense of administering these three hundred odd thou- 
sand acres, 

We used to get more revenue from the lands we held; but as we have 
sold off many thousands of acres of these borderline lands, the residue 
we keep is, of course, the less desirable and we get less revenue from it 
that we would have gotten had we retained the best land. 


NAVIGATION FACILITIES 


Mr. Tuomas. I notice there is an item in here of about $97,000 for 
design work on the Wilson Dam lock. That is one of the first big dams 
you built, is it not? 

Mr. Crapp. The $97,000 is for the new lock at Wilson Dam. 

Mr. Tuomas. You have carried that item now for the second and 
third year. I believe you stated it was going to cost three or four 
hundred thousand dollars to design it. 

Mr. Crapp. That is right. 

Mr. Tuomas. What is it going to cost to construct it, if it costs that 
much to design it? 

Mr. Cuarr. It will cost $35 million to construct. It is a big lock. 

Mr. Tuomas. Is that the key to the whole transportation system 
there 

Mr. Ciapp. Yes, it is. As you recall, Wilson Dam was started 
during the First World War and finished in the middle twenties. The 
lock that was put in is an old lock and built to smaller dimensions 
than we build locks now. It is at the midpoint in the navigation 
channel between the mouth of the river and the head of navigation at 
Knoxville. Our estimates of traflic indicate that the old Wilson Lock 
is becoming a very severe bottleneck to the barge shipments on all 
materials that have to go further upstream than Wilson Dam. The 
new lock would be built to modern dimensions and would supplement 
the inadequate lock in Wilson Dam and a smaller outmoded lock at 
the end of the canal that was also built during the First World War. 


FERTILIZER DEVELOPMENT 


Mr. Tuomas. How are your fertilizer activities? I notice your 
income is about $22 million but you show a net profit of about $1,500,- 
000. How much longer will you keep up that experimental work as far 
as your fertilizer activities and nitrate activities are concerned ? 
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Mr. Carr. That continues to be a very important function in devel- 
oping new products and new processes of help to the fertilizer industry 
and to farmers. At the present time we are concentrating primarily 
on what are called multiple fertilizers, the mixture of high analysis 
chemical nitrogen and phosphorus that will produce fertilizers with 
up to 80 or 90 percent plant food. The new processes that we are 
developing are beginning to be taken up by industry. 

Mr. Tuomas. I was interested in your figures of $22 million gross 
income and a cost of about $20.5 million, making about $1.5 million 
net profit when your sales are about 15 percent of the total nitrate 
sales in the country. Do you charge any depreciation ? 

Mr. Crarp. Yes. 

Mr. THomas. Do you charge a fair cost of your raw product? 

Mr. Crarr. That $20 million figure includes depreciation on our 
physical assets. 

Mr. Tomas. Where do you get the phosphate? 

Mr. Crapp. We get the phosphate mostly from the phosphate hold- 
ings we have in middle Tennessee. We also buy al from Florida. 

fr. Tuomas. The mines that you have, do you charge in that $20 
million figure a fair price for the phosphate that you mine? 

Mr. Yes. 

, Mr. Tuomas. What do you charge on the books of TVA per ton 
or it? 

Mr. Crapr. I do not have that figure here, but we can get it. 

(The information requested is as follows :) 


Cost oF Raw PHOSPHATE 


TVA charges its fertilizer and munitions development program with raw 
phosphate used. The charge is the delivered cost at the chemical processing 
facilities. The estimated cost of raw phosphate in fiscal year 1955 is $7.32 
per short dry ton. 
wei Tuomas. Do you sell the raw product to anybody outside of 

Mr. Crarr. We do not sell any phosphate rock. It all goes into our 
operation. 

Mr. Tomas. Are you sure you are charging in that $20 million 
figure a certain cost for the rock phosphate ? 

Mr. Crarr. Yes. We arrived at it by the cost of the mining rights, 
the cost of mining and treating the rock, the cost of shipping it, and 
all the costs that go into it until it goes in the electric furnace at 
Muscle Shoals, and that is reflected in the cost of our finished product. 

Mr. Anprews. Does the income from your real estate include the 
money you get for your phosphate rock ? 

Mr. Crarr. No. 

Mr. Anprews. Where is the income from the phosphate rock shown ? 

Mr. Crave. That would be reflected in the fertilizer operation. We 
price it into the fertilizer chemical plants as a raw material cost, and 
then add to that the cost of processing, and that is the way we get 
the total figure of $20,669,000 for total expenses on our chemical op- 
eration. That is then balanced as against the total income of $2¥,- 
204,000, which gives us the $1.5 million net Mr. Thomas was re- 
ferring to. 


2455 
NUMBER OF STEAM UNITS UNDER CONSTRUCTION 


Mr. ANprews. How many steam units do you have under 
construction ? 

Mr. Crarr. We have 26 under construction at the present time if 
you count the four we expect to have on the line during the balance of 
this fiscal year. To put it another way, the 1955 budget covers con- 
struction work in progress for some 22 steam-plant units. 

Mr. Anprews. Are all those units under construction at this time? 

Mr. Yes. 

Mr. Anvrews. At 16 stations, I believe you said? 

Mr. Cuarr. At six stations. Then there are 4 hydro units that will 
be under way in 1955 in 4 dams already built. 

Mr. Anprews. Are they under construction at this time? 

Mr. Crarr. The hydro units are, sir. 

Mr. Anprews. How many steam units do you now have in service? 
Was it 14? 

Mr. Cuarr. We can get that figure for you. 

Mr. Kamremeter. In the plants that have recently been built, and 
not including any of the older ones, 14 would be right. 

Mr. Anprews. How many do you have at the present time? 

Mr. Breer. Fourteen in the newest plants. 

Mr. Anprews. You say there are four hydro units under construc- 
tion at this time? 

Mr. Cuarr. Yes; in dams already built. 

Mr. Anprews. Is there any request of this budget for new money 
for new construction of steam units? 

Mr. Cuarr. No, there is not. 

Mr. Anprews. Is there any new money for the construction of new 
hydro units? 

Mr. Crarr. No. 

Mr. Anprews. Was any request made by TVA for such funds from 
the Bureau of the Budget? 

Mr. Cuarp. We requested funds, Mr. Andrews. 


AMOUNT OF MONEY REQUESTED FROM THE BUREAU OF THE BUDGET TO START 
CONSTRUCTION ON NEW STEAM UNITS 


Mr. Anprews. You havea request for 22 steam units under construc- 
tion. How many units did you ask the Bureau of the Budget to start 
new construction on? 

Mr. Crapr. Our request of the budget for 1955 included the continu- 
ation of work on the 22 units—— 

Mr. Anprews. For which there is money in the budget ? 

Mr. Cuapr. That is correct. And in addition we asked funds to 
begin work on the Fulton steam plant, with 2 units. We asked for 
funds to add 4 more units to the new Johnsonville steam plant, and 
to add 1 unit to the Gallatin steam plant and 1 to the John Sevier plant, 
making 8 new units all told. 

Mr. Anprews. What would be the total cost of those eight units? 

Mr. Ciarr. The total cost to complete those eight units would-be 
$227 million. 

Mr. Anprews. What did you ask for as a starter? 

Mr. Ciarp. We asked for $85 million to start those eight units. 
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Mr. Anprews. Could you start those eight units with $85 million? 
Mr. Crapr. Yes; we could. 
Mr. Anprews. How long would it take to complete those eight units? 
Mr. Ciapr. They would be completed in 1957. 
Mr. Anprews. Is that the year that you anticipate the big load 
demand ? 
PROJECTED POWER DEMAND IN 1957 


Mr. Crapp. That is right. The 1955 budget that is before you 
projects the load requirements 3 years ahead, that being the length of 
time generally required to build new capacity, and this request that 
we made for these 8 new steam units would be to meet the addi- 
tional power load we expect to take place between now and 1957 over 
and above the loads to be met by the 22 units under construction. 

Mr. Anprews. What do you expect your capacity to be at the end 
of 1957? 

Mr. Criarp. Under the 1955 budget, which allows no new steam 
units, we will have a system capable of supplying about 9.5 million 
kilowatts. 

Mr. Anprews. 9,483,000, as shown on page 8 of the justifications: 
is that right ? 

Mr. Crarp. That is right. 

Mr. Anprews. What do you estimate your demand in kilowatt- 
hours will be in 1957? 

Mr. Crapr. We estimate that the demand at the end of the 1957 
calendar year will be 9.5 million kilowatts. 

Mr. Anprews. In arriving at that estimate, did you take into con- 
sideration any added demand from the Atomie Energy Commission 
or any other Government agency ? 

Mr. Crarp. No. We did not. We were told not to by the Bureau 
of the Budget. We were told to project our estimate of demand for 
power on the assumptions that there would be no new Federal defense 
loads, no increase in present Federal loads, and also that we would get 
relief to the extent of at least 500,000 kilowatts from the Atomic 
Energy Commission to which we are now committed. 

Mr. Anprews. In making your request to the Bureau of the Budget 
for eight new units, you did not ask for a unit at the Fulton site, did 
you? 

" Mr. Charr. Yes, sir: I think I mentioned that. We requested two 
units at Fulton. 

Mr. Anprews. I misundstood you. 

Mr. Cuiarr. The total amount of new power capacity that those 
8 units would add is 1,395,000 kilowatts. 


TVA POWER CONSUMPTION OF THE ATOMIC ENERGY COMMISSION 


Mr. Anprews. I believe you stated this morning that at the present 
time the Atomic Energy Commission is taking 35 percent of the total 
output of TVA power? 

r. Ciapp. Yes. 

Mr. Anprews. You expect that to increase to 50 percent of your 
total power in fiscal year 1955 or the fall of calendar 1954? 

Mr. Crapp. That is right, sir. 
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TRANSMISSION FACILITIES 


Mr. Anprews. How much were you allowed in this budget for 
transmission facilities? 

Mr. Crarr. This new appropriation request includes an estimate 
of $12 million from appropriated funds and we have budgeted from 
corporate funds $25 million. 

Mr. Anprews. Making a total of $37 million? 

Mr. Crapp. That is right. 

Mr. Anprews. Is that the the amount you asked of the Bureau of 
the Budget for transmission facilities? 

Mr. Ciapp. We asked for a little more than that. 

Mr. Anprews. How much, Mr. Clapp? 

Mr. Crapp. We asked for $13,844,000 out of appropriated funds 
for transmission. 

Mr. Anprews. How much out of corporate funds? 

Mr. Wessenaver. My recollection is it was a little higher than $25 
million. 

Mr. Anprews. A little higher? 

Mr. Wessenaver. Yes. 

Mr. Anprews. What is the picture with reference to your need for 
transmission facilities? 

Mr. Crarp. This program reflected here in the 1955 budget will 
meet our needs. 

Mr. Anprews. You mean the $37 million? 

Mr. Criarr. That is right. There is one complication in it, however, 
and that arises out of the uncertainty about what is going to happen 
about this AEC load of 500,000 kilowatts. 

Mr. Anprews. When will you get a definite answer about that? 

Mr. Crarp. It is our understanding it will be coming along soon 
enough so that if AEC does not get another source for that 500,000 
kilowatts there will be time to consider new starts for TVA so that 
we could begin to build this summer, assuming you gave us the money. 

Mr. Anprews. Where would that be used? At Paducah? 

Mr. Criarr. Yes, the power would be used at Paducah. 

Mr. Anprews. All at Paducah? 

Mr. Yes. 

Mr. Anprews. Where would you build the plant to take care of that 
load? 

Mr. Crarr. We are committed to supply that load now. The ques- 
tion that is being explored is whether TV A’s commitment to AEC can 
be reduced by 500,000 kilowatts, and that would require somebody 
else to build steam plants to supply the 500,000 kilowatts. 

Mr. Anprews. If you have to supply that power, you will have to 
have new plants? 

Mr. Cuapp. Yes. The Shawnee plant, which will consist of 10 
units, 4 complete and 6 under way, is the main source of AEC power 
at Paducah. If the half million kilowatts or more is not released 
there, we will need to build new capacity near our growing loads. 


POWER CONSTRUCTION 


Mr. Anprews. Your total request in this budget for power construc- 
tion is $132,796,000? 
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Mr. Cuarr. That is right. 

Mr. Anprews. What did you ask the budget for for that purpose? 

Mr. Crarr. To the $132,796,000 one would add $85 million for the 
new steam capacity and $1,844,000 for transmission. 


WILSON DAM LOCK 


Mr. Anprews. How much is in this budget for the design work of 
the lock at Wilson Dam ? 

Mr. Criapr. $97,000 for the design of the new lock. 

Mr. Anprews. Was that the amount you asked the budget for? 

Mr. Crarr. We requested the Bureau of the Budget to include 
enough money for us to begin construction. 

Mr. Anprews. How much did you ask for to begin construction / 

Mr. Ciarr. We asked for $3,782,000 to begin construction of the 
new lock. 

Mr. Anprews. I believe you testified the total cost of that new lock 
would be around $35 million ? 

Mr. Craver. That is correct. 

Mr. Anprews. If you were granted $3,782,000 to start construction, 
would that take you to the next fiscal year? 

Mr. Crapp. It would take us through 1955 for a good beginning on 
that project. 


WHEELER LOCK 


Mr. Anprews. I notice in this budget $234,000 is for work to be 
done at Wheeler lock, to raise and extend that lock. 


Ciarp. $134,000, Mr. Andrews, is the figure for the Wheeler 
ock, 


Mr. Anprews. $134,000? 

Mr. Crarr. Yes. 

Mr. Anprews. Is that enough to complete this job? 
Mr. Crarr. Yes. 

Mr. Anprews. Is that what you asked the budget for? 
Mr. Burr. As I recall it, yes, sir. 


RESOURCE DEVELOPMENT PROGRAM 


Mr. Anprews. What about your resource development program ? 
How much did you request the budget for? I notice you have 
$600,000 appropriated funds and $600,000 corporate funds, a total of 
$1,200,000; is that right ? 

Mr. Cxapr. That is right. 

Mr. Anprews. What did you request the budget for? 

Mr. Crarr. The budget allowed very close to what we asked for 
in total, though we had suggested that it be on an appropriated fund 
basis as it used to be instead of dividing it between corporate and ap- 
propriated funds. 

r. ANprEws. How much was allowed for that program last year? 

Mr. Crarr. Last year, about $1,350,000. You recall that the pro- 
gram was eliminated completely in the House and was restored as be- 
tween the House and Senate in conference. The amount we are 
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projecting in 1955 is about the same as in the current year. It isa 
minimum program and I should add this: In this resource develop- 
ment work where we have arrangements with the States in fields of 
agricultural development, forestry, and the like, where they commit 
some of their funds and we commit some of ours to these joint ob- 
jectives, if our end of the program gets much smaller than it is now, 
I think it would raise serious question as to whether it is worth while 
for us to try to carry on. You reach a point on these programs where 
if a participating partner cannot put in enough to satisfy his interest 
in the achievement of these objectives, there is not much point in 
continuing the partnership; and that is why we urge most strongly 
and as eloquently as we can that this effort to get the States to take 
more responsibility in these fields is succeeding and has been grow- 
ing over the years, but if it suddenly stops short, much of the progress 
that has been achieved in these fields will be lost. 

Mr. Anprews. What States are participating in this program? 

Mr. Criapp. Tennessee, Alabama, Mississippi, Kentucky, Georgia, 
North Carolina, and in the agricultural field and forestry field, south- 
west Virginia, to a considerable extent. 

Mr. Anprews. How much are these 7 States spending in this pro- 
gram? 

Mr. Carr. In their total budgets the 7 valley States, carrying on 
programs that run ahead of TVA, are putting about $45 million into 
resource development activities. I want to be very clear about the 
scope of their work. That $45 million covers all of the money that 
these States are putting in from their own resources, through their 
State forest services, their agricultural programs, their agricultural 
extension, and the like. That figure does not relate specifically to the 
——— programs that the TVA is jointly carrying on with them, 

ut our programs carried on with the States fit into the larger pro- 
gram of the States. If we have to pull out of it, the pioneer work 
that comes in these projects that we work out with them will be lost. 


SAVINGS ON CONSTRUCTION PROJECTS 


Mr. Anprews. You say that last year you had a $7 million savin 
on construction projects. You explained that was due to severa 
reasons, this morning. 

Mr. Criarr. That is right, and I should make it clear, as I tried to 
this morning, that these savings have been accruing through the course 
of constructing those dams and steam plants. When we close the 
books on a construction project we are able to total the actual cost 
and relate it to the estimate. So the saving did not actually occur all 
in that one year, but it takes shape in that year. 

Mr. Anprews. There is no money in this budget for any new con- 
struction in 1955? 

Mr. Crarr. That is correct. 

Mr. Anprews. Was there any money in the 1954 budget for new 
construction ? 

Mr. Cuarr. Yes, there was money in the budget for this current year, 
as passed by Congress last summer, for an additional steam unit at 
the John Sevier plant and an additional unit at the Kingston plant. 
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COMPLETION OF UNITS UNDER CONSTRUCTION 


Mr. Anprews. When do you intend to complete the 22 steam plant 
units and the 4 hydroelectric units now under construction? 

Mr. Crapr. They will be completed by March 1956. They will not 
all be completed at one time. 

Mr. Anprews. When will the last one be finished ? 

Mr. March 1956. 

Mr. Anprews. At that time you foresee a demand for all the power 
that TVA can produce? 

Mr. Crarp. Yes. We foresee demands in 1956 and 1957 for more 
than we will be producing. 

Mr. Anprews. What will the situation be if construction of both 
steam units and hydroelectric units is stopped and the demand con- 
tinues to rise ? 

Mr. Carp. If the situation is allowed to develop that way, the 
plants already there that are expanding, and the prospective new 

lants will be on notice that they will be unable to get power in the 
Tennessee Valley, and the industrial development would begin to 
taper off, slow down, and stop. 

r. Anprews. As a matter of fact, there is only one source from 
which the people in that area can acquire power and that is the TVA, 
is it not? 

Mr. Criapr. That is right. 


PROPOSALS BY PRIVATE UTILITIES TO DUPLICATE TITE PROPOSED 
FULTON PLANT 


Mr. Puusatrs. May I take an exception to that? Has iv not been 
testified on the record that a power company over the river would be 
glad to move into the Memphis area and so forth ? 

Mr. Anprews. I think shes was some discussion of that last year, 
but there are so many ifs, ands, and buts in it. 

Mr. Crapp. We have heard a lot of talk from our utility neigh- 
bors, particularly the one across the river in Arkansas, that they would 
be glad to supply Memphis or other cities around the edge of Ten- 
nessee that we serve, but I think, if I read that testimony correctly 
last year as they testified before the Senate committee and possibly 
before this committee, if they are going to take on such loads they 
want the plant to be underwritten by a long term contract for that 
particular plan. That would mean the TVA would have to under- 
write it at a cost greater than we could build it ourselves, and that 
does not make much sense to me. 

Mr. Jonas. You formed that conclusion from their testimony be- 
fore the Senate committee? 

Mr. Crarr. That is right. 

Mr. Jonas. Did they not send you a letter last June offering in 
writing to build that plant? 

Mr. Carr. The Mississippi Power and Light Co. sent us a letter. 

Mr. Jonas. You did not have to get that information from the 
pmcpieret f They wrote you a letter and made a specific offer; did 
they not 
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Mr. Crarr. They did not make a specific offer in that letter. The 
testimony was more specific than the letter, and I was referring to 
the testimony because it was more specific. 

Mr. Jonas. You have not had any communications from them since 
then ? 

Mr. Cuarp. We have heard from them since but we do not have a 
firm power offer from them. 

Mr. Jonas. Did you not have a letter from them last fall offering 
to duplicate the proposed Fulton plant ? 

Mr. Ciarr. From whom 

Mr. Jonas. From a power company. 

Mr. Ciapr. I do not think we received a letter offering to duplicate 
the proposed Fulton plant. 

Mr. Jonas. Did you receive an offer from any power company to 
build the same type of plant you propose at Fulton? 

Mr. Crave. We do not have any such commitment from any of them. 

Mr. Jonas. Do you have an offer? 

Mr. Crarp. We have had correspondence with them. What do you 
mean by an offer? 

Mr. Jonas. An offer to build a plant? 

Mr. Crarr. At a price? 

Mr. Yates. You mean to serve the Memphis area? 

Mr. Jonas. That is right, to provide the equivalent amount of 
power that you would produce from the Fulton plant and to make it 
available to that area. 

Mr. Crarp. The Mississippi Power & Light Co., last June, or some- 
time last spring, filed a letter, but I would not call that an offer. 

Mr. Jonas. Have they not submitted a definite offer to build facili- 
ties that would duplicate the proposed plant at Fulton? 

Mr. Crarr. We have had further correspondence from one of the 
companies over in that direction. Whether you would call it an offer 
with a definite price, that would be subject to some debate. 

Mr. Jonas. Would you think it would be proper to ask them to file 
copies of that correspondence, Mr. Chairman? 

r. Yates. Would it not be better to bring somebody in from the 
Mississippi Power & Light Co.? 
Mr. Ciarr. We would be glad to file the correspondence. 
(The correspondence referred to is as follows :) 
MISSISSIPPI Power & LicHT Co., 
Jackson, Miss., October 15, 1958. 
Mr. G. O. WESSENAUER, 
Manager of Power, 
Tennessee Valley Authority, 
Chattanooga, Tenn. 


Dear Wes: In our discussion in your office on June 15 and your letter of the 
following day, you requested us to make more definitive and specific our offer to 
supply TVA with a block of power on a long-term basis. 

You will recall that our previous reasons for not being more specific stemmed 
from an absence of data with respect to the quantities of power you require, 
points of delivery, load characteristics, the period for which you would be willing 
to contract, etc. We have also been conscious of the disadvantages to which we 
are put because of (1) the necessity that we pay local, State, and Federal taxes 
at the going rate, and which requires about 36 percent of the capacity charge in 
our subjoined offer; and (2) because we must pay the investing publie for the 
use of its money, which payments require about 38 percent of the capacity charge 
in our offer. 
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We have, however, given the problem the further necessary study, and have 
presumed, as lately reported in the press, that you still require the equivalent of 
the previously requested Fulton installation. Accordingly, we propose to supply 
you with an amount of capacity equal to that you proposed at Fulton. We, 
therefore, hereby offer to construct near Memphis a station of not less than 

50,000-kilowatt capacity, and deliver to you at the Tennessee State line from 
this station the available capacity not exceeding 450,000 kilowatts, with interim 
deliveries from our other sources, under the following specific terms : 


Capacity to be supplied 
The available capacity of the plant, not exceeding 450,000 kilowatts of 3-phase, 
60-cycle, alternating-current electric power from 2 generating units. Details of 


scheduling to be agreed upon. TVA also to have control of scheduling of 
overhauls. 


Delivery point 

At the Tennessee State line near Memphis, definite points to be agreed upon. 
Delivery voltage 

One hundred and fifty-four kilovolts unless other voltage is agreed upon. 
Delivery date 


If you elect a timely acceptance of this proposal, we can deliver 100,000 kilo- 
watts beginning January 1, 1954, another 125,000 kilowatts upon the reinforce- 
ment of certain transmission facilities, approximately 18 months after your 
election, and the balance as quickly as the new station can be reasonably be 
completed. 


Price 

The sum of capacity and energy charges, upon the completion of the station, 
will be as follows: 

Capacity charge.—$14,298,000 per year, payable one-twelfth monthly. Until 
the completion of the proposed station thé capacity charge for partial deliveries 
shall be prorated. 

Energy charge.—1.94 mills per kilowatt-hour delivered to the point or points 
of delivery, subject to increase or decrease at the rate of one-tenth mill for each 
increase or decrease of 1 cent in the average cost of coal received during the 
preceding 6-month period at the station to be built is greater or less than 20 cents 
per million British thermal units; provided, however, that until said new sta- 
tion near Memphis is in operation, any energy delivered shall be considered to 
have been furnished from the company’s Delta steam-electric generating station 


and the cost of fuel above or below the base price, as experienced at said Delta 
station, will govern. 


Term of contract 


Twenty years at full-contract capacity with provisions for termination there- 
after by TVA by reduction of contract capacity at the rate of not more than 
50,000 kilowatts in any 1 year, provided notice of any desired reduction is 
given 8 years in advance. All obligation of both parties shall terminate not 
later than the end of the 40th year. 


Other conditions 


Rate is subject to regulation by Federal Power Commission or other govern- 
mental regulatory agency having jurisdiction. 

This offer is made subject to force majeure and acceptance within 6 months of 
this date. 

The foregoing price include compensation for the use of capital at 6 percent 
per annum. It also provides for taxes at existing rates based upon a capital 
structure which conforms to standards normally required by the Securities and 
Exchange Commission and other regulatory authorities. This proposal and 
the provisions of any resulting contract are, of course, subject to regulation by 
the Federal Power Commission or other regulatory authorities having 
jurisdiction. 

We are ready to further pursue this matter at your convenience. 

Kindest personal regards. 

Very truly yours, 


R. B. Wrirson. 
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Mr. Puttures. The testimony today was that unless the Atomic 
Energy Commission should be able to acquire 500,000 kilowatts and 
so relieve TVA from having to furnish that additional amount, that 
the power would not be available unless the Fulton steam plant were 
built. I think if one of the private utilities has offered to build a 

lant near Memphis which would supply the amount of power it would 
e possible to produce at Fulton, that information ought to be of in- 
terest to the committee. 

Mr. Yates. I agree. Would it not be better, however, to bring 
somebody in from the Mississippi Power & Light Co. to testify ? 

Mr. Anprews. Was there not a witness from one of the power com- 
panies before this committee last year ? 

Mr. Jonas. Yes; aman from Mississippi . 

Mr. Puitiires. He came as a representative, as I recall, speaking 
for the various private utilities. 

Mr. Ciapp. Mr. Jonas, I do not want to leave any ambiguous im- 
pression on the question of what the utility companies have laid out 
in letters. Sure, they have made clear that they would build plants. 
They so testified and they have written us letters. But the point about 
the whole business is that whenever they get close to anything that 
you might say looks like an offer, the cost of the proposition is so 
outlandish compared to what we could build it for, we do not consider 
it worthwhile. 

Mr. Puituiirs. What difference does it make to you if they put up 
the money ? 

Mr. Ciapp. Because we have to pay for it in the rates. 

Mr. Jonas. My recollection is that last year they offered to let the 
Federal Power Commission fix the rates. Was that offer made in 
this correspondence ? 

Mr. Crapp. I do not recall. That still would not modify the state- 
ment I just made. When you compare the cost of power from the 
TVA system in a plant built and integrated into our system with the 
cost of power coming from a neighboring utility, we can do a job 
that will put that power into our system for much less money. 

Mr. Jonas. One reason you can do that, is that we provide the 
money without interest whereas private utilities have to pay interest 
and pay income taxes ? 

Mr. Cxapp. I do not think it is quite that simple. Every dime that 
goes into these TVA power plants earns a rate of return that is much 
more than the cost of interest. 

Mr. Jonas. But we do not get it. It is reinvested. 

Mr. Crarr. You get part of it paid into the general funds of the 
Treasury. 


REPAYMENT OF INVESTMENT IN POWER PROGRAM TO FEDERAL TREASURY 


Mr. Jonas. But all the Treasury gets is the capital return unless 
TVA is liquidated. My point is that the one-fortieth paid back per 
year simply liquidates the capital that the Government gave TVA, 
and does not include any interest. 

Mr. Ciapp. That is correct, and the Government still owns the 


property with the money it has put in it and that has been paid back 
to it. 
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Mr. Jonas. It has given TVA more than $1 billion to operate. You 
do not contend the Government has received any interest return or 
ever - receive any interest return? The most it will receive is the 
capital. 

fr. Ciarr. It will receive an amount equal to the capital and in 
addition at the end of 40 years it will still have the plant and the 
lant will still be earning money. Another point that is being over- 
ooked is that these moneys from earnings that are reinvested, as you 
say, and much of it is, could be paid into the Federal Treasury as cash 
and our appropriations increased so that the amount of total invest- 
ment in the plant from appropriations would be greater. But when 
TVA invests earnings in new plants it, in effect, repays for them at 
once, instead of over a 40 year period. 

Mr. Jonas. Is this not equally true, that if you had to pay for the 
money you received for capital investment, that is, if you had to pay 
interest on it, you would have to charge a higher rate for your power 
to take care of it? 

Mr. Criapr. No, we would not. 

Mr. Jonas. You would have to get the money somewhere to pay 
for that. You do not take into consideration any interest in fixing 
rates, do you, because you do not pay it? 

Mr. Crarr. But we take into account a rate of return higher than the 
interest cost. I think you are overlooking a very important thing. 
We have been averaging between 4 and 5 percent as a rate of return 
on the average investment in these power facilities. Supposing you 
took 2 or even 214 percent as an interest cost to the Government, we 
would still have enough left to make our 40-year return, and the Goy- 
ernment would still have the property. The electric rates that pro- 
duce that rate of return would: not only retire the capital investment 
and pay interest, but would leave a little over. No utility company 
retires its capital debt that way. It refinances. So it is carrying in- 
terest but not amortizing capital. TVA is earning a rate of return 
that can do more for the owner than private utilities can do, leaving 
out the income tax question. 

Mr. Jonas. There is much confusion on this. TI hear the testimony 
of your people who run TVA and some of it sounds plausible. 

Mr. Yares. Does it sound plausible? 

Mr. Jonas. Yes. Then I read the bulletins, this recent one by the 
United States Chamber of Commerce, I read speeches by Mr. Moses, 
and I get information on the other side which indicates that you are 
not charging a fair rate for your power because you get your money 
free and do not pay any income tax and that accounts for the fact 
that all the people in the Tennessee Valley area, or the majority of 
them, are anxious for this program to be continued and to be expanded. 
I personally would like to see some independent agency explore the 
situation and come up with a statement which would clarify it and 
resolve some of the doubt that exists in the minds of people generally 
in the country. Would you be willing to help us get through a resolu- 
tion to authorize the Federal Power Commission to make a study and 
determine whether you are charging a fair rate based on all the things 
that ought to be considered ? 

Mr. Yarrs. Are TVA’s books audited by anybody ? 
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Mr. Ciapr. I was just going to say that this very study that you 
suggest, Mr. Jonas, has been made by the General Accounting Office. 

Mr. Jonas. I am talking about fixing a power rate. 

Mr. Ciapp. We would certainly object to having the Federal Power 
Commission fix our rates; yes. 

Mr. Jonas. Would you object to their making a statement of what 
the rates should be based on the same factors on which they authorize 
private utilities to charge? 

a Crapp. That is a different thing, because we are not a private 
utility. 

Mr. Jonas. That is the reason the private utilities say that this 
experiment is not a fair yardstick to determine what power should be 
sold for. 

Mr. Crarr. We do not collect taxes through the electric rate to pay 
a corporate income tax as such to the Federal Government. The 
private utilities do. 

Mr. Jonas. They pass that right on to the Federal Government. 
They do not realize an income from that, do they? They are just a 
collector. 

Mr. Cuapr. They are a collector but their rates figure it in. 

Mr. Jonas. I do not know, and the average person does not know, 
what is figured in. 

Mr. Yates. Are your reports made available to the Federal Power 
Commission ? 

Mr. Crapp. Yes. 

Mr. Yares. If Mr. Jonas made inquiry could the FPC tell Mr. 
Jonas if your rates are reasonable? 

Mr. Jonas. J wonder if the Federal Power Commission would do 
that on the request of an individual. 

Mr. Cuarr. They have the reports, Mr. Jonas. The Federal Power 
Commission receives from TVA every year a detailed financial report 
kept under accounting classifications which they prescribe for pri- 
vate utility operation, to make them strictly comparable, unit by unit 
of cost, with private utility operations. That is a very thick volume 
based on our books of accounts and that is in the hands of the Federal 
Power Commission. 

Mr. Jonas. What do they do with it? 

Mr. Crarr. I imagine they study it, and they make it available for 
others to study. 

Mr. Jonas. They do not make a report on it? 

Mr. Criarp. They make reports on the rate levels in cities all over 
the country. They draw forecasts of power needs all over the country. 
And in one instance they were asked by the Senate Public Works 
Committee, in 1947, to make a special study of allocations of cost to 
see if our allocations were reasonable, and they concluded that they 
were. 


BOOK VALUE OF TVA INVESTMENT 


Mr. Yates. What is the book value of the TVA investment? 

Mr. Crarp. As of June 30, 1953, the original cost of power plant in 
service was $924,500,000. 

Mr. Yates. What is your depreciation account? 

Mr. Crapp. $121 million. 
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Mr. Yates. Have you any idea as to what the replacement value of 
those properties would be? 

Mr. Cuarr. I would put it somewhere between 20 and 30 percent 
above original cost, at least. I would have to check with the engineers. 

Mr. Yares. Is the determination of rates for a private utility made 
on original cost and also replacement cost ? 

(The information requested follows :) 

The replacement cost new of the power properties in service as of June 30, 


1953, would exceed the original cost by some 40 percent. This is a necessarily 
rough estimate and made without benefit of complete cost estimates. 


Mr. Crapr. I understand that is right. 


REASONABLE RATE OF RETURN ON INVESTMENT 


Mr. Yares. What is a reasonable rate of return for a utility en- 
gaged in the furnishing of electric power? Is there any group of 
uti oe or a utility that can be compared to TVA in furnishing 

wer 
eM. Ciarr. No, there is no group of utilities or a utility that can 
be compared to TVA on the basis of the nature of its operation, for 
this reason: We are a wholesaler. These large Federal and industrial 
loads are the only ones that we serve directly, and one of the difficul- 
ties that Mr. Jonas remarked about in alluding to the confusion that 
exists in this picture is that when the United States Chamber of Com- 
merce puts out an analysis purporting to compare our financial setup 
with that of private utilities, they usually neglect to include in the 
TVA picture the distribution systems not owned by TVA selling the 
power at retail rates but which are a customary part of a private 
utility. I have not read this latest pamphlet put out by the Chamber 
of Commerce, but if it is like the old studies they put out, that is 
what they did. 

Mr. Jonas. I have it here but I have not had time to read all this 
material, either. 

Mr. Cuiapp. One difficulty with comparisons is this: In addition to 
the fact that we are wholesalers and in addition to the fact we are 
handling that end of the utility business which has the highest ratio 
of investment to revenues—and that has a tremendous bearing on the 
rate of return that we show 

Mr. Anprews. Retailing is more profitable than wholesaling? 

Mr. Crarr. That is right. Some of our distributors selling retail 
show a return of 8 or 10 or 12 percent, related to their average in- 
vestment in plant. 

Take Mr. Moses’ company in Arkansas. His operations include all 
the retail business that he does. You cannot compare that with TVA 
alone because distribution is not handled by TVA so the comparison 
does not make sense. 

Mr. Yares. If a comparison is made should it be between the private 
utilities and the municipalities or rural cooperatives? Is that a bet- 
ter standard of comparison ? 

Mr. Curarp. That would be a better standard for comparison but 
the municipalities and rural cooperatives do not have generating sys- 
tems. If you were to combine the financial showing of the retail end 
of the business with the TVA generating and transmission end of the 
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business and take their combined rate of return, I think it would be 
possible to compare more fairly the adequacy of those earnings under 
the rates established. 

Mr. Yates. You mean to the ultimate consumer? 


DETERMINATION OF RATES SET BY LAW 


Mr. Ciarr. Yes; to compare the adequacy of those earnings to do 
all that a private utility does, even though we do not pay a Federal 
income tax, and even though the municipalities and rural cooperatives 
do not pay a Federal income tax. 

In such a comparison there are some important differences to notice. 
One is that the TVA was told by law to establish rates for resale by 
agreement with the distributors of TVA electricity in such a way as 
to get the widest distribution of electricity at the lowest possible cost. 

Mr. Yarrs. That is in the law? 

Mr. Craprr. That is in the law. We were also told to give prefer- 
ence to States, counties, municipalities, and organizations of citizens 
not organized for profit. 

Mr. Yates. This is in the law too? 

Mr. Crapp. That is also in the TVA law. Consequently, we even 
now are entitled to some criticism, I think, by virtue of the fact that 
the power system owned by the Government does more than break 
even. It earns a rate of return between 4 and 5 percent. 

Mr. Yates. Are you saying that you are overcharging your cus- 
tomers on the basis of the mandate set out in the law? 

Mr. Crappr. I think that a good case could be made that our whole- 
sale rates are too high under the objectives set up in the law. The law 
told us to operate these facilities in such a way as to make them self- 
liquidating insofar as practicable. We have done more than that. 
We are not only making them self-liquidating, because we are getting 
enough in our wholesale rate to pay back every dime of appropriated 
money that goes into it, but we have something left over. You can 
figure some as interest, but even so we would have some left over. 
That is what Mr. Wessenauer was saying in the article that Mr. 
Jonas read. 


COMPARISON OF TVA OPERATIONS WITIT PRIVATE UTILITIES 


If you take the amount of money collected in TVA rates to the 
ultimate consumer, deduct all the costs of distributing that elee- 
tricity—that means the cost on the investment of the municipalities 
and rural electric systems, the cost of power as it is generated and 
transmitted by the TVA to them, the payments made in lieu of taxes 
by TVA and the municipalities and cooperatives, depreciation—and 
thon count the remainder that is available to the Federal Govern- 
ment—without putting labels on it; these are earnings—after all these 
charges and costs have been met, including allowance for the cost of 
money, about 13 percent of the gross revenues from the whole busi- 
ness, from the electric consumer who supplied that money in return 
for the power he used, is left to help pay the general costs of the 
Federal Government. ; 

Mr. Yares, Is this a standard of comparison with private operation ? 

Mr. Crarr. I think so, even including the income tax. 

41872—54—pt. 328 
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Mr. Yarrs. How would that 13 percent, then, compare with private 
operation ¢ 

Mr. Ciarr. About the same. 

Mr, Protirs. Would not a private utility be compelled to increase 
its own surplus, or provide the money to finance its background, 
which TVA does not have to do because the Government always 
picks up the TVA check ? 

Mr. Yates. To cover what expenses? 

Mr. Puiturs, Operating expenses, if there were any, as well as 
construction expenses. 

My point is I do not believe a private utility would be able to reduce 
its rates as Mr. Clapp would like to reduce TVA rates, because a 
private utility would have to accumulate for itself a financial surplus 
to provide for construction operations, or for some possible deficit. 

Mr. Cuapr. The private utility companies need capital additions, 
too, as you recognize and they do not finance them out of earnings. 
They finance them by issuing new bonds or selling new stock. 

Mr. Correct. 

Mr. Ciarr. They have to mobilize money for capital additions far 
beyond what their earnings will supply. That is a characteristic of 
the utility business. 

Mr. Puiturrs. Those are major additions; but they do not make all 
of their minor additions and construction work out of bonds. 

Mr. Carr. Well, we do not, either. I mean we do not depend 
entirely upon appropriations for those. This figure that was cited 
here a moment ago about the total investment in power facilities is 
not all appropriated money. About 16 to 20 percent of that has come 
from earnings. 

Mr. Yates. Maybe the comparison you gave figured within it the 
cost of obtaining money by the utilities, as well. 

Do you understand my question ? 

Mr. Crarr. I think I understand your question. The figure I gave 
you of an ultimate 13 percent of gross revenues coming into the hands 
of the Federal Government from consumers of power is after allowing 
for the cost of money to the Government. 


PERCENTAGE OF TOTAL CILARGES ALLOCATED TO POWER 


Mr. Jonas. But it is not a fair basis of comparison when about one- 
third of your entire investment is not even charged to power at all. 
A private utility cannot charge anything for navigation or flood 
control. 

Mr. Ciarr. Because they do not build them for that purpose. 

Mr. Jonas. But you get the advantage of it in your power arrange- 
ment, because the dam is already there, and you only charge—what 
is it; 80 percent for power? 

Mr. Crapr. May I explain that very carefully ? 

Mr. Jonas. You may, if you will answer my question first. What 
do you allocate to power now—40 percent ? 

Mr. Cuare. Of the common costs, 42 percent to power, and the rest 
goes to flood control and navigation. Now that is just common costs, 
however. The powerhouse is a power investment. That is not allo- 
cated; that is all charged to power. The flood-control gates are 
charged to flood control, the locks to navigation. And what you have 
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left after you have stripped off all of the specific special-purpose 
facilities of the dam is a common cost which serves all three purposes, 
and that we allocate. 

Now I think one test of the fairness of our allocation is this: It 
would have cost anybody, private or public—anybody—more money 
to build a flood-control system on the Tennessee River than it cost to 
seed flood control as a part of the multipurpose system. And simi- 
arly for navigation—— 

Mr. Jonas. But that has nothing to do with it, Mr. Clapp. We are 
talking about comparing your rate with the rate that a private utility 
would have to charge to make some money, and the private utility 
would not be able to charge any part of the construction cost of a dam 
that you are talking about. I am not quarreling about the way you 
have allocated it; but I am saying you are getting the advantage of 
about half a billion dollars that does not enter into your calculation, 
and which would enter into the calculation of a private utility. 

Mr. Yares. Is it permissable that utilities which sell electricity 
charge a portion of thait sales activities to the cost of doing business ¢ 

Mr. Jonas. I think they ought to. I think if you are going to have 
a yardstick, it ought to be a fair one. 

Mr. Yates. But the point I am inquiring about is whether the costs 
that are allowed are connected only with the furnishing of power. 
They can sell accessories of electricity ; is that considered a part at least 
of the cost of doing business and figured in the allowable expenses in de- 
termining rates / 

Mr. Jonas. I do not think so. I think they have to do that with 
separate corporations and that does not go into the cost of power. 

Ir. Yares. 1 wonder. 

Mr. Jonas. A retail store selling appliances? 

Mr. Yates. The Commonwealth Edison Co. in Chicago sells ap- 
pliances. 

Mr. Jonas. So does Duke Power ; but it doesn’t go in the power base. 

Mr. Yates. I was under the impression that part of it did, at least. 
Perhaps I am wrong. 

Do you know the answer to that, Mr. Clapp? 

Mr, Crarr. I am afraid not. 

Mr. Wessenaver. I think the answer is that many private com- 
panies do some retailing of appliances, and that is just a part of their 
total company operations and is not separated. There are some com- 
panies that may separate it, however. 

Mr. Yares. At least with some of the companies the cost of doing 
business for the sales of appliances may be figured in the rate base and 
in the ultimate determination of the rates. 

Mr. Wessenaver. That would depend on whether the Commission 
included it, or not. 


COST OF PRODUCING AND MARKETING POWER 


Mr. Cuarr. One thing, Mr. Yates, if I may follow up a little bit on 
this question of comparisons and I think, Mr. Jonas, here is a fact of 
considerable importance in this question of low TVA rates—we have 
made some studies that show that the cost of producing and market- 
ing power in our system, including the cost of retailing through the 
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municipal and rural electric cooperatives, is 5.4 mills per kilowatt- 
hour. That is to the ultimate consumer right through the whole 
process from the point where the power is produced. Now that is 
stripped of all questions of taxes, interest, and these other things. 
This is straight cost, before interest and taxes. And then we have 
taken the data available from the Federal Power Commission reports 
to derive an average for private utilities, class A and B utilities, and 
we find that their cost of producing and marketing a kilowatt-hour 
of electricity is 10.1 mills. Now that is a difference of about 50 per- 
cent and that is stripping both the private and the TVA operation 
of all considerations of taxes and interest. 

Mr. Jonas. But you do not take into consideration this allocation 
question I am talking about, 

Mr. Crarr. I would like to comment on that again in a moment. 
The fact is that one of the reasons why TVA rates can make as good 
a financial showing as they do and a good rate of return for the whole- 
sale business, and why the municipal and cooperative distribution 
systems can make such a high rate of return, is that this is a modern 
and most efficient system. And that is one of the advantages that the 
TVA area enjoys. 

Now on this allocation question: As our system gets to be more and 
more steam, the percentage which common costs in the multiple-dam 
system bear to the total becomes so much smaller, you could throw in 
all of the allocation to flood control of the common investment, all 
of that investment allocated to navigation, charge every dime to 
power, and it would not affect the feasibility of our rates. 

Mr. Yates. You want to build some steam plants that will have an 
ultimate cost of something like $227 million; 1s that correct? 

Mr. Capp. That was the plan; yes. 


USE OF BONDS TO FINANCE CONSTRUCTION PROGRAM 


Mr. Yates. Why do not you float bonds for that purpose? I think 
one of the big objections that has been raised is the fact you come to 
Congress for appropriations instead of through outside financing. 
Why do not you float bonds for construction purposes ¢ 

Mr. Crarr. Well, that is a very interesting question and also a diffi- 
cult question. Forgetting about the processes by which that would 
get done for the moment, because we do not have any authority to 
issue bonds—— 

Mr. Yares. I thought your act contained authority. You have no 
authority in your act to issue bonds ? 

Mr. Ciarr. We have no authority in our act to issue bonds. We 
have had authorizations to issue bonds, but they were for specific pur- 
poses and those purposes have been satisfied. 

Mr. Yates. Suppose Congress gave you authority to issue bonds for 
the purpose of constructing your steamplants ? 

Mr. Crapr. Yes; I would be glad to comment on that. In the first 
place, it means we would be going into a higher cost money market 
in order to build plants to add to a system where one-half of its output 
goes to one Federal customer alone, the Atomic Energy Commission. 
Frankly, I do not see any sense in the Federal Government through 
TVA denying itself, the Federal Government, its capacity to mobilize 
capital at a lower rate of interest than would be available to it were it 
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to go in the open market and get it from a private moneylender in 
order to serve itself in its most important national defense plant. 

Mr. Yates. But, is not that approximately what the Government 
did in respect to the construction of the site on the Ohio for the Atomic 
Energy Commission? Did not a group of private electric companies 
band together and sell securities for construction purposes to supply 
power to the Atomic Energy Commission ? 

Mr. Crapp. Yes, they did, and the most of their capital, as I under- 
stand it, was raised through fixed-yield securities. 

Mr. Yares. Bearing what rate of return? 

Mr. CLarp. Somewhere between 3 and 4 per cent, and every bit of 
that is underwritten by the Government in the contract for power 
between the AEC and the OVEC organization. Similarly, Electric 
Energy, Inc., that is still building the Joppa plant to supply the 
Paducah load, got money from insurance companies at a rate of in- 
terest considerably higher than that available to the Government. 
The Government then turns around through the AEC contract and 
underwrites the whole plant, including the liquidation of the property 
and the Government will pay every dime put into that plant and 
won't own the property. 

Mr. Jonas. Let me make a comment on that point right there. It 
seems to me, Mr. Clapp, you ignore the fact that the Government of 
the United States is not in the business of selling power. We are 
in the position today of already owing almost $275 billion. Now 
if this were strictly a business proposition and we were a corporation 
here, it might well follow, that iiewion your plan the net result 
might be beneficial. But the Government has an interest in insurance 
companies and the people who lend money—it should have an interest 
in people who lend money—and the people who are in the business 
of enti money ought to be lending money to the TVA instead of 
throwing the burden on the American taxpayer. That is my position 
and, so far as I am concerned, as a taxpayer, I would rather my 
Government would pay a little more interestwise for the power it 
uses and let the TVA go out and borrow its own money, than to 
have TVA come back year after year for more new money out of 
the taxpayers’ pocket. We are not in that business. I do not like 
to contemplate my Government owning a power business 40 years 
hence; I would rather it would not be in that kind of business. I 
do not think it has any place in it. 

There might have been a time in the beginning when the Govern- 
ment should have gone into this thing to get it started, but I think 
TVA has come of age now. It is a billion and a half dollar corpora- 
tion and there ought to be enough brains somewhere to figure out 
a plan by which it can stand on its own feet from now on and run 
itself. You will never hear me say anything about liquidating TV A, 
if it wants to act like a grownup and try to finance itself. And I 
think it can finance itself. 

Mr. Crarp. I do not want to seem to be arguing with Mr. Jonas on 
his opinion about it, but I think this comment might be apropos. 
When the Government is in the atomic energy business and when it 
is in the aluminum business—— 

Mr. Puitures. Is it not getting out of both? 
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2 Mr. Crarp. I had not heard it was getting out of the atomic energy 
usiness. 

Mr. Puiuirs. Is not that the object of this attempt to produce 
industrial power, that eventually it would not have to carry the atomic 
energy program after the strategic need was satisfied ? 

Mr. Crarr. I was commenting only about the continuing strategic 
need for the atomic energy program. When so much of the taxpayer's 
money is going for national defense I, as a citizen, if I ean disassociate 
myself from TVA for a minute, would be very much interested in 
those arrangements which the Government had made for other reasons 
20 years ago in creating TV A and finds itself able to use now to lower 
the cost of its national defense program and thereby increase the 
amount of national defense that my taxpayer’s dollar will buy, by 
continuing the kind of arrangement we have here in TVA. 

Now when you think of the largest utility in the conntry—and that 
is what TVA is today, Mr. Jonas—supplying one-half of its energy 
to the biggest single customer in the country, which is the Atomic 
Energy Commission, and then sending it out to seek higher cost money 
to finance a program which will serve the Government, I, as a tax- 
payer, would be very much concerned about the increased cost to me 
of the atomic energy program. 

Mr. Puitires. Do you believe that would be true if you were a 
taxpayer in the West and not merely a taxpayer in Tennessee? 

= Crapp. Even if I were a taxpayer in Wisconsin, which I used 
to be. 

Mr. Jonas. Would not that position you are taking, carried to its 
logical conclusion, require the Government in its own interest to ac- 
quire the pings ean system of this country ? 

Mr. Crarr. No. 

Mr. Jonas. And the communication system. Look at the money 
we would save in telephone bills. You would be surprised at how 
many million dollars we appropriate right in this committee for long 
distance telephone calls. 

I think it is a question whether the Federal Government ought to be 
running the utility business of the United States, or whether we 
should not make some different arrangement to let it run itself. 

Mr. Yares. Do we not have to decide whether it is more desirable 
to appropriate money for the purpose of permitting you to expand, 
assuming such expansion is desirable, or whether it is more desirable 
for TVA to do it through the flotation of bonds? 

I take it for the purposes of my question, that your expansion 
program is necessary in order to permit operation of TVA at maxi- 
mum efficiency—to use a phrase that I did not coin. Which would 
be more desirable, assuming Congress gave you the authority to bor- 
row money ? 

Mr. Crarp. Yes; I have an opinion, Mr. Yates, and my opinion is 
that the Government ought to utilize the best way it has for mobilizing 
capital to continue the expansion of this TVA power supply and the 
best way it has is through its own credit. 

Mr. Yares. Would it not be through the Government’s credit any- 
way? 

Mr. Ciapr. Well, that runs into some very complicated questions. 
If we were authorized to issue bonds to be sold by the Treasury 
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Mr. Yates. Let me interrupt you there just to get you to amplify 
your answer, if you will. You said a few moments ago you had issued 
bonds for a specific purpose and when the purpose was accomplished 
the bonds were paid off. What was the purpose for which those bonds 
were floated, and how did it work out ? 

Mr. Cuiapr. The major bond authorization was for the purpose of 
carrying TVA’s part in the acquisition of the Commonwealth and 
Southern utility properties in 1939 and 1940. TVA bought the gen- 
erating and transmission parts of the system, and the municipalities 
and rural electric cooperatives raising their own capital bought the 
distribution systems. ‘That was an authorization for some $65 million 
worth of bonds, some held by the RFC and some held by the Treasury. 
And we have retired those, paid them off now, plus interest, down to 
a balance of about $29 million. 

Mr. Yates. How did it work out? 

Mr. Cuapp. It has worked out all right. 

Mr. Yares. That was for the acquisition of properties? Why 
could not you do the same thing for the acquisition of future proper- 
ties 

Mr. WesseNnaAver. One point that should be made there is that while 
the authority was for the TVA to issue bonds, the Treasury did not 
want TVA to go out on the market for the bonds; therefore it held 
the bonds and insisted on providing its own financing of the bonds. 


TVA NUCLEAR POWER STUDY 


Mr. Puituirs. I hold in my hands a publicity release by the Atomic 
Energy Commission, No. 511, which says the AEC approves the TVA 
nuclear power study. 

I will give this to the reporter and let him put the whole thing in. 

(The matter referred to is as follows :) 


AEC APPROVES TVA NUCLEAR POWER STUDY 


The Atomie Energy Commission has approved an agreement with the Tennessee 
Valley Authority whereby the TVA will make a study, similar to those under 
way by private industrial groups, of various economic and technical aspects of 
nuclear power production 

TVA, one of the Nation’s largest single power producers, will conduct a study 
aimed at reaching conclusions as to the immediate and long-range possibilities 
of commercial nuclear power. 

TVA presently supplies a major portion of power for AEC facilities at Oak 
Ridge, Tenn., and Paducah, Ky. 

All costs of the 1-year study will be borne by TVA. Reports and recommenda- 
tions will be submitted to the AEC. Title to inventions and discoveries and dis- 
position of reports made in the course of the study will be determined by the 
Commission. 

A limited number of TVA personnel who will participate in the study have 
been or will be given security clearances after full investigation. 


It says you are going to make a 1-year study of various economic 
and technical aspects of nuclear power production and you are going 
to pry the entire cost. ‘ 

lease tell me how much there is in the present budget for that 
purpose / 

Mr. Criarp. We would have to make a calculation of that, Mr. 
Phillips. 
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Mr. Putiiies. You mean you went into this without knowing how 
much it would cost you? 

Mr. Crarr. No; we did not go into it without knowing how much it 
would cost us. Actually with one-half of the fiscal year gone, the 
TVA expenses would be represented by the salary of. a few people 
at the most. 

Mr. Wessenauer may be able to answer that better than I. 

Mr. Putuies. Certainly your budget officer must have said to you, 
when he read this, “How much am I going to have to earmark in the 
budget” and have had some commitment. 

Mr. Wessenaver. The total amount which is budgeted in corpo- 
rate funds and not out of appropriated funds, is an expenditure for 
the year of the order of $60,000. 

Mr. Putiires. How long is it going to last ? 

Mr. Wessenaver. The initial relationship with the AEC covers 1 
year. 


AEC DETERMINATION OF PREVAILING WAGES 


Mr. Pururs. Last year I wrote you, Mr. Clapp, about your de- 
termination of prevailing wages. We had an inquiry from the local 
group of general contractors in your area and they asked us to find 
out how you were determining local wages. I called your attention 
to the fact that in the few instances with which I am familiar, local 
wages were determined with some interpretation of the word “local”; 
that is, what the wages might be in parts of your area, rather than in 
the entire area. I have here a four-page letter from you which, if 
you want, I will put in the record, if you think it will be of any 
importance to you; although I am inclined to disagree with your 
finding. But if you would like to have it in the record, I will put 
it In. 

Mr. Cuapr. That is entirely up to you. I am sorry it was so long, 
but it is a complicated subject and any major modification of our 
plan in that respect I am afraid would be exceedingly expensive. 

Mr. Putiuips. The only other question I want to ask about is this: 
In this letter you jump to the conclusion that my reference to my 
experience must necessarily have referred to something which you 
say here. Actually my reference referred to certain requirements in 
agriculture; but in this case this is the first time I have ever seen an 
area as large as your area made an entire area for the determination 
of wages. 

Mr. Crarp. For our own work. 

Mr. Prous. Correct. The basis for your argument is on the 

rounds of expediency, rather than to ee because the num- 
Gee of people you are going to hire that will go all around is limited; 
but you have a lot of people who work in that area who will compete 
with the current wages. 

Mr. Crarr. The most of them are mobile; the most of them move 
around a great deal. 

CASH POSITION OF TVA 


Mr. Jonas. Now please return, Mr. Clapp, in your thinking to the 
questions I was trying to ask ie 3 after we came back from lunch, 
regarding the cash position of TVA. I do not have the figures in 
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my notes and I would like to begin at the beginning to be sure we 
have them in the record correctly stated. 

We were talking in terms of $309,822,000 cash position as of June 30, 
1954. 

Mr. Wessenauer. Yes, sir. 

Mr. Jonas. Now to that we would have to add, to get your current 
position as of that time, $18,625,081. 

Mr. Wessenaver. You are referring to current receivables? 

Mr. Jonas. That is current receipts, or adjusted to the difference 
in the year-end position. 

Mr. WessENAUER. Yes. 

Mr. Jonas. And we have to add to it $22,422,714, the vaiue of in- 
ventories, in order to get the comparable position between current 
assets and current liabilities. 

Mr. Wessenaver. Not all of the inventories are current. 

Mr. Jonas. We wound up early this afternoon having you down to 
$21 million in cash. I am pointing that to what would have to be 
added whatever the current receivables were, plus your inventory. 

Mr. WessenaAver. I am not sure, Mr. Jonas, what you are getting 
at: but we certainly—— 

Mr. Jonas. Lam trying to get the record not to show you will merely 
have $21 million in cash next June; but, instead of that, to show you 
ought to have $50 million or $60 million. 

Mr. Wessenaver. We will have $21 million in cash—uncommitted 
cash—and have $20 million of receivables, which is about the way it 
runs every month. Now the inventory is in eengenny and is not 
liquid. It represents coal in the stockpiles and stocks of spare equip- 
ment, parts and supplies. 

Mr. Jonas. It is a current asset, is it not? When you add to the 
current liabilities the bills you owe for some of those various inven- 
tories, vou had to put the inventory value on the other side. 

Mr. Wessenaver. We will have a sizeable inventory ; that is correct. 
And we need to have. 

Mr. Jonas. Had you concluded your reply to Mr. Phillips? 


TVA DETERMINATION OF PREVAILING WAGES 


Mr. Crarr. Yes. You were saying when you wound up, Mr. 
Phillips, you assumed that most of those people were working in a 
fixed location all of the time. 

Mr. Putiures. Yes. Are they not? 

Mr. Crarr. Actually the men on a project are drawn from several 
areas, 

Mr. Priturrs. I can see the reason for putting those men on a uni- 
form scale; otherwise you would have to change them if they worked 
in different parts of the area. But certainly you must have a number 
of people working more or less in a fixed job and they work in competi- 
tion with a fixed scale. This is the first time I have seen the term 
“local” as you apply the term local to them. 

Mr. Crapr. Let me cite a specific example, which may make it clear. 
We are building the Kingston steam plant. That plant is not at 
Kingston, although it is near Kingston. It is near Rockwood; it is 50 
miles from Knoxville; it is 60 or 70 miles from Chattanooga; it is not 
far from Oak Ridge, and half a dozen other towns that I could mention. 
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Now if we were going to talk about a specific local scale for the 
Kingston steam plant which is being built by skilled, semiskilled, and 
unskilled coastruction labor drawn from the whole area for miles 
around, would it be Chattanooga, Knoxville; would it be Kingston; 
would it be Rockwood, Spring City, or what? So, even on the basis 
of a specific construction project—— 

Mr. Prius. How many cases would you have like that; to what 
percentage of your employees would that apply ? 

Mr. Ciare. It would apply to a very large percentage of our con- 
struction forces. 

Mr. Pumuies. Let us eliminate all of them; you still must have 
people in your employ who live, work, and are located in competition 
with lower wages than you pay. How many would be in that category ; 
what percentage ? 

Mr. Crarp. It would be a very small percentage of those who re- 
ceive hourly rates of pay. 

Another thing I would like to make clear is that even in some of those 
cases they will be working for TVA at rates lower than what the local 
people get. For example, in the city of Knoxville, the rate for un- 
skilled labor, by agreement between the Associated Contractors, the 
local contractors and the men in the common labor union is higher than 
the rate we pay for common labor. In other cities it will be lower than 
the rate we pay, because we fix ours on the basis of rates drawn from 
all over the region and then work out a negotiated result that applies 
to all of our work wherever it occurs. So that there will be variations 
below and above when applied locally. 


BREAKDOWN OF MAN-YEARS BY ORGANIZATIONS 


Mr. Jonas. In the breakdown of man-years by organizations which 
has been inserted in the record on page 2415 there is an increase shown 
in this table from 20,244 man-years in 1953 to 22,782 in 1955. But that 
is a reduction from the current year of about 2,000. 

Mr. Outver. That is right. 


PERCENTAGE OF POWER USED FOR HOME HEATING 


Mr. Jonas. Do you have an approximation of the number of kilo- 
bier. or the percentage of the amount of power that goes to home 
eating ? 
Mr. a I will try to work that up over the weekend, and 
I will put it in the record. 
(The information referred to appears on p. 2452.) 


PERSONAL SERVICES 


Fripay, Fesrvary 5, 1954. 
Mr. Jonas. In the 01 schedule, “Personal services,” you are ask- 
ing for 22,782 positions? 
r. Outver. That is correct, sir. 
Mr. Jonas. That is in contrast with 24,293 in fiscal year 1954? 
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Mr. Ottver. That is correct. The figures are expressed in terms 
of man-year equivalents. 


TRADES AND LABOR POSITIONS 


Mr. Jonas. In some of these personal services items you have in- 
creases and some decreases. You are increasing, for example, trades 
and labor by about 500 people. 

Mr. Oxtver. That is correct, sir, and that is primarily due to con- 
struction on the power facilities which are coming into service and 
which will be coming into service in 1955. 


PERMANENT POSITIONS 


Mr. Jonas. In total permanent positions, speaking in terms of 
man-years, you have 13,078, and that is an increase over 12,639 for 
last year. 

Mr. Oxtver. Yes. That increase, Mr. Jonas, is primarily for oper- 
ation of the new steam units that are coming in. 

Mr. Jonas. As you bring additional units into operation, you have 
to increase your permanent staff of employees at the plant‘ 

Mr. Ottver. At the steam plants, yes, sir. 

Mr. Jonas. Does that account for all this increase? 

I see you have a slight decrease in salaried positions but an increase 
in trades and labor. 

Mr. Wessenaver. All of the plant employees except the top super- 
visors are included in the annual trades and labor group. In the 
trades and labor group you will notice the 5,420 for fiscal year 1954 is 
increased to 6,006. That comes about through providing the men nec- 
essary to run these new plants as they are completed, and are turned 
over from construction to operation. 


TEMPORARY EMPLOYMENT 


Mr. Jonas. What sort of employment do you have on a temporary 
basis? I see you have nearly 10,000 people listed as temporary. 

Mr. Ottver. Those are people employed on an hourly basis, largely 
construction workers. 

Mr. Jonas. Do you include all of the labor for construction that 
you pay on an hourly basis in this figure ? 

Mr. Ountver. That is correct. You will notice there are some trades 
and labor people working on an annual basis. Those are largely 
maintenance people and operating people. 

Mr. Jonas. You have total manpower divided into divisions and 
offices in the organization, and this table indicates that the largest 
single group is the Division of Construction. That is on account of 
the construction program ? 

Mr. Outver. That is correct, sir. And you will notice we are de- 
creasing from 10,226 in 1954 to 8,451 in 1955, reflecting a decline in 
construction as we bring the construction program nearer to com- 
pletion. 

DIVISION OF PERSONNEL 


Mr. Jonas. Are you making a serious effort to cut down on 


the employees in any of the divisions? In the Division of Personnel, for 


\ 
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example, I see you have 162 people. That is the division that handles 
employment problems and all problems affecting personnel, I assume / 

Mr. Ottver. That is correct, and of course you understand it is a 
tremendous job. The figure of total man-years of 22,782 does not 
give much of a measure of the personnel actions, because the nature 
of our work means a heavy and rapid turnover in employment and 
skills, with new people coming on and people leaving as construction 
work progresses. 

Mr. Wessenaver. Referring to your question about trying to re- 
duce the number of employees, at a number of our hydro stations 
we have installed remote control equipment which permits us to op- 
erate with fewer people than before. The new steam stations are 
designed so as to minimize the number of people it takes to operate 
such a plant. 

DIVISION OF CONSTRUCTION 


Mr. Jonas. Are you not going to be engaged in fewer jobs of 
construction in 1955 than you were in 1953% Did you not have a 
bigger program in 1953 than you contemplate in 1955 4 

Mr. Wessenaur. We had more dollars to obligate in 1953, but much 
of it was for equipment orders which will be delivered in 1954 and 
1955. As that equipment is delivered we will have a sizable force 
to install it. i think construction on the job in 1955 will be about at 
the same level as in 1953. 

Mr. Jonas. You were beginning new projects in 1953? 

Mr. WersseNAvER. Yes. 

Mr. Jonas. You state there will be no substantial difference in 
construction work contemplated in 1955 as compared with 1953? 

Mr. Wessenaver. There will be no substantial difference in the 
number of men on the site, that is right. 

Mr. Jonas. You have 2,000 more on the site. 

Mr. Wessenaver. I was speaking of the construction employees in 
the first group. That is at about the same level. On the second group 
of employees, the increase reflects the fact that in 1955 we will have 
twice as much capacity and facilities as in 1953, plus the fact the 
new facilities are mostly steam plants where the number of em- 
ployees is greater than in hydro stations. 


OFFICE OF MANAGER OF POWER 


Mr. Jonas. Cannot the Office of Manager of Power, for example, 
always handle slightly more power with the same number of people? 
How can you justify needing 75 more people in your office than 
in 1953? 

Mr. Wessenaver. We had 209 people in 1953. By 1955 we will 
have added approximately 73 people with the system growing from 
4,000,000 kilowatts to 7,400,000 kilowatts. So while we are about 
doubling the size of the power system we are only adding roughly 35 
percent more people, 

Mr. Jonas. There is not any direct relationship between the number 
of people you need in the Office of Manager of Power and the increase 
in kilowatts, is there ? 

Mr. Wessenaver. There is, for this reason. Included in the 282 
employees in the Office of Manager of Power are employees at the 


2479 


various steam stations who are responsible for the inventories of sup- 
plies and equipment. We have a central control over all inventories 
and inventory personnel report through the Manager’s Office. Of 
the 73 additional people in the Manager’s Office the warehouses ac- 
count for 47. We have new warehouses coming in at Kingston, Col- 
bert and Gallatin steam plants. 

Mr. Jonas. You have a manager of power at each plant? 

Mr. Wessenavrr. Each plant has employees reporting to the Man- 
ager’s Office which look after inventories, yes, sir. 


POWER DISTRICT OFFICES 


Mr. Jonas. You are cutting down some in your district offices, but 
you are still considerably higher than you were in 1953. 

Mr. WesseNnaver. Yes, sir. The district offices have responsibility, 
among other things, to maintain transmission lines and we have em- 
ployees stationed to do repair work at various locations throughout 
the area. The size of the transmission system will be increased 
roughly 20 percent between 1953 and 1955 and additional manpower 
for maintenance will be needed. 


DIVISION OF FINANCE 


Mr. Jonas. Why do you have to increase your Division of Finance ? 

Mr. Ottver. The work of the Division of Finance is increasing. 
You will notice there is a substantial jump between 1953 and 1954. 
The bulk of the increase in personnel was to get us more current on 
our plant records accouuting. We fell somewhat behind on our 
records during the war due to inability to get competent people to do 
that kind of work, and we have a backlog of plant records work to do 
in becoming current with new plants coming on the line. 


OTHER OBJECTS 


TRAVEL 


Mr. Jonas. In the 02 schedule, “Travel,” you are slightly under 
what you spent in 1953 and even under what you spent in 1954 on 
that item. 

Mr. Ottver. That is correct. 

Mr. Jonas. Is that not inconsistent with the record insofar as per- 
sonnel is concerned? You have more plants in operation and more 
installations, yet you are able to cut down on travel but you are not 
able to cut down on personnel. You are cutting down some, but you 
are still above 1953 in personnel and yet you are able to do less 
traveling . I suppose there is no explanation for it other than that you 
are just trying to cut down on travel? 

Mr. Otrver. We are trying to keep our travel toa minimum. You 
will notice there is a decrease in travel for the power divisions. Some 
of that is reflected by the method of payment of our employees. We 
negotiate working conditions with our employees, and we found a 
couple years ago—I believe it was discussed with the committee last 
year—that a part of what we used to classify as per diem for people 
in the field is now a part of the basic rate of pay. That accounts for 


a part of the decrease in the travel item between 1953, 1954, and 1955 
in the power divisions. 

Mr. Jonas. Of course the bulk of travel is in those divisions? 

Mr. Ottver. That is correct. 


TRANSPORTATION OF THINGS 


Mr. Jonas. In “03 Transportation of things,” I see you plan to 
buy and transport increased quantities of fuel. 

Mr. Ouiver. That is right, coal. 

Mr. Jonas. The additional plants coming into operation account 
for that increase ? 

Mr. Wessenaver. That accounts for the increase completely. 

Mr. Jonas. The other items are not substantially increased. 

Mr. Anprews. How many new units will come into operation during 
fiscal year 1955? 

Mr. Wessenaver. Seventeen steam units and two hydro units. 

Mr. Anprews. That is the reason for the increase in this request ? 

Mr. Wessenaver. We will have to buy more fuel to operate those 
new units and that reflects itself not only in transportation of fuel 
but in additional fuel we will have to buy. 

Mr. Anprews. I would like to say, Mr. Jonas, that Mr. Cotton and 
I saw when we were there last year what a great stimulant it is to the 
small coal miners in that section to go | dig that coal themselves 
and bring it in. What percentage of your coal do you get from those 
small independent operators, do you know ? 

Mr. Wessenaver. I do not know. I can insert that in the record. 

Mr. Jonas. You pay for that coal f. o. b. your plant? 

Mr. Wessenaver. Yes. 

Mr. Jonas. That would not be reflected in this. 

Mr. Wessenaver. I would think about 5 percent comes from that 
source, Mr. Andrews. Some of the mines are close enough that the 
coal can be trucked in. 


Note.—About 15 percent of coal is received from small operators. 


Mr. Anprews. I was very much interested in that device you put 
a coal car on and empty it in about 1 minute. What do you call it? 

Mr. Wessenaver. A car dumper. 

Mr. Anprews. Have you seen one of them? 

Mr. Jonas. No. 

Mr. Anprews. They can put a railroad coal car on it and empty 
the coal car in how long? 

Mr. Wessenaver. About a minute. We turn the car over and the 
coal falls out. 

Mr. Anvrews. That effects quite a saving in labor cost. 


COMMUNICATION SERVICES 


Mr. Jonas. There is only a slight change in the 04 schedule, “Com- 
nmiunication services,” $4,000 above 1954; is that right? 

Mr. Ontver. That is correct, sir. 

Mr, Jonas. That includes all of your telephone, telegraph, and 
does it also include the change in regard to penalty mail? 

Mr. Oxtver. That is correct, it includes the penalty mail. 

Mr. Jonas. How much is your postage bill? 
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Mr. Oniver. We estimate it at $90,000 in 1955. There are some 
statistics on communications on page 11. 

Mr. Jonas. You do not operate any telephone systems of your 
own? 

Mr. Oniver. Yes. We have some communications on what we call 
carrier circuits, 

Mr. WEsseNAvER. We have, like all power systems, our own tele- 
phone circuits over the high-tension transmission lines. 

Mr. Jonas. That only connects units of the system? 

Mr. Wessenaver. Yes. We also have a microwave system. 


RENTS AND UTILITY SERVICES 


Mr. Jonas. In “O05 Rents and utility services,’ you are down 
slightly from 1954 and also down from 1953. There is nothing signili- 
cant in that item, 1 suppose, that needs to be mentioned particularly 
in this testimony / 

Mr. Ontver. | think that is correct, sir. 


PRINTING AND REPRODUCTION 


Mr. Jonas. Turning to “O6 Printing and reproduction,” you plan 
to spend less on that in 1955 than in 1954. I am interested in your 
saving on the item of printed office forms. What are you doing, 
streamlining some of those forms and cutting down on sizes, or how 
do you make that saving? 

Mr. Ouitver. May I insert a paragraph in the record on that? 

Mr. Jonas. Yes. 

(The information requested is as follows :) 

The reduction in estimates for “Printed office forms, ete. * * * is due to 
decreased purchases of loose multicopy printed forms as requirements for such 
forms are met by substitution of snap-out forms produced on TVA equipment. 
The use of snap-out forms is a proven economy measure, and substantial savings 
accrue through lower paper costs and more efficient man-hour utilization. The 


reduction in printing costs is, of course, partly offset by costs incurred in pro- 
duction of the snap-out units. 


JOINT ACCOUNTING IMPROVEMENT PROGRAM 


Mr. Jonas. This may not be particularly apropos at this time, but 
are you participating in any of the programs recommended by thie 
joint committee of the General Accounting Office, Treasury, and the 
Budget Bureau? They have brought about in this last year significant 
savings, according to testimony before this committee by the Comp- 
troller General, Mr. Lindsay Warren, in almost every department in 
the Government due to better accounting control. 

Mr. Ottver. Yes; we are familiar with those. 

Mr. Jonas. Are you familiar with the studies and have you planned 
to adopt any of their recommendations ? 

Mr. Crarr. Mr. Jonas, if I may speak to that point, the cost ac- 
counting and performance budgeting program that the General Ac- 
counting Office, Bureau of the Budget, and the Treasury Department 
have been working on, which has been going on for some time, is a 
very important economy measure. We have been on the so-called 
performance budget system for a long time and GAO has found 
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occasion, through their Corporate Audits Division, to use our system 
of budgeting and cost accounting as something they point to in work- 
ing with other agencies whose accounting is on the object-accounting 
basis. The method of keeping our cost accounts have, over the years, 
not only simplified our procedure but given the management better 
knowledge of how to control the operation. 

Mr. Jonas. I was impressed by one item the Comptroller General 
called to our attention. A large saving was brought about just by a 
different method of checkwriting. 

Mr. Anprews. That was in the Veterans’ Administration, was it 
not ¢ 

Mr. Crarr. Using punchcards. 

Mr. Jonas. Do you use that? 

Mr. Ottver. We make our checks on punchcards, but we do not use 
the system entirely. This kind of problem faced us about a year ago; 
we determined that if we wrote checks on punchcards, it would cost 
us a little more in our particular situation but that it would result in 
a greater saving to the Treasury than the additional cost to us of 
making the change in our procedure. It makes a considerable saving 
tothe Treasury. 

Mr. Jonas. Do you issue all checks out of the central office ? 

Mr. Oxtver. That is correct. 

Mr. Jonas. You do not have any decentralized payment arrange- 
ment 

Mr. Otiver. No, with the exception of some small agent office ac- 
counts in the field for emergency purchases. 


OTHER CONTRACTUAL SERVICES 


Mr. Jonas. I see in 07, “Other contractual services,” you are down 
considerably in your estimate for fiscal year 1955. 

Mr. Ottver. That is correct. 

Mr. Jonas. You are requesting $13,837,000 as against $26,129,000 
in 1954. Would you like to comment on that ? 

Mr. Ottver. I think it reflects the same trend we have been dis- 
cussing before. You will notice the third item, contracts for the in- 
stallation of dam and steam plant appurtenances, and so forth, goes 
from $16,471,000 in 1954 to $5,417,000 estimated for 1955, reflect- 
ing projects nearing completion. 


SERVICES PERFORMED BY OTHER AGENCIES 


Mr. Jonas. In “Services performed by other agencies,” there is 
not much change. You are above 1953 and under 1954. I see you 
have included the acquisition of the power output of Cumberland 
projects of the Southeastern Power Administration. How is that a 
service nana by other agencies ? 

Mr. Wessrenaver. That represents the payment we make under 
our contract with the Department of the Interior for the power which 
they supply us from Cumberland River projects under the Flood 
Control Act of 1944. The power is marketed by the Southeastern 
Power Administration of the Department of the Interior. 

Mr. Jonas. You mean if it were not another Federal agency you 
would have this under cost of acquisition or production of power? 

Mr. Wessenaver. Yes, sir. 
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SUPPLIES AND MATERIALS 


Mr. Jonas. Going to 08, “Supplies and materials,” that is one of 
the big items. The first item is down somewhat, that is concrete 
aggregate, cement, reinforcing steel, and so forth. 

Mr. Oxtver. That is an item pertaining to our major construction 
projects. 

Mr. Jonas. Is there anything of particular interest you would like 
to comment on ? 

Mr. Ontver. I think the table, which will be put in the record, is 
fairly self-explanatory. 

Mr. Jonas. You are planning to spend about $30 million more for 
supplies and materials than you spent in 1953? 

Mr. Wessenaver. You will notice that the third item, fuel for oper- 
ation of steam-electric generating plants, accounts for practically all 
of that. 

Mr. Tuomas. How does the unit price of steel, concrete, copper wire, 
and so forth, at the present time compare with, say, 18 months ago? 

Mr. Jonas. Has there been a significant change in cost ¢ 

Mr. Oniver. There has been a decrease in the price of steel. 

Norre.—In general, the base price of steel has increased since 1952. For some 
products, such as reinforcing bars and steel shapes, however, the cost to TVA 
is less because TVA is now able to purchase these products directly from the mill 
whereas formerly the products were available only from brokers and warehouses. 

Mr. Tuomas. What about copper and these other items? 

Mr. Oxtver. Not as much as in steel. We have been pleased with 
what we can do in steel. 

Mr. Anprews. What is the difference in the price of steel between 
what you pay now and 2 years ago, roughly ¢ 

Mr. Outver. I will have to supply that. I believe there has been a 
break in the price the last couple of months. May we insert the infor- 
mation in the transcript ? 

(The information requested follows :) 


Comparative prices for selected materials 


| 
| July 1952! January 1954? 


teel: 
No. 8 reinforcing bars, carload- 
Fabricated, heavy, carload: 
Rolled steel sections 
Bunker frame 
Grating, car 
Transmission tower, carload --..- 


Copper: 
Sheet, 16-ounce, less-than-carload hundredweight_- 
Tubing, less-than-carload do___- 
Conductor: 


| 


Mr. Jonas. 09, “Equipment”, does that include automotive equip- 
ment ? 
Mr. Ottver. Yes; the fourth item. 


41872—54— pt. 329 


1 
> 
l 
3 
do | 9.10 9.60 
10. 29 10. 34 
ton... 273.00 257.00 
65.35 77.48 
52.01 56. 80 
Cement, portland, earload: } 
BOG 2.75 | 2. 90 
1 F. o. b. warehouse. 
2 F.o. b. mill. 
EQUIPMENT 
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Mr. Jonas. That is included in transportation equipment for gen. 
eral use? 

Mr. Outver. Yes. 

Mr. Jonas. Your totals are considerably down from 1953 and also 
under 1954. What accounts for that? 

Mr. Ottver. The big decrease, again, is in construction. You will 
recall Mr. Wessenauer said a moment ago that in the first year on a 
Lo sa we place order for heavy equipment items; when they are 

elivered, our personne] costs are increased in order to install them. 

There is a decrease from $222 million in 1953 to $61 million in 1954 
and $38 million in 1955 for turbines, generators, steam boilers, and 
the major equipment for the steam plants. 


LANDS AND STRUCTURES 


Mr. Jonas. We will now go to object 10, “Lands and structures.” 
You still have some rights-of-way to purchase, substation sites and 
some buildings and structures to erect ? 

Mr. Ottver. That is correct. 

Mr. Jonas. Where are you acquiring these rights-of-way ? 

Mr. Wessenaver. In the area where we now operate. We will have 
some communities where the load has increased and we have to build 
a second line into that community. We have to build lines to tie 
the new power stations into the system. 


GRANTS, SUBSIDIES, AND CONTRIBUTIONS 


Mr. Jonas. In your object No. 11, “Grants, subsidies, and contribu- 
tions,” I notice you use a word I was surprised to see in the justifica- 
tion from woe agency recently, “subsidy”; we know what you 
mean, but “subsidy” is not a very pleasing word to some people. 

Mr. Crarp. That is not our language. That is the standard account 
classification. 

Mr. Ottver. Developed in 1922. 

Mr. Jonas. That includes your contribution to your retirement plan ; 
the employees contribute also to it ? 

Mr. Oxtver. That is correct. 

Mr. Jonas. It is a matter of contributions? 

Mr. Otrver. Yes. 

PAYMENTS IN LIEU OF TAXES 


Mr. Jonas. The item “Payments in lieu of taxes” is something we 
have been talking about in this hearing, and there is the amount of 
$4,092,000 which is your payment to the States in which you operate? 

Mr. Wessenaver. States and counties. 

Mr. Jonas. I think you testified yesterday you did not pay to cities? 

Mr. Wessenaver. That is right. 

. ~y Jonas. You pay to States and counties but not to municipali- 
es 

Mr. Wessenaver. That is right. 

Mr. Jonas. When you take your line to the city limits, the city 
takes over from there? 

Mr. Wessenaver. That is right. 
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Mr. Anprews. Do you have any places where TVA sells power at 
retail ? 

Mr. Wessenaver. No. 

Mr. Anprews. Do you have any distribution systems? 

Mr. Wessenaver. No. 

Mr. Anprews. You are only engaged in the wholesale sale of power? 

Mr. Wessenaver. That is right. 

Mr. Jonas. You do not make any payments to cities? 

Mr. Wessenaver. No, sir. We make a tax equivalent payment to 
the States and to the counties in which we have property. Some of 
the States make payments to the cities from the amounts they receive 
from TVA. 

Mr. Jonas. Some States levy a statewide ad valorem tax and others 
do not. Is there any difference in the States within the Tennessee 
ar area in that respect? In Tennessee is there a State ad valorem 
tax 

Mr. Wessenaver. There used to be a very small one. I do not re- 
member if it is still in existence or not. 

Mr. Jonas. You would not be affected one way or another in the 
amount of payments on that? 

Mr. Wessenaver. No, sir. 


REFUNDS, AWARDS AND INDEMNITIES 


Mr. Jonas. In item 13, “Refunds, awards and indemnities,” I see 
you still anticipate being sued occasionally. 

Mr. Ottver. Once in a while we are sued, yes, sir. 

Mr. Wessenaver. In general, however, the chief item refers to 
claims for crop damage resulting from crossing property in transmis- 
sion line construction and maintenance. 
an” Jonas. I have some questions on suits but we will come back to 

at. 


INTEREST 


Mr. Jonas. Object 14 is “Interest,” and that $616,000 item for 1955 is 
- wt you expect to pay next year on the balance outstanding on 

nds 

Mr. Ottver. That is correct. 

Mr. Jonas. What will be the amount still due on the bonds on July 
1 of this year? 

Mr. WessEenAveER. $29 million, I believe. 

Mr. Jonas. It was $34 million this at July 1? 

Mr. Wessenaver. That is right. We have retired $5 million this 

ear. 

Mr. Jonas. Currently you are paying 2 percent? 

Mr. Wessenaurgr. No, sir; 214 percent. 

Mr. Jonas. You have paid as low as 1 percent, have you not? 

Mr. Wessenaver. That is correct. 

Mr. Jonas. Is that a matter of negotiation between you and the 

Mr. Wessenaver. No, sir, they just tell us. 


Mr. Jonas. How long has it been since there has been a change? 
Mr. Wessenaver. It changed last year. 
Mr. Jonas. Prior to that you paid 2 percent? 
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Mr. Wessenavrr. Yes, sir. The amount generally is determined 
by the Treasury on the basis of the cost of the money to them. 

Mr. Jonas. The bonds do not carry an interest rate on the face? 

Mr. Wessenaver. The bonds did. 

Mr. Jonas. Who authorized the Treasury to vary that? 
' Mr. Wessenaver. My recollection is not too clear on the basis for 
that. 

Mr. Jonas. I would like to know how the rate of interest can vary. 

Mr. Wessenaver. I believe the explanation is this: The Treasury 
did not want the bonds to be sold to the public. They said they 
would hold them and make the rate the same as they were paying on 
their borrowings. That accounts for the fluctuations. 


TOTAL INDEBTEDNESS OF TVA 


Mr. Anprews. What is the total indebtedness of the TVA? 

Mr. Ciarr. You are referring to outstanding bonds? 

Mr. Anprews. Bonds and all other types of indebtedness. Your 
outstanding bonds will be $29 million at the end of this year? 

Mr. Craprr. June 30, 1954. 

Mr. Jonas. Aside from current liabilities, your only indebtedness 
is the amount due on the bonds, is it not ? 

Mr. Crarr. I assumed Mr. Andrews was referring to the total 
amount of money invested in the system from bond proceeds still 
on i and the appropriations we are to pay back on a 40-year 
yasis, 

Mr. Anprews. That is what I want to know. 

Mr. Cuarr. I will get that figure for you. 

Mr. Anprews. For all purposes that is the same as a bonded in- 
debtedness, is it not? It is $29 million on your bonds? 

Mr. Jonas. That is as of this coming June 30. 

Mr. Anprews. Is it 1953 or 1954? 

Mr. Outver. The $29 million is as of June 30, 1954. 

Mr. Crap. As of June 30, 1953, the figure was $34 million. 

The net amount of appropriation investment to be repaid was 
$607,799,000, making the total of United States Treasury funds, 
bonds, and appropriation investment to be repaid, $641,799,000. 

Mr. Anprews. I believe you stated yesterday that your book value 
of the properties less depreciation was Gueieoxtinately $900 million. 
Can you give me that figure again ? 

Mr. Carp. It is in excess of $900 million before depreciation. 
After reserves for depreciation the figure is $803,481,000. One ex- 
planation for the difference between those is the amount of earnin 
that have been put in the completed powerplant in addition to the 
$607 million. 

Mr. Anprews. This figure of $803,481,000 is your book value of 
your property less depreciation as of June 30, 1953 ? 

Mr. That is correct. 

Mr. Anprews. Can you give me some opinion as to the actual market 
value of the properties of TVA? _ 

Mr. Crapp. We were on that subject yesterday, Mr. Andrews, and 
we were going to work out an estimate based upon the rise in con- 
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struction cost over the years and relate it to the growth of the system 
and try to make an estimate of replacement value. I would not want 
to venture an opinion offhand on that because it means taking a look 
at the trend of construction costs related to the step-by-step addi- 
tions to our system. It will be substantially more, obviously, than 
this. 

Toran Amount or Money Approrriatep to TVA 


Mr. Jonas. I would like to eliminate the confusion about how much 
money is invested in TVA and how much has been paid back, I do not 
mean for power but for everything, before depreciation. Do you have 
a table that shows the total amount of appropriated money that has 
gone into TVA from the beginning, including fiscal year 1954? 

Mr. Wessenaver. Yes. I think we put those in the record yester- 
day. The total appropriations for all purposes through fiseal year 
1953 are $1,596,735,000. The appropriations last year totaled 
$188,546,000. 

Mr. Jonas. That is the total appropriated money ? 

Mr. Wessenaver. That is correct, sir. 


TOTAL AMOUNTS ALLOCATED TO VARIOUS PROGRAMS 


Mr. Jonas. That is roughly $1.7 billion. Of that how much is 
allocated to power, how much has been allocated to irrigation, and 
how much to flood control ? 

Mr. Wessenaver. I have the figures only for fiscal year 19538 relat- 
ing to $1,596,000,000. Of the $1,596,000,000, $831,187,000 was used 


for power purposes. 


Notr.—The immediately preceding figure of $881,187,000 does not include 
unliquidated obligations relating to power facilities which had been incurred 
against appropriated funds as of June 30, 1953. The correct figure to be used 
in this context is $1,076,737,000, which is derived as follows: 

Cost of plant in service “ad __. $638, 496, 000 
Construction work in 192, 691, 000 


Cost of plant in service and construction work in progress... 831, 187, 000 
Unliquidated obligations 245, 550, 000 


Portion of total appropriations of $1,596,000,000 through 
June 30, 1953, which is applicable to the power program__ 1, 076, 737, 000 

Mr. Jonas. Do you have the figure for navigation ? 

Mr. Wessenaver. No, I do not have that breakdown. 

Mr. Jonas. The balance would be navigation and flood control? 

Mr. Wessenaver. And also the chemical program, the resource 
development program—— 

Mr. Jonas. And all the other programs? 

Mr. Wessenaver. Yes. I have some figures here. Navigation 
would be $156,580,000, and flood control $182,405,000, for asset pur- 
poses, 

Mr. Jonas. That is the breakdown of the total amount appropri- 
ated through June 30, 1953, but does not reflect the breakdown of 
the appropriation last year? 

Mr. Wessenaver. No, sir. 
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TOTAL AMOUNT REPAID TO THE FEDERAL TREASURY 


Mr. Jonas. At this point in the record would you please indicate 
again, as you have several times, the total amount that you will have 
returned to the Treasury by June 30, 1954, not in interest on bonds 
but in this 40-year repayment program. 

Mr. Wessenaver. The total amount through fiscal year 1953 for 

wer is $81,131,000, and budgeted for fiscal year 1954 an additional 

15 million, which would bring the total for power to $96,131,000. 

Nonpower payments through fiscal year 1953, $17,362,000, and there 
is budgeted and I believe already paid for fiscal year 1954, $4,676,977, 
making a total of a little over $22 million. 

Mr. Jonas. The first figure, the $96 million, is money you returned 
from the sale of power? 

Mr. Wessenaver. That is correct. 

Mr. Jonas. And the $22 million represents money returned from 
nonpower operations ? 

r. Wessenaver. That is correct. 

Mr. Tuomas. Under the original TVA Act and its amendments, 
are the nonpower items that have been appropriated for reimbursable 
to the Treasury? 

Mr. Crarr. No, they are not: 

Mr. THomas. Only the power items? 

Mr. Capp. Only the power items. 

Mr. THomas. The fertilizer, soil conservation, and so forth are not 
reimbursable items? 

Mr. Crarp. That is correct. The law also — that proceeds 
we receive not needed in the conduct of the business and operation 
of our reservoirs shall be returned to the Treasury. 


Amount or Appropriatep Funps ALLocaTep To Various Programs 


Mr. Tuomas. Through 1954 the total appropriations of TVA were 
approximately $1.7 billion. Can you teiont that down? What were 
the appropriated funds for power? The difference between that and 
$1.7 billion would be nonpower. 

Mr. Jonas. You are speaking of appropriations and not allocations? 

Mr. Ottver. Mr. Thomas, 1 cannot give you an exact estimate. 
There is roughly $180 million for power that will be added to the in- 
vestment out of 1954 funds. 

Mr. Troomas. No; I am talking about all appropriated funds. 
' Mr. Ottver. You wanted to know how much of the appropriation 

or 1954. 


AMOUNT OF APPROPRIATED FUNDS ALLOCATED TO POWER PROGRAM 


Mr. Txromas. No; of all appropriated funds through fiscal 1954, 
what amount has been allocated to power out of that $1.7 billion of 
the total appropriated funds? 

Mr. Wessenaver. About $911 million. 

Mr. Tuomas. So you have roughly $800 million for nonpower pur- 
poses—agriculture, transportation, and fertilizer. 
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Mr. Wessenaver. Correct. 

Mr. Crarpr. Flood control and navigation. 

Mr. Tuomas. The power program is just about 50 percent of the 
other activities, then. That is pretty high cost navigation and flood 
control through there, then. 

Mr. Cuarr. On the contrary, Mr. Thomas, the navigation and flood 
control investment, which would total something in excess of $300 
million, is cheaper flood control per acre-foot than could have been 
built by a ais system for flood control, and is among the lowest 
acre-foot flood control programs in the country. 

Mr. Tuomas. The fact remains that the country generally looks 
upon those expenditures of $1,700 million as primarily for power when 
in truth and in fact roughly only 48 percent is for power and the 
other is for flood control, agriculture, and fertilizer. That sums up 
your activities there. That is a pretty high cost. 

Mr. Crarp. It is a large amount of money; yes. 

Mr. Jonas. Tell me, Mr. Wessenauer, why is your sum of $911 
million that you have just indicated in answer to Mr. Thomas’ ques- 
tion, different from the $831 million that you gave me? 

Mr. Wessenaver. Mr. Thomas was asking for the 1954 figure, and 
the $831 million figure you have is through 1953. 

Mr. Jonas. And you have added to the $831 million—— 

Mr. WesseNnAveR. Approximately $180 million. I guess I added it 
wrong; it is $1,011 million, instead of $911 million. 

Nore.—The preceding figures concerning the portion of the total appropriations 
through fiscal year 1954 which relate to the power program are understated. For 
rectification of the stated figure of $831 million (see p. 2358.) The portion of the 
total appropriations of $1,785,214,000 available through fiscal year 1954 which 
relates to the power program is $1,270,226,000 derived as follows: 


Portion of total appropriations of $1,596 million through June 

30, 1953, which is applicable to the power program (see 

p. 2358) $1, 076, 737, 000 
Add changes during fiscal year 1954: 

Plant placed in service__ 

Increase in construction work in progress 

Decrease in outstanding unliquidated obliga- 

tions ___ pes —22, 517, 000 


Total changes fiscal year 1954 193, 489, 000 


1, 270, 226, 000 
The application of appropriated funds to the power program through fiscal year 
1954 may also be stated as follows: 
Total plant in service financed from appropriations, property 
transfers, and bond funds (see p. 2252) 
Less portion financed from property transfers and bond funds_ 


Balance of plant in service financed from appropriations__ 853, 024, 000 
Add appropriation financed construction work in progress at 

June 30, 1954 nnd 194, 169, 000 
Add unliquidated obligations against appropriated funds out- 

standing as of June 30, 1954 223, 033, 000 


Portion of total appropriations of $1,785,214,000 through 
June 30, 1954, which is applicable to the power program_ 1, 270, 226, 000 


This statement shows that about 71 percent of the total appropriations to TVA 
Coen fiscal year 1954 will be repayable instead of the 48 or 50 percent stated 
above. 
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AUTOMOBILES 


Mr. Jonas. You are asking for 211 passenger automobiles to re- 

oe ones which you say are no longer economical to operate. You 
o not intend to increase the fleet ? 

Mr. Ottver. No, sir. 

Mr. Jonas. They will be exchanged ? 

Mr. Oxtver. That is correct. 

Mr. Putiuies. That is a 25-percent turnover ? 

Mr. Oxtver. We had no turnover this year at all and it is actually 
a little bit smaller than we should be making; but we are doing that 
according to the formula of not more than a 25-percent turnover in 
the fleet in any one fiscal year. 

me Anprews. What is the average age of those cars you want to 
trade? 

Mr. Oxtver. They vary. Generally we do not trade in a car until 
it has gone over 60,000 miles. What we do generally is to drive the 
automobile until it requires a major overhaul, but do not put it 
through a major overhaul. We try in our fleet operations to keep 
down our operating costs to a minimum, and we are rather proud of 
our record. We charge 5.1 cents a mile and that includes operation 
and all overheads. We think we have a favorable operating record 
on our fleet. 

TRUCKS AND HEAVY EQUIPMENT 


Mr. Jonas. You are asking for 120 light trucks, 50 medium and 20 
heavy trucks; 30 construction machines and 20 heavy trailers, but you 
plan to retire heavy equipment in excess of that number. 

Mr. Oxtver. That is correct. 

Mr. Jonas. You mean because it is worn out? 

Mr. Oxtver. That is right. 

Mr. Jonas. There is no trade-in value on that equipment ? 

Mr. Ortver. Ordinarily we would not trade that heavy-type equip- 
ment; we would put it on the market and sell it. It either will be 
sold at auction or salvaged. 


AIRCRAFT 


Mr. Jonas. You are asking for $45,000 for a helicopter. We dis- 
cussed that some last year but it was denied, I believe. 

Mr. Ortver. Yes. 

Mr. Jonas. You did have funds last year for one new plane. 

Mr. Otiver. For one new plane. We bought a helicopter last 
year. We asked for two. 

Mr. Jonas. How many aircraft do you operate ? 

Mr. Ottver. We operate 2 small passenger planes, 3 helicopters 
and 4 or 5 small fixed-wing planes for malaria dusting and transmis- 
sion-line patrol. 

I woul like to check these figures and bring'them up to date. 
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Details of changes in aircraft 


On hand,|Changes,|On hand,|Prepesed 


hanges, 
June 30, June 30, |<< oe 
1953 | 1954 1 


Lockheed Lodestar 


Mr. Jonas. The helicopter you are asking for would increase your 
number to four, then. 

Mr. Oniver. That is correct. 

Mr. Puiuies. If they asked for 2 last year and we allowed them 
1, and they ask for 1 this year, how does that increase it to 4? 

Mr. Ottver. We have three helicopters. We are planning to pur- 
chase one more. 

Mr. Puitiies. You add the one to what you had last year? 

Mr. Oxtver. Yes, sir. 

Mr. Wessenaver. The one requested here is to replace a fixed-wing 
plane. 

NAVIGATION OPERATIONS 


Mr. Jonas. Let us discuss navigation just a bit. 

We have about $156 million invested in navigation operations and 
what is the total in this budget including corporate funds that you 
expect - spend this year on navigation? Is that the $2,809,000 on 
nage 27% 

Mr. Outver. No; that would include depreciation. The expense 
figure is $272,000. 

Mr. Jonas. Direct expenses? 

Mr. Oxiver. That is correct. 

Mr. Jonas. Do you not have to include the distribution of the 
administrative expenses? 

Mr. Ottver. That is correct—a total, including administrative ex- 
pense, of $294,000. 

Mr. Tuomas. Is that figure correct? They want $97 million for 
drawing plans and sresiostione for just one lock. 

Mr. Outver. These are operating expenses. 

Mr. Tuomas. He asked you what the total expenditure this year 
was on navigation. 

Mr. Oniver. For the total, including capital additions, we must 
add to the figure of $294,000 for 1955 the $234,000 appearing on page 
18 under the construction program. 

Mr. Putters. Plus $125,000 for future planning. Does that have 
anything to do with navigation ? 

Mr. Oxtver. No. 

Mr. Puiiutrs. That is on power? 

Mr. Ontver. That is essentially correct. The $125,000 includes less 
than $2,000 for investigating a new lock at Hales Bar Dam. 

Mr. Jonas. There are still some other items, are there not, Mr. 
Oliver, for navigation ? 
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Mr. Ouiver. No; thisisall. 

Mr. Jonas. The navigation facilities are on page 18 ¢ 

Mr. Oxtver. That is correct. 

Mr. Jonas. That would be $234,000, but that does not include the 
new lock, does it ? 

Mr. Ottver. Yes, the design of the new navigation lock, $97,000 is 
part of the $234,000. 

Mr. Jonas. Would it be correct then to say that the total money 

ou expect to spend for navigation would be the sum of those two 

items—$234,000 plus $294,000 ¢ 

Mr. Outver. That is correct—$528,000. 


SHIPPER-USE OF THE IMPROVED TENNESSEE RIVER 


Mr. Jonas. You have some figures on pages 27 and 28 of the justi- 
fications which show an estimate of ton-miles and tons of freight 
moved through the system up to 1960. Is that correct? 

Mr. Cuapr. It refers there, Mr. Jonas, to an estimate we made in 
1940 or 1941 as justification for the investment in navigation facilities. 
The fact is that we have now reached, in 1953-54 the ton-mileage 
estimates made for 1960. We have reached them 6 or 7 years ahead 
of time. 

Mr. Jonas. What is the ton-mileage this year / 

Mr. Cuiarr. One billion ton-miles. 

Mr. Jonas. One billion in 1954. 

Mr. Crarr. No, in 1953. 

Mr. Jonas. That does not mean much to me, or to anybody who 
does not know much about water transportation. How does that 
compare with traffic, say, on the Mississippi River ? 

Mr. Cuapp. It is considerably below, of course, traffic on the Mis- 
sissippi River; because traffic on the Mississippi River would include 
some of this Tennessee River traffic. Most of the traffic on the Ten- 
nessee River covers shipments either originating in the Middle West 
or the lower Mississippi Valley and winding up somewhere on the 
Tennessee River system; or, vice versa, originating on the Tennessee 
system and winding up in the Middle West, or Pittsbugh, or the 
lower Mississippi Valley. ‘ 

Mr. Jonas. I saw a statement—I cannot recall now who the author 
of the statement was—to the effect that one boat in service on the 
Mississippi River in 1949, I believe, hauled 7 times as much freight, 
7 times as much ton-mileage, as the entire traffic on this system. 

Mr. Ciapp. Through its entire life? 

Mr. Jonas. No, in that 1 year, through that 1 year. I would like 
for you to comment on that. 

Mr. Cuapr. T would say that is quite a boat. 

Mr. Jonas. Is that fantastic, or does it sound reasonable? What 
does one boat in fairly regular operation carry; how many ton-miles 
would it have to its credit in a year’s time? 

Mr. Ciapp. I would not even want to guess on that. I could check it. 

Mr. Jonas. I am trying to get something in the record here to show 
the amount of traffic on the river. 

Mr. Crapp. I can check and get a reasonable estimate on that. If 
you let me take a minute, I will give you some figures on navigation 
that I think will be revealing. 
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In the year 1983 this river was navigable only at certain seasons of 
the year and only for part of its length. ‘The ton-mileage of the 
Tennessee system was 33 million ton-miles. You understand “ton- 
miles” is a measure based on a unit of a ton of freight moving a mile. 
Most of the shipments on the Tennessee in those days were short hauls 
of sand, gravel, rough timber, and so forth. The traffic for the fiscal 
year 1953 has reached 1 billion ton-miles, and the shipments are oil, 

asoline, coal, fertilizer, automobiles on barges put on the Ohio 
River, and a lot of other products. 

Mr. Jonas. Pardon me; I read that in the justification and I know 
that istrue. You havea diversity of goods going through this system ; 
but I am trying to get something in the record for comparative 
purposes. 

Mr. Crarr. We will be glad to give you something with which to 
compare it. 

Mr. Jonas. So the people who read this record will know what the 
traffic on the Tennessee River is, how it compares with traffic on other 
rivers of this country. 

Mr. Cuiapp. I would be glad to give you some comparisons with the 
Ohio River traffic and totals for the whole inland waterway system. 

Of course this tonnage does not come up to the tonnage on the Ohio, 
for example, which has been navigable for many more years than the 
Tennessee. We estimated 12 years ago it would take to year 1960 to 
get this up to 1 billion ton-miles, but we have hit that 6 years ahead 
of time. 

We will give you some comparisons for the record, 

(The information requested is as follows :) 


Ton-mileage of all traffic on major inland waterways 
Calendar year 1951 


River or waterway Ton-milea 
1, 443, 755, 737 
6, 087, 755, 003 
1, 614, 410, 124 
Intracoastal Waterway : 
Atlantic Intracoastal (Between Norfolk, Va., and the St. 
Johns River) 8, 409, 276 
Gulf Intracoastal (between Apalachee Bay, Fla., and the 
Mexican border) 6, 071, 978, 645 
370, 912, 031 
Mississippi River system : 
Cumberland 247, 610, 911 
Illinois Waterway 8, 069, 343, 16% 
Mississippi (Minneapolis to Mouth of Passes)_...._-_-_____ 20, 998, 115, 534 
Missouri 87, 835, 414 
i 9, 760, 267, 508 
Tennessee +582, 222, 185 
Monongahela 1, 570, 864, 369 
Warrior, Black Warrior, and Tombigbee 580, 916, 154 
Source: Annual report of the Chief of Engineers, 1952, pt. 2. These are the latest 
official traffic statistics for the inland waterways. 


1 This has increased to 1 billion ton-miles for 1953. Figures on the other rivers are not 
yet available for 1953. 


Mr. Jonas. Now do you have available or can you get the total 
operating cost of the Corps of Engineers and the Coast Guard for 
the navigation program? I understand they pay for maintenance: do 
they not? 
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Mr. Oxtver. They operate the locks and maintain the channel. 

Mr. Ciarr. We can give you some figures on that. 

Mr. Jonas. That is in addition to your own expense? 

Mr. Ciarp. That is right. 

Mr. Jonas. Where does the Coast Guard come into it; what do they 
operate and pay for? 

Mr. Ouiver. They are responsible for marking the channel. 

Mr. Cuarp. And in time of war for patrolling. 

Mr. Jonas. Can you insert in the record, or at the point where we 
had your table, the amount that will be spent by the Corps of Engi- 
neers and also the Coast Guard ? 

Mr. Otiver. Yes; we can give you that. 

Mr. Jonas. So that we will get a picture of the cost of operating the 
system all together. 

Mr. Crarr. You understand the total figure you are using includes 
some capital items in addition to operating expenses. 

(The information requested is as follows :) 


EXPENSES OF ENGINEERS AND UNitrep STATES COAST GUARD ON NAVIGATION 
OPERATIONS ON TENNESSEE RIVER 


During the last 5 years of record, 1948 to 1952, inclusive, expenditures of the 
Corps of Engineers, United States Army, on the Tennessee River have averaged 
$647,000 per year. These costs include, principally, operation and care of the 10 
locks, maintenance dredging, maintenance of safety harbors, and removal of 
Shags along and in the main navigation channel. In a recent annual report the 
Chief of Engineers estimated the annual expenditure of the Corps would average 
$800,000 of which about $35,000 would be spent on maintenance dredging. 

Annual costs of the United States Coast Guard for establishing and maintaining 
navigation aids on the Tennessee River are not published and are not available 
to TVA. The Coast Guard operates 3 small supply depots and 4 small buoy 
tenders in connection with this work on the Tennessee River. TVA estimates 
that the expense to the Coast Guard is between $200,000 and $300,000 a year. 


COST OF THE NEW LOCK AT WILSON DAM 


Mr. Anprews. Mr. Clapp, what do you estimate the cost of the new 
lock at Wilson Dam? 

Mr. Crarp. Our estimate on that is $35 million. 

Mr. Anprews. Have the plans progressed far enough to enable you 
to start construction at this time? 

Mr. Care. We are not quite ready for that, because the design 
work we are doing this year is an important part of that preparation. 

Mr. Anprews. You are not ready for construction nanet 

Mr. Crarre. We will be ready by July 1 of this year. 

Mr. Anprews. Did you ask the Budget for any construction money 
for that lock at Muscle Shoals? 

Mr. Cuaprr. Yes, we did. 

My. Anprews. What did you request ? 

Mr. Criarp. We asked for about $3.6 million, I believe. 

Mr. Anpbrews. I would like to read into the record at this point one 
or two statements on pages 18 and 19 of the justifications. Reading 
from page 18, it says: 

The TVA system of dams on the main stem of the Tennessee River has created 
a navigation channel from Paducah, Ky., near the mouth of the Tennessee, to 
Knoxville, Tenn., some 650 miles upstream ; $156,580,000 has been invested to 
make the river navigable. At the center of this navigation system is a serious 
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bottleneck, the old lock system at Muscle Shoals. A small additional investment 
to improve lockage facilities at this point will greatly increase the benefits of the 
investment in the whole system. 


Then reading from page 19: 


Tennessee River traffic is growing rapidly—in 1952, tonnage totaled 5,850,000 
tons, or 90 percent more than in 1950; the 1953 tonnage will exceed 6,500,000. 
Traffic through the Wilson locks rose from 452,000 in 1945 to 1,128,000 tons in 
1952; it is estimated at 1,300,000 in 1953. On the basis of experience to date, 
new movements definitely scheduled to begin within the next 6 months, and 
additional movements for which shippers have bought or are seeking to buy 
terminal sites, the traffic at Wilson locks will reach the practical locking capacity 
by 1958. Since a uniform distribution of traffic cannot be expected throughout 
the year, severe delays will occur before the annual traffic rate reaches 
2,400,000 tons. 

Unless a new lock is provided as soon as possible, the situation at Muscle 
Shoals will place a rigid ceiling on further development of traffic on the Tennes- 
see River and will preclude realization of full value of the public investment in 
the Tennessee Waterway. With a new lock at Wilson Dam, it is estimated that 
river traffic past Wilson Dam will reach 3,100,000 tons in 1963. 


You say with construction money you could start on the lock at 
Wilson Dam after July 1, 1954. 
Mr. Ciare. We would be ready by that time. 


FOREST RESOURCE DEVELOPMENT PROGRAM 


Mr. Jonas. On page 71 of the justifications, you discuss reforesta- 
tion. Are you still furnishing seedlings without cost to landowners ? 

Mr. Cuarr. Yes, we are. We are planning to close down our seed- 
ling nursery in northern Alabama at Muscle Shoals. We are keeping 
one open near Clinton, Tenn. 

Mr. Pures. How much money are you putting into this taxpayer- 
financed competition with the tree industry of New England? 

Mr. Crapp. I can give you figures on the cost of operation of the 
seedling nursery. It hardly competes with the seedlings grown in 
New Hampshire, because the people in the Tennessee Valley would not 
be baying those seedlings any'vay. 


e information requested is as follows :) 


Cost of forest nursery operations, including reimbursable services 


1953 actual | 1954 estimate | 1955 estimate 


Total cost $147, 385 $111, 000 $83, 000 
Total production, seedlings 28, 421, 800 21, 632, 000 16, 000, 000 
Production cost per thousand seedlings. $5.19 $5.13 $5. 18 


Mr. Puturrs. You mean on geography, or quality ? 
Mr. Cuarr. By geography. 


CASH POSITION OF TVA 


Mr. Jonas. What is gout average daily, weekly or monthly bank 
balance, whichever you have? 
Mr. Otrver. Our bank is the 


Mr. Putures. You mean you do not have any local accounts at all? 
Mr. Oxrver. Not other than service accounts. 
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Mr. Jonas. I mean your account at present. I am going back to 
this point we discussed yesterday, where you transfe to cash $132 
million last year. 

Will you supply for the record—either the average daily, weekly 
or monthly balance? 

Mr. Wessenaver. Yes. 

Mr. Jonas. And your cash position during the year? 

Mr. Wessenaver. Yes. 

(The information requested is as follows:) 


Cash Purchase 

Current Current Balance 

| Tecelvables | liabilities | commit: avatlable 
$191, 498,041 | $10, 768, 977 054, 321 | $160, 022,861 | ? —$3, 810, 164 
14, 312,001 | 43,912,671 | 175,124,148 | 111, 611, 549 
12,925,304 | 46,101,198 | 194, 968, 519 76, 224, 545 
10,113,562 | 40,754,196 | 199,066,228 | 126, 433, 789 
13, 450, 262 | 46,136,255 | 196,208,008 | 112, 685, 679 
15, 646,240 | 43, 823,387 | 194, 265, 166 97, 598, 213 
18,805,211 | 44,721/307 | 242'876.576 | 94” 984, 182 
Fet 18,805,011 | 45,562,152 | 240,345,431 | 86, 688, 457 

! 14, 600, 524 46, 844, 018 | 232, 449, 579 | 78, 869, 
! 386, 359,682 | 13,886,864 | 46,190,983 | 235,181,774 | 118, 873, 739 
371, 442,180 | 14,535,413 | 45,181,027 | 232,412,743 108, 383, 823 
_..| 341,112,377 | 18, 625,080 | 53, 163,736 | 247,164,671 | 59, 409, 050 
Monthly average... 332, 500,775 | 14,706,212 | 45,703,778 | 212, 507,142 88, 996, 066 


1 includes undeposited collections and advances to agent officers; and reflects transfers of quarterly appor- 
tionments of fiscal year 1953 appropriations as follows: 


October 1952... 70, 000, 000 

April 1953... , 027, 

July 1, 1952 | June 30, 1953 

222, 038, 156 359, 737, 457 

172, 121, 022 306, 573, 721 

69, 488, 645 59, 409, 050 


2 Apportionment schedules nutherateg waneie of $145, 000, 000 from the appropriation to the cash accounts 
were not approved by the Bureau of the Budget until July 31, 1952; actual transfer was completed in August 


1952. 
3 From this balance payments to the U.S. Treasury totaling $24,676,977 are budgeted for the fiscal year 
1954. 


Mr. Jonas. Will you explain how you were able to increase your 
cash position by $132 million last year? You had $208 million in 
cash in 1953 on June 30, and you increased that by $132 million to $341 
million on June 30, 1953. 

Mr. Outver. We received appropriations for the fiscal years 1952 
and 1953 to bean construction of a large number of steam generating 
units. We obligated those ne simply by placing orders 
with manufacturers. 'We make some progress payments in cash as we 
go along; but the bulk of the funds are disbursed when those units 
are delivered to us and put in service. 

Mr. Jonas. I see. 
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AMOUNT OF POWER PRODUCED IN NORTH CAROLINA 


Now how much power are you producing in North Carolina? 

Mr. Wessenaver. We produced in North Carolina in fiscal year 
1953 approximately 892 million kilowatt-hours. 

Mr. Jonas. How much, if any, of that was used in North Carolina? 

Mr. Wessenaver. Approximately 35 million. 

Mr. Jonas. What disposition was made of the balance? 

Mr. Wessenaver. The rest went on to the TVA system and was 
distributed to customers in the other parts of the service area. 

Mr. Jonas. What percentage of your entire production would that 
892 million kilowatt-hours be? 

Mr. Wessenaver. The total system input last year was 27 billion 
kilowatt-hours; so this would be approximately 3 percent. 


AMOUNT OF POWER ACQUIRED BY TVA FROM PRIVATE UTILITIES 


Mr. Jonas. How much power did TVA acquire last year, fiscal 
1953, from outside private utilities / 

Mr. Wessenaver. About 3.5 billion kilowatt-hours. 

Mr. Jonas. How much is estimated for 1954? 

Mr. Wessenaver. About 2.4 billion. 

Mr. Jonas. And how much for 1955? 

Mr. Wessenaver. About 1.6 billion. 

Mr. Jonas. Is the reduction in the amount of power acquired from 
outside sources due to a lack of available power, or because you are 
providing more of your own needs yourself? 

Mr. Wessenaver. We are estimating we will be providing more 
of our own needs ourselves. In 1953 we had a very dry year con- 
dition and consequently obtained substantial amounts of off-peak 

ower. Asa result of assumed more normal weather conditions, the 
gures for 1954 or 1955 are more nearly normal amounts. 

Mr. Jonas. Currently are you able to get all the power you seek 
from outside sources ? 

Mr. Wessenaver. Most of the time. 


PERCENTAGE OF POWER RECEIVED FROM HYDRO AND STEAM PLANTS 


Mr. Jonas. As of June 30, 1954, how much of your power pro- 
duction will come from hydro and how much from steam? 
Mr. Wessenaver. In fiscal year 1954 we will have about 45 percent 
from hydro. 
Mr. Tomak And 55 —w from steam ? 
e 


Mr. Wessenaver. Yes. 

Mr. Jonas. If you are given funds to complete all of the projects 
now under construction, but are denied funds to start any new units 
or plants, what will your ratio be at the end of the present program ? 

Mr. Wessenaver. On the kilowatt-hour production, I do not have 
bee figure here, Mr. Jonas; but it will be something under 30 percent 

ro. 
Mr. Jonas. And ey 70 percent steam ? 

Mr. Wessenaver. That is right. 

Mr. Jonas. How much money, Mr. Oliver, would TVA have paid 
to the United States Treasury, in addition to the sums actually paid, 


) 
2 
j 
) 
) 
) 
) 
) 
) 
J 


2498 


if TVA had been required to pay 214 percentum per annum on all 
appropriated funds allocated to power? That will require some cal- 
culation, unless you have a table that shows it. I do not mean com- 
pounded interest, but just straight interest. Could you supply that 
information ¢ 

Mr. Wessenaver. For what period ? 

Mr. Jonas. Since the beginning of TVA operations. 
. Mr. Wessenaver. We do not have it that way, but I could calcu- 
ate it. 

Mr. Jonas. Would you furnish data showing that? 

Mr. Wessenaver. Yes, sir. 

(The information requested is as follows :) 

Interest at 2144 percent per annum on completed power plant financed from 


appropriations from the time placed in service through June 8, 1953, is esti- 
mated to be about $90 million. 


Conrracts ror Resate or Power 


Mr. Jonas. TVA contracts with local cooperatives and municipali- 
ties require them to sell and distribute power at rates determined by 
is that correct? 

Mr. Cuarr. The rates are negotiated and agreed upon between TVA 
and the contractors. 

Mr. Jonas. They do not have any independent right to fix their 
rates; you actually control them; do you not? Does not your con- 
tract give you that right? 

Mr. Crarr. Our contract provides that the resale rates will be as 

upon. The contract further provides that revenues from the 
resale distribution of power will be available for operating the system, 
retiring its debt, expanding its service, and reducing rates, and, when 
a distributor reaches the point where his financial position makes 
rate reduction feasible, it is a subject for joint discussion between us, 
and a rate reduction is frequently worked out. 


LAWSUIT AGAINST LENOIR CITY, TENN. 


Mr. Jonas. I was interested in the lawsuit you brought against 
Lenoir City, Tenn. Do you remember the facts of that suit? 

Mr. Cuapr. Generally. The city government of Lenoir City 
pledged the revenue of the electric system to pay certain bonds. 

Mr. Jonas. Some power receipts as collateral for the bonds. 

Mr. Carr. That is right; in violation of the provisions of the 

wer contract and the provision in the original bonds that the city 
issued to buy its own distribution system. Litigation overruled the 
action of the city in so pledging its revenues and the provisions of the 
contract were upheld. 

Mr. Jonas. The contract TVA and the city signed clearly provided 
that the city had no control over the use of. revenues from the sale 
of power, and that was the basis on which TVA went to court, to re- 
quire the cancellation of the new bonds? Is that a fair statement? 

Mr. Cuarp. I think that is a fair statement, but I would like to re- 
fresh my memory of the case. 

Mr. Putiuirs. Do you mean TVA asserted the city had attempted 
to use its revenues—— 


2499 


Mr. Jonas. No; the city of Lenoir, 'Tenn., in an effort to refund its 
outstanding bonds to get a lower rate of interest, issued a new series 
of municipal bonds and pledged as collateral the receipts from power 
sales. 

Mr. Pures. Which would be in effect the power revenues from 
power sales which they were prohibited from doing under the TVA 
contract ? 

Mr. Crapp. For general city purposes. 

Mr. Jonas. My point is ietbae or not that is a pretty extreme ex- 
ercise of central control over the rights of a municipality by TVA. 

Mr. Crarpr. I think not, Mr. Jonas, because the contract was entered 
into voluntarily, of course. 

Mr. Puriuirs. Was the suit settled? 

Mr. Cuapr. Yes; the suit was settled. I mean the court ruled 

Mr. Puiurs. In your favor? 

Mr. Cuarr. Ruled in favor of TVA, and ruled in favor of TVA on 
the basis of the statute under which TVA operates, which lays the 
basis for the provisions which go into the contracts, which in turn 
guarantee to the consumer the exclusive benefit from the use of reve- 
nues from power operations. 

Mr. Jonas. In other words, it is required—Mr. Clapp contends it 
is so required by the basic statute, by the Tennessee Valley Authority 
Act that the TVA tell municipalities that buy wholesale power from 
TVA how they can use their revenues from the sale of that power. 

Mr. Pututrs. I misunderstood the statement, then. I thought 
you said in the bond enabling act this stipulation had occurred which 
prevented it; but it was not in the bond enabling act for this specific 
series of bonds; it was in the basic Tennessee Valley Authority Act. 

Mr. Jonas. There was a contract between TVA and Lenoir City. 

Mr. Puiturs. But not the enabling act for the bonds? 

Mr. WesseNnAver. It is expressed in two places. The Tennessee 
Legislature Enabling Act contains provisions similar to the provi- 
sions which are contained in the TVA contract. So the city was 
subject to objections from two sources. 

Mr. Puriures. Mr. Jonas’ question, then, is How far do you con- 
sider this authority of yours extends to tell the municipality how it 
shall spend the revenues. If the municipality said it was spending 
those revenues for the benefit of its citizens, who are in turn users 
of your power and consumers of your power, then by what authority 
do you get the right to say they shall not do it? 

Mr. Crarp. We get the authority in the Tennessee Valley Authority 
Act to negotiate an agreement with a city which wants to buy power 
from the TVA. The State of Tennessee at the time TVA started to 
operate, and other States, passed legislation enabling the cities to set 
up municipal distribution systems and in the State law provisions 
similar to the terms of the TVA contract were incorporated, which 
is to say that the enabling legislation of the State, the TVA statute, 
and the contract set up the system which retains the revenues from 
the distribution of power for the use of the distribution system. 

Now if I may digress for just a minute on one feature of the re- 
lationships between the power systems and the cities, the power dis- 
tribution system works out with the city government payments in 
lieu of taxes which go into the general funds of the city and are 
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available for streets, schools, and the general cost of the local govern- 
ment and those, of course, are paid out of revenues of the system; 
but they are paid by formulas agreed upon: The contract does pro- 
hibit the commingling of the remaining revenues of the city system 
with the general funds of the city, which is what this suit was about. 

Mr. Jonas. Is this a fair statement? If Lenoir City, Tenn., under 
a contract to acquire its power from TVA, should undertake to charge 
a rate to its local customers which would produce revenue which it 
needed to build a schoolhouse, for example, you would prevent that? 

Mr. Crarp. We would consider that a violation of the contract 
if they used electric revenues for that purpose. 

Mr. Jonas. Because your position is that the local customers, by 
contract and by law, ce never be required to pay any more 
for the use of electric current than is necessary to discharge the cost 
of supplying it? 

Mr. Crarr. Plus earnings 

Mr. Puiuutes. What are the earnings? 

Mr. Crapp. Their earnings average around 8.5 percent on their 
investment. Of course the principle that is involved in that separa- 
tion of the funds, Mr. Jonas, is based upon a distinction between the 
electric consumer and the taxpayer. It is not an uncommon experi- 
ence in municipal electric distribution systems outside of the Ten- 
nessee Valley for the revenue proceeds from that distribution system 
to go into the general funds of a city. 

r. Jonas. That is the situation in my hometown. 
Mr. Ciarp. And be used as offsets for taxation for local govern- 


mental 2 oses. 

The VA Act proceeded on a different basis. The TVA Act said 
to get the widest possible distribution at the lowest possible cost and 
emphasized the importance of service to the consumer and the use 
of the revenues for the maintenance and development of that service. 
And one of the features the act was trying to develop was to get a 
cost accounting for the cost of generating, transmitting, and distribut- 
ing power at resale. 

r. Putuirs. Here is the city in which I live. It buys power from 
a producer of power; it distributes that power. It obviously has to 
pay the producer a price for the power; it has to pay off its bonds 
and all operating expenses, but anything left over it can do with as 
it pleases. Now you contend that Lenoir City, Tenn., cannot do that? 
r. Ctarp. It agreed not to do that. 

Mr. Jonas, Any city that buys power from TVA cannot do that. 

Mr. PHILurs. i do not see your point. What objection do you have 
to the sale of your power at a price the buyer wants to sell it for? 

Mr. Ciarr. We would not be carrying out the provisions of the 
TVA Act if we did not include such provisions in our contracts. The 
reason why the power is sold to municipalities and cooperatives and 
groups of citizens organized not for profit, but for service, was to 
achieve the widest possible distribution of electricity at the lowest 
possible rate. 

Mr. Puriuies. You are not elected; the councilmen, or whatever 
they have in Tennessee, or in the city, are elected by the people and 
they set the price for power which is distributed through the city, 
and it is up to the people of that city to say whether they prefer to 
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| for the operation of the city by paying a little more on the electric 
ill, or prefer to be taxed in some other way, either an ad valorem tax 
ora sales tax. 

Mr. Crarr. That is right. 

Mr. Puitures. It is not up to you to say what the citizens can do. 

Mr. Crarr. The cities have elected, many of them by referendum, 
to enter into a contract with TVA; they elected to do just what this 
contract provides. 

Mr. Anprews. That provision, I assume, is in all of your contracts. 

Mr. That is correct. 

Mr. Anprews. The reason why it is necessary to put that provision 
in your contracts is to carry out the intent of Congress. 

Mr. Cuarr. That is correct. 

Mr. Anprews. Not to use TVA power for revenue producing pur- 
poses, but to distribute that power as cheaply as possible to the 
consumer. 

Mr. Pouttres. What can this city in fact then do to produce revenues 
for itself, in view of the rising cost of things? In California we have 
a limit on the property tax which the city may impose; therefore our 
cities, due to the rising cost of labor, and other items, have had to go 
in many instances to a sales tax, if they do not have this resource I 
am talking about, of adding to the power bill, which is just for the 
ordinary payments. 

Mr. Anprews. In my section of the State, most of the distribution 
systems are owned by the Alabama Power Co. 

Mr. Putiutps. I suppose none of this was contemplated when the 
act was passed. I mean in those days the cities did not have this 
problem and were perfectly capable of living inside of the tax limita- 
tions which existed at that time. 

Mr. Crapr. On the contrary, the tax problem of the cities in the 
Tennessee Valley area in those days was just as acute as in other 
places. And it is true the city governments, in general over the 
country, are having difficulty now in meeting their expanded service 
requirements, and the way they do it is to increase their tax rate. 

Mr. Pumps. But you cannot do that by law with us, and Mr. 
Andrews has just stated they do the way we do in California, which 
is to impose a sales tax. 

Mr. Anvrews. Gasoline tax, or cigarette tax. 

Mr. Crapp. That is done in some of the cities of the valley, too. 

Mr. Anpvrews. Did you say that the cities are allowed to make about 
8 percent on their investment in the distribution system ? 

Mr. Crarp. I gave you an average, Mr. Andrews. Actually the 
earnings rate would range from, let us say, 4 percent up to 12 and 13 

recent. 

PM. Awnprews. For what purpose can that earning be used ? 


USES TO WHICH POWER REVENUES MAY BE APPLIED BY MUNICIPALITIES 


Mr. Crarp. It can be used for four purposes—the revenues, now, as 
distinguished from earnings: Operation of the system, which is the 
first requirement; pay their bills, their wages, salaries, and cover the 
maintenance of the system, billing, collection, and so forth. Then they 
can use it also for the retirement of the debt. 
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Mr. Anprews. The general indebtedness ¢ 

Mr. Crapp. No; the indebtedness of the electric system. Many of 
the municipalities which approach TVA to enter into contracts with 
it for the purchase of power, bought their distribution systems from 
the private companies and issued bonds backed up by revenues to be 
obtained from the sale of power. The revenues under the contract are 
therefore available to retire that debt. The revenues are also avail- 
able for expansion and improvement of the system. 

Those towns and communities are growing; they have to build new 
lines; they have to increase the capacity of their lines; they have to put 
in new substations and equipment, and the annual investment they are 

utting into their systems runs well over $50 million a year. Then, 
in addition to that, these revenues are available for reducing rates to 
the consumers. 

Mr. Anprews. I was just going to ask what would be the situation 
when a city liquidated all of its indebtedness incident to its distribu- 
tion system. They could not spend that money, but they could reduce 
rates; is that right? 

Mr. Ciapp. They could reduce rates, and many of them have. 


THREE BASIC RESALE RATE SCHEDULES 


We have in the valley now three different basic resale rate schedules. 
The first one is the one originally adopted and negotiated in our con- 
tracts and which brought about reductions ranging from 35 to 40 
percent over premone rates. As the years have gone on and distribu- 
tion systems have retired their debt and their load has expanded and 
the average residential use has gone up, their earnings have increased 
and they have moved to the next lower step schedule we have worked 
out with them. And in some cases the municipalities have moved even 
to a still lower schedule, the third schedule that has been adopted. 

There is one fact in this picture that should be recognized, and that 
is that the rate of growth of towns and cities in that area is very high. 
This is true in most parts of the country. As people move in from the 
farms, and as industry and commerce increase, those towns grow fast; 
consequently the expansion requirements for the electric distribution 
systems require substantial investment, and many of the systems are 
meeting a large part of their expansion requirements out of their 
earnings. Some of them are also borrowing more money as they re- 
tire the old debt. 

Mr. Jonas. I do not find anything in section 10 of the act that gives 
you this authority. Is that the section ? 

Mr. Crapp. It appeares in several places. 


AUTHORITY IN TVA ACT TO FIX RESALE RATES 


Mr. Jonas. I do not find any language in that section that requires 
you to fix the resale rate. Do you contend you are required by the 
terms of the TVA Act to include that provision in your contract, or 
do you make that requirement in the exercise of your discretion? And 
when I say “you”, I mean you and the Board. 

Mr. Crapp. I would like to give you a memorandum on that, if you 
do not mind, quoting the i of the act upon which those pro- 
visions in the contract are based. 
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Mr. Jonas. I would like for you to state in that memorandum, too 
whether you take the position that you are required by the act and 
its terms, in your contract with the municipalities and other users, to 
determine and fix the rate of resale, or whether you action in putting 
that in the contract is in the exercise of your judgment and discretion 
given you under the act. 

Mr. Cuiapp. I would be glad to state that in the memorandum, but 
the simpler answer to it is that the objective stated in the act of achieve- 
ing the widest possible distribution at the lowest possible cost could 
not be achieved without those provisions. 

(The statement referred to is as follows :) 

The authorization to contract with respect to resale rates is contained in the 
third proviso of section 10 of the TVA Act which reads as follows: 

“Provided further, That the Board is authorized to include in any contract for 
the sale of power such terms and conditions, including resale rate schedules, and 
to provide for such rules and regulations as in its judgment may be necessary or 
desirable for carrying out the purposes of this Act. * * *” 

Section 11 directs that the TVA projects “shall be considered primarily as for 
the benefit of the people of the section as a whole and particularly the domestic 
and rural consumers to whom the power can economically be made available,” 
and that power shall be sold on a basis “which will permit domestic and rural 
use at the lowest possible rates and in such manner as to encourage increased 
domestic and rural use of electricity.”’ These objectives can only be achieved 
by using the authorization in section 10 to contract with respect to resale rates. 
In addition to the ruling in the Lenoir City case (Tennessee Valley Authority 
v. Lenoir City, 72 F. Supp. 457 (E. D. Tenn., 1947), the resale rate provisions of 
the TVA power contract have been sustained by the United States Supreme 
Court in Tennessee Electric Power Co. v. Tennessee Valley Authority 306 U. 8S. 
118, 143-144 (1939), and by the Tennessee Supreme Court in Memphis Power € 
Light Co. v. Memphis, 172 Tenn. 346 (1937) .) 


NAVIGATION OPERATIONS 


Mr. Tuomas. I was interested in this navigation feature. I think 
I will perhaps put it like this: Some of the best expenditures in this 
entire Government are spent in developing the rivers and harbors and 
internal navigation. So I am not critical of the expenditure, if I 
could just find out what it is. I hope next year in your budget justi- 
fication you will spell out those items. This year you spelled out 
about a fourth. 

Take navigation: I note you have direct expenses of $272,000, and 
there is not a word in your justification of what makes up that item of 
$272,000. What you are asking this committee to do is to give you a 
blank check for that item of $272,000. 

Mr. Crapp. Those items are explained in some detail on pages 28 
and 29 of the justifications. 

Mr. Tuomas. What does all that mean—*Operation of public use 
river terminals,” $34,000; “Power for locks operations,” $7,000; 
“Navigation engineering and transportation economics,” $231,000, 


NAVIGATION ENGINEERING AND TRANSPORTATION ECONOMICS 


Mr. Crarp. The item of $231,000 which is explained on page 28 
covers the work of the staff of people who work on the chartering of 
the river, the designation of the safety harbors, the calculation of 
transportation savings that can be made on the basis of different com- 
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nodities as shipped by rail, or water, and supplying information im 
response to inquiries from shippers. 

Mr. Tromas. I thought the Coast Guard was charged with the 
safety of operations on the river. 

Mr. Ciapr. The Coast Guard provides and maintains the marking 
system on the main channel but the charting is done by TVA. TVA 
marks the secondary channels. 

Mr. Tuomas. You mean you have shoals in the river? 

Mr. Craprr. No; the channel is a good channel, but these are large 
lakes and the shorelines contain spot markers which are keyed to the 
location of the channel. 

Mr. Tuomas. Why should that be a recurring item, and what be- 
comes of the rest of that money? I guess it is made up of those two 
items: is that it? 

Mr. Carr. The $231,000 is for Navigation Engineering and Trans- 
portation Economics with reference to navigation, and $34,000 for 
operation of public-use river terminals, and $7,000 for power for lock 
operations. 

Mr. Tromas. You mean after you develop that river system, you 
have to spend $231,000 a year in explaining to people the value of it, 
showing the economies of it? 

Mr. Crapp. That is in part true. The traffic of 1 billion ton-miles 
would not have been achieved had we just created the channel and 
then left it to the people to discover its advantages. 

Mr. THomas. You mean business people who are engaged in the 
distribution of merchandise are not going to investigate those fa- 
cilities without you spending this money on them ? 

Mr. Cuiarp. They investigate, yes, but they investigate the situation 
primarily not only on this river, but on other rivers of the country 
and inquire from somebody about the cost of water shipments. 

Mr. et How many people do you have engaged in this 
educational work 

Mr. Cuarp. There is a staff of 10 people doing all of this work—10 
doing the economic studies of the a eam of this transportation. 

Mr. THomas. How much does economic studies cost for the 10 
people; what do you pay them? 

Mr. Ottver. We would have to supply that. It is something less 
than half of this total cost of $231,000. The rest of it would be the 
actual preparation of maps which are required for those big tows. 
The pilot must have a pretty up-to-date and accurate map, and that 
channel is well mapped. 

(The information requested is as follows :) 


TVA Srupres In TRANSPORTATION ECONOMICS 


The purpose of TVA’s research in transportation economics is to make studies 
of specific and general opportunities for navigation use of the Tennessee River 
and to identify practices, rate structures, or policies which obstruct opportunities 
for full use of the river or which prevent effective coordination and integration 
of land and water carriers. The results of these studies are made available to 
those agencies, organizations, or individuals which can best use them in getting 
the river fully used for transportation service and in obtaining the kind of 
regulation of land and water transportation which will permit the most effective 
utilization of the inherent advantages of each type. 

Estimated total cost of river commerce development studies in 1955 is $101,000, 
‘neluding applicable general expense distributed to the activity. 
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Mr. Tuomas. The Hydrographic Service does not do that? 
Mr. Outver. No. 


INCOME FROM NAVIGATION OPERATIONS 


Mr. Tuomas. I notice you have an item there showing an income 
of $49,000 from navigation. From what does that come? 

Mr. Criarr. That comes from the operation of the terminals. Those 
terminals are leased at the present time to private operators. TVA 
originally built them at four points along the river and operated 
them in order to make the terminal facilities available for less-than- 
-earload or barge lot, single commodity shipments. As the traffic built 
up, we were able to interest private operators in taking them over 
and we hope to be able to sell them to those operators. In the mean- 
time, we get some income from that operation. 

Mr. Tuomas. You are spending on economic studies $115,000 or 
$120,000 a year on that item alone, and the revenue from the terminals 
is $49,000. There seems to be an in-balance there some place. 

Mr. Crapr. The expenditure for the development of traffic on the 
river, I think could more appropriately be related to the benefits 
achieved from the use of the river—the ton-mileage now moving on 
the Tennessee River. The estimates of savings to shippers amounted 
to $10 million last year, and that saving should be related to the in- 
vestment and operating expenses for the navigation facilities of the 
Tennessee system. The benefits thus represent about 4 percent return 
on the investment. 

Mr. Trromas. Why do you not put some of that very vital and 
informative information in your justifications? 

Mr. Crarr. We will be glad to. 

Mr. Tuomas. Does the Corps of Engineers maintain the channel, 
or just the locks? 

Mr. Crarr. Both the channel and the locks. 

Mr. Tuomas. What does it cost you to maintain the channel a year? 

(The information requested is as follows :) 


Cost oF CHANNEL MAINTENANCE TO TVA 


In a memorandum of agreement, signed July 11, 1946, between TVA and the 
Corps of Engineers it was agreed that maintenance of the main navigation chan- 

would be the responsibility of the Corps of Engineers. Since that date the 
cost of channel maintenance has been borne entirely by the corps. 

To provide for safe operation of recreational and other small craft operating 
from docks in protected embayments, TVA maintains navigation aids along 230 
miles of secondary channels. The cost of this work averages about $20,000 
annually and is included in the navigation operations program. 

Mr. Oxiver. Just the channel maintenance, once in a while there 
will be an obstruction in the river which must be removed. 

Mr. Tuomas. You are not troubled with silting and sanding; you 
have a good steady stream there? 

Mr. Oxiver. That is not much of a problem there. And the main- 
tenance would consist largely of navigation markers both on the main 
channel—done by the Coast Guard—and by TVA on some of the 
tributary streams where there is a channel, sometimes of less than the 
minimum depth in the main stream. 

Mr. THomas. How do you break down this $49,000 of revenue that 
you get from rentals of the terminals? 
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Mr. Crarr. Most of that, Mr. Thomas, will come from the operation 
of the Harriman terminal, which will be used in 1955 to handle some 
large coal shipments. 

Mr. 'THomas. How many terminals do you have altogether now? 

Mr. Cuapr. There are five. Four of them are under lease to private 
operators and the Harriman terminal is still in our hands. 

Mr. THomAs. You operate it yourself? 

Mr. Crappe. We operate it ourselves when we have coal shipments 
through there. 

Mr. Tuomas. How much does it cost you to operate a year, and how 
much do you get out of it ? 

Mr. Crapr. I do not have that figure at hand. I can get it for you. 

(The information requested follows :) 

The operating expense of the Harriman coal terminal is estimated at $26,000 
for fiscal year 1955. The estimated 1955 income from operation of this terminal 
is $30,000, based on handling 200,000 tons of coal. If the tonnage in 1955 should 
actually be more or less than 200,000 tons, both operating expenses and income 
b+ vary from the above estimates substantially in proportion to the variation in 

nnage. 

Mr. Tuomas. What do you get for your other four terminals you 
have leased out in the way of revenue? 

Mr. Cuapp. The summary for all 5 and our direct TVA expense 
in 1955 is estimated at $34,000, and we expect to get $49,000 income 
in that year. 

Mr. Tuomas. How much money do you have tied i in the five 
terminals? What did they cost you to construct them’ 

Mr. Ottver. We will have to supply that. Those terminals were 
built in 1942. I do not have the k value of those terminals as 
of this date. 

(The information is as follows :) 


Construction costs and book value of navigation terminals as of June 30, 1953 


Original Reserve for Net book 
cost depreciation value 

Public-use terminals: 
Total public-use terminals. .....___.-_..-...-.-.------- 816, 694 265, 386 551, 308 
Coal terminal at Harriman, Tenn-....._...............-..-.-. 168, 969 58, 112 110, 857 
Timber landings, Kentucky Reservoir 69, 120 6, 798 62, 322 


Mr. Jonas. Thank you, gentlemen. 
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Amounts available for obligation 


| 
} Revised 
In budget estimate 


Difference 
| 


Appropriation or estimate > ‘ a $1, 236, 500, 000 | $1, 105, 650, 000 —$130, 850, 000 
Prior year balance available ___-- : 35, 700, 000 35, 700, 000 
Reimbursements from other accounts. - - 837, 000° 837, 000 | aia 


Total | 237, 337, 000 1, 187, 000 —95, 150, 000 


Obligations by activities 


| Revised esti- 
| In budget mate Difference 


| 


Operating costs: 


Source and fissionable materials _- | $668, 462, 000 | | $740, 142, 000 | 
314, 905, 000 320, 926, 000 
Reactor de velopment __ 87, 070, 000 | 87, 070, 000 
Physical research. 42, 000, 000 42° 000, 000 | 
Biology and medicine. 27, 000, 000 | 27, 000, 000 | 
Community- | —1, 048, 000 —1, 048, 000 | 
Program dire ction and administration ____- | 35, 740, 000 35, 740, 000 | 
Security investigations_- 10, 857, 000 10, 857, 000 | 


$71, 680, 000 
6, 021, 000 


Increase or decrease in— 
Inventories. 
Working capital__ 225, 000 —451, 000 7, 774, 000 
Unliquidated obligations. na 54, 648, 000° —132, 999, 000 | 187, 647, 000 


| 

Total operating costs. | 1,184, 986,000 | 1, 262, 687, 000 | 77,701, 000 
| 
| 


5,091, 000 | 12, 113, 000 7, 022, 000 


Subtotal 1, 236, 500, 000° M4, 350, 000 | —95, 150, 000 
Reimbursable obligations_- : = 837, 000 837, 000 | 


Total obligations. ._.........__-- : 1, 237, 337, 000 | 1, 142, 187,000 | —95, 150, 000 
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Obligations by objects 
Object classification In budget | Revised estl- |  pisterence 
Summary of Personal Services 
Total number of permanent 7, 7,118 ahs 
Full-time equivalent of all other 24 
Average number of all employees. 6, 898 
Personal service obligations: 
Regular pay in excess of 52-week base. 145, 000 
Payment above basic 1, 689, 000 
Other payments for personal services_.._. ........... 49, 000 
Total personal service obligations... 39, 435, 000 
Direct Obligations 
39, 435, 000 90, 435,000 
@8 Transportation of thinge.......-.................... 4, 099, 958 6, 099, 958 $2, 000, 000 
05 Rents and utility services._._....................... 175, 321, 293 238, 293 $30, 917, 000 
06 Printing and 327, 
07 Other contractual services _- Ciccupebeo eens 752, 717, 334 625, 471, 134 — 127, 246, 200 
Services performed by other agencies_. 14, 487, 570 13, 666, 770 —820, 
11 Grants, subsidies, and 733, 000 
13 Refunds, awards, and 118, 000 
15 Taxes and 170, 112 
Total direct obligations. ...................-...-.. 1, 189, 383, 863 | 1, 094, 233, 863 —95, 150, 000 
Obligations Payable Out of Reimbursements 
From Other Accounts 
07 Other contractual services 837, 000 1.2... 
eee ea ee 1, 190, 220, 863 | 1,095, 070, 863 —95, 150, 000 


NOTES 


1, The allocated working fund accounts are not changed from those shown in the 1955 budget document. 
2. The average grade and salary and the detail of personal services are not changed from those shown in 
the 1955 budget document. 
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Obligations by objects 


Object classification 


Revised 


In budget estimate 


Difference 


SUMMARY 
Summary of Personal Services 


Total numbcr of poet positions 
Full-time equiva! 


Personal service obligations: 
Permanent positions- 
Other positions. 
Regular pay in excess of 52-week base... - 
Payment above basic rates_. ..- 


Other payments for personal services__....- 


Total personal service obligations. 
Direct Obligations 


Personal services... 

Trave 

Transportation of things. 
Communication services 

Rents and utility services 

Printing and reproduction 

Other contractual services 

Services performed by other agencies 


Supplies and 


Grants, subsidies, and contributions 
Refunds, awards, and indemnities 
Taxes and assessments 


Obligations fay Out of Reimbursements 


‘om Other Accounts 
07 Other contractual services 
Total obligations. 


Average number of all employees... .......------- 


$45, 833, 146 
37, 820 

178, 795 

1, 906, 392 Q 
49, 000 49, 000 


48, 405, 153 


48, 405, 153 


eg 405, 153 48, 405, 153 


3, 367, 610 


100, 000 


1, 141, 350, 208 | 
208 


837, 000 


1. 141, 350, 000 


—95, 150, 000 


1, 142, 187,000 


se 1, 287, 337, 000 | 


—95, 150, 000 


Amounts available for obligation 


In budget 


Difference 


Appropriation or estimate 
Prior year balance available 
Reimbursements from non-Federal sources 


Total obligations incurred 


$129, 400, 000 
44, 390, 000 
400, 000 


$106, 950, 000 
121, 317, 000 


174, 190, 000 


228, 267, 000 


115 115 
03 ceickiiondeths 4, 209, 648 0, 2UY, OF5 | $2, 000, 000 
05 206, 326, 873 | 30, 917, 000 
07 785,901,061 | 658, 654, 861 |” 127, 246, 200 
14, 560, 070 13, 739, 270 | —820, 800 
08 200; 067, 347 | 200, 067, 347 
733, 000 | 733, 000 |-...-- 
118,000 | 
Deduct charges for quarters and 208 | 
Total direct 1,236,500,000 | 
Revised 
estimate 
$236, 350, 000 
165, 707, 000 
— 402, 457,000 | 
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Obligations by activtties 


In Budget Revised Difference 
‘ estimate 
Obligations for facilities: 
Source and fissionable materials. . $37, 920, 000 $259, 557, 000 $221, 637, 000 
35, 685, 000 34, 815, 000 —870, 000 
Reactor development 43, 644, 000 51, 144, 000 7, 500, 000 
Equipment not included in construction projects. 29, 814, 000 
Subtotal__ eA ee 173, 790, 000 402, 057, 000 228, 267, 000 
Obligations 174,190,000 | 402, 457 228, 267,000 
Obligations by objects 
Revised 
Object classification In budget estimate Difference 
10 Lands and 110, 117, 671 338, 384, 671 $228, 267, 000 
140, 331, 671 368, 598, 671 228, 267, 000 


NOTES 


1, The allocated working fund accounts are not changed from those shown in the 1955 budget document 
2. The average grade and salary and the detail of personal services are not changed from those shown in 


the 1955 budget document. 


Obligations by object 


Object classification In budget =e Difference 
SUMMARY 
Summary of Personal Services 
Total number of permanent 44 44 
Average number of all employees. 42 42 
01 Personal services: 
Permanent positions. $206, 208 $206, 208 
Regular pay in excess ‘of 52-week base......_._-- 792 792 
04 Communication 200 200 
05 Rents and utility services_. 1, 384 1, 384 |...-- ‘ 
06 Printing and reproduction. - 75 75 
07 Other contractual 100, 000 100, 000 
08 Supplies and 100 100 
10 Lands and structures. ______ 143, 018, 671 371, 285, 671 $228, 267, 000 
15 Taxes and assessments______- 570 
Obligations incurred _............-...............| 174,190,000 | 402, 457, 000 228, 267, 000 
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OpERATING EXPENSES 


Amounts available for obligation 


1953 actual 1954 estimate 1955 estimate 
| 


Transferred from “Salaries and exp onses, Federal Bureau of 
Investigation,’’ pursuant to Puplic Law 784, approved Sept. 

12, 1950, and Public Law 298, approved Apr. 5, (SSRs, 


_.| $797, 080, 500 $891, 781,000 $1, 236, 500, 000 


Transferred to “Ordnance and facilities, Navy,’’ pursuant to 
Public Law 784, approved Sept. 12, 1950, and Public Law 


Adjusted appropriation or estimate 


Brice your Dalenee 


Balance transferred from ‘Salaries and expenses, Atomic 
Energy Commission,’”’ pursuant to Public Law 455, 82d 
Congress 

Balance transferred to “Plant and e 
Commission,’’ pursuant to Public 

Returned from other accounts 

Reimbursements from other 


uipment, Atomic 
aw 455, 82d Congress__. 


Total available for obligation 
Balance available in subsequent year 


Obligations incurred 
Comparative transfer to— 
“Ordnance and facilities, Navy” 
“Research and development, Army’’_ 
Comparative transfer from ‘‘Ships and facilities, Navy’”’ 


Total obligations 


$08, 934, 500 


886, 483, 000 | 1, 236, 500, 000 


72, 567, 673 


| —72, 567, 673 


842, 272, “916 | 960, 638, 673 Hs 237, 337, 000 


769, 705, 243 | 


—4, 426, 151 
—3, 350, 000 
1, 300, 


763, 049, 


000 


959, 872, 203 | 1, 237, 337, 000 


Obligations by activities 


| 1953 actual 


| 
| 1954 estimate 


1955 estimate 


Operating co: 
Source fissionable materials 
Reactor development 
Physical research 
Biology and medicine. 
Community 
Program direction and administration 
Security investigations 


Total operating costs 
crease Or decrease in: 
Inventories 

Working ca) 


1, 266, 
33, 957, 151 
12, 547, 537 | 


$448, 661, +000 


13, 112, 000 


10, 857, 000 


712, 563, 129 


9, 851, 597 
—22, 178, 441 
62, 177, 001 


927, 990, 000 


692, 000 
—17, 943, 000 
47, 545, 203 


1, 184, 986, 000 


5, 091, 000 
—8, 225, 000 
54, 648, 000 


762, 413, 286 | 
635, 806 | 


958, 284, 203 
1, 588, 000 


1, 236, 500, 000 
837, 000 


763, 049, 092 


959, 872, 203 


1, 237, 337, 000 


Norte.—Receipts from community operations and from certain other activities are netted against pro- 


gram costs. 


| 
| 

—5, 298,000 |.............. 

| 72, 711, 599 

< HEE «960, 638, 673 | 1, 237, 337, 000 

$281, 039, 542 $668, 462, 000 

228, 022, 273 | 314, 905, 000 

92, 429,087 | 91, 358, 000 87, 070, 000 

; 38,401,571 | 38,900, 000 42, 000, 000 

24, 899,806 | 26, 000, 000 27, 000, 000 

423, 000 —1, 048, 000 

34, 236, 000 35, 740, 000 

— 

Total obligations. 

| 
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Obligations by objects 
Object classification 1953 actual | 1954 estimate | 1955 estimate 
ATOMIC ENERGY COMMISSION 
Summary of Personal Services 
Total number of permanent 7, 569 7,335 7,118 
Full-time equiv: t of all other positions.............--..---. 21 25 24 
Average number of all employees-...............-.----------- 6, 759 6, 774 6, 898 
Average salaries and grades 
Grades ¢ nr by ‘the AEC equivalent to general 
schedule grades: 
ionmant estab hed by the a equivalent to crafts, pro- 
tective, and custodial 
Personal service obligations: 
$34, 571,269 | $35, 946, 526 $37, 388, 000 
Regular pay in excess of 52-week aa. | cbeimasebewuadon 132, 964 138, 274 145, 000 
Payment above basic rates...._._........-.--..---------.- 1,311, 783 1, 564, 500 , 689, 000 
Other payments for personal 5, 17, 400 49, 000 
Total personal service obligations... -..........-...--.-. 36, 185, 090 37, 853, 000 39, 435, 000 
Direct Obligations 
36, 180, 262 37, 853, 000 39, 435, 000 
02 2, 446, 189 2, 564, 130 2, 841, 000 
4, 396, 019 4, 302, 844 4, 099, 958 
04 Communication services................-.-....-...-.-...- 2, 640, 311 2, 903, 929 3,001, 559 
ee 66, 077, 005 22, 942, 408 175, 321, 293 
06 Printing and reproduction..............----...-.-------- 260, 188 305, 709 327, 635 
07 Other contractual services _-.... .......-.---.------------- 490, 820,227 | 673, 217, 494 752, 717, 334 
Services performed by other agencies. = ee speltwhagedeaed 18, 631, 782 16, 332, 607 14, 487, 570 
6 81,180,850 | 149, 991, 673 196, 031, 402 
ll Grants, subsidies, and contributions. EE A 597, 987 736, 000 733, 000 
4 Refunds, awards, and > 308, 771 71, 000 118, 000 
aie 124, 582 152, 854 170, 112 
Total 700, 664,173 | 911,473,648 | 1, 189, 383, 863 
Obligations Payable Out of Reimbursements From Other 
Accounts 
07 Other contractual services..........--------..------------ 626, 644 1, 588, 000 837, 000 
payable out of reimbursements from 
635, 806 1, 588, 000 837, 000 
701, 299,979 | 913,061,648 | 1,190, 220, 863 
ALLOCATION TO NATIONAL SCIENCE FOUNDATION 
07 ©Other contractual services 5,000 15, 000 5, 000 
“ALLOCATION TO GENERAL SERVICES ADMINISTRATION 
Tremepertetion of 
07 Other contractual services 
08 Supplies and materials 
ALLOCATION TO DEPARTMENT OF AGRICULTURE 
number ‘29 31 29 
Full-time ent of 3 3 3 
Average number of all employees 29 29 27 
Average salaries and grades: 
A ae aa $5, 463 $5, 490 $5, 533 
ve 
Averag S-8.6 GS-8.6 GS-8.5 
Crafts, ‘pretest ve, and custodial grades: 
$3, 375 $3, 395 $3, 435 
CPC-5.0 CPC-5.0 CPC-5.0 
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Obligations by objects—Continued 


Object classification 1953 actual 1955 estimate 


ALLOCATION TO DEPARTMENT OF AGRICULTURE—Continued 


01 Personal services: 
Permanent positions $130, 819 
Other positions 9, 550 
Regular pay in excess of 52-week base 
Payment above basic rates 


Travel 
Transportation of things 
Communication services 
Rents and utility services 
Printing and reproduction 
Other contractual services 
Services performed by other agencies. 
Supplies and materials 
Taxes and assessments. 


as 
Bye 


3| 8388888883: 885 


Total obligations. _- 173, 575 


3 


ALLOCATION TO BUREAU OF THE CENSUS, 
DEPARTMENT OF COMMERCE 


salaries and grades: 
General schedule grades: 


ve) 
Transportation of things 
Communication services 
Printing and reproduction 
Supplies and materials 


Total obligations 


ALLOCATION TO BUREAU OF STANDARDS, 
DEPARTMENT OF COMMERCE 


Other contractual services 


ALLOCATION TO OFFICE OF THE SECRETARY, 
DEPARTMENT OF THE ARMY 


Total number of permanent positions 
Average number of all employees 


Average salaries and grades: 
General schedule grades: 
Average 
Average gr: 
Ungraded at Average salary 


$108, 513 

59, 344 
Transportation of things 1, 020, 448 
Rents and utility services 340, 063 
Other contractual services 476, 303 
Supplies and materials 121, 974 


Total obligations 2, 126, 645 


ALLOCATION TO ORDNANCE, DEPARTMENT OF THE ARMY 


Total number of permanent positions 
Average number of all employees 


Average salaries and grades: 
General schedule grades: 


| 
$1 $122, 100 
5, 900 
600 
Total personal 140, 854 | 144 | 128, 600 
1, 500 
| 600 
800 
1, 400 
400 
1,000 
2, 500 
13, 000 
200 
| 150, 000 
07 $2, 282, 977 $2, 036, 600 

50 50 50 
$4, 751 $4, 793 $4, 857 
Ungraded positions: Average salary...........-..-.---..... $3, 612 $3, 612 $3, 612 
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Obligations by objects—Continued 


Object classification 1953 actual | 1954 estimate | 1955 estimate 
ALLOCATION TO ORDNANCE, DEPARTMENT OF THE ARMY—con. 
01 Personal services: 
a ee $209, 618 $210, 700 $212, 306 
Regular par excess of 52-week base ................- 796 800 807 
Payment 10, 896 9,810 8, 197 
221, 310 221,310 221, 310 
07 Other contractual services 29, 490, 590° 21, 025, 132 24, 901, 827 
Total obligations... 29, 711, 21, 246, 442 42 | 25, 123, 137 
| 
ALLOCATION TO CHEMICAL CORPS, DEPARTMENT OF THE ARMY 
ALLOCATION TO ORDNANCE, DEPARTMENT OF THE NAVY 
Total number of permanent positions. ........................ 1, 564 902 634 
Average number of all employees. _._._.........-..........-.- 1, 526 891 623 
Average salaries and grades: 
General schedule grades: 
$4, 418 $4, 463 $4, 458 
Crafts, protective, and custodial grades: 
Ungraded positions: Average salary _....................- $3, 541 $3, 750 $3, 748 
01 Personal services: 
SE ee $6, 543, 000 $4, 083, 000 $2, 848, 000 
Regular pay in excess of 52-week base ................ 16, 208 12, 000 12, 000 
Payment above basic rates............................ 570, 292 216, 000 151, 000 
7, 129, 500 4, 311, 000 3, 011, 000 
08 of things... 175, 000 70, 000 60, 
08 Supplies and materials... ..___- See 3, 446, 951 2, 592, 000 3, 116, 000 
37, 098 22, 13, 
10, 799, 549 7, 000, 000 | 6, 200, 000 
| 
ALLOCATION TO OFFICE OF NAVAL RESEARCH, DEPARTMENT 
_ OF THE NAVY 
@? Other contractual servios?.c...........5.......--2-----5- $4, 440, 497 $3, 696, 618 $2, 731, 400 
ALLOCATION TO BUREAU OF SHIPS, DEPARTMENT OF THE NAVY 
Total number of permanent positions... 33 42 32 
Average number of all employees 23 38 28 
Average salaries and grades: 
GS-7.8 GS-7.6 GS-7.3 
penitions: $4, 032 $4, 150 $4, 150 
01 Personal services: 
$102, 929 $171, 540 $123, 700 
ular pay in excess of 52-week base-..__...........- 396 700 500 
7, 600 6, 700 4, 800 
Total ee as 110, 925 178, 940 129, 000 
107, 415 167, 842 121, 000 
ALLOCATION TO DEPARTMENT OF THE AIR FORCE 
07 Other contractual services-_-._.................-...-.------ 103, 920 115, 298 100, 000 


Obligations by objects—Continued 


Object classification | 1953 actual | 1954 estimate 1955 estimate 


ALLOCATION TO BUREAU OF LAND MANAGEMENT, 
DEPARTMENT OF THE INTERIOR 


Total number of permanent positions. 
Average number of all employees 


Average salaries and grades: 
General schedule grades: 
Average salary 


Personal services: 
Permanent positions _ 
Other 


Total personal services__.. 
Travel__ 
Other contractual services 
Supplies and materials__ 
Taxes and assessments 


Total obligations 


Lom 


ALLOCATION TO GEOLOGICAL SURVEY, 
DEPARTMENT OF THE INTERIOR 


Total number of permanent positions 
Full-time equivalent of all other positions 
Average number of all employees. - - 


Average salaries and grades: 
General schedule grades: 
Average 
Average grade 


Personal services: 
Permanent positions 
Other positions 
Regular pay in excess of 52-week base - 
Payment above basic rates ___-. 


Total personal services 
Travel__.. 
Transportation of things. - 
Communication services 

Rents and utility services 
Printing and reproduction __ 
Other contractual services _- 

Services performed by other r agencies 
Supplies and materials_- 
Refunds, awards, and indemnities_- 
Taxes and assessments 


Total obligations 


SSS2E8 


ALLOCATION TO BUREAU OF MINES, DEPARTMENT OF THE 
INTERIOR 


Total number of permanent positions 
Full-time equivalent of all other positions__.___- 
Average number of all employees__-.___-____-_- 


Average salaries and grades. 
General schedule grades: 
Average grade 
Crafts, protective, and custodial grades: 
Average salary 
Average grade. - 
Ungraded positions: Average salary. 


Personal services: } 
Permanent positions | 7 $1, 693, 100 | $1, 170, 895 
Regular pay in excess of 52-week base 
Payment above basic rates_...._- 


Total personal services 1,906,943 | 1, 851, 400 | 


41872—54— pt. 331 
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| 
| 
| | 
6 
10 
7 | 
> ol | | | 
59 63 
788 | 897 | 926 
; Enicaetenceaen $4, 553 | $4, 578 | $4, 608 
GS-68 | GS-63 | GS-4.8 
01 | 
| $3,276,289 | $3, 784, 000 $3, 948, 000 
oe ees: 171, 049 | 195, 000 200, 000 
ine ee, 12, 926 | 14, 500 15, 000 
59, 496 6, 500 7,000 
_.....| 8,519,760 | 4, 000, 000 4, 170, 000 
409, 460 | 465, 000 | 480, 000 
: eS --| 32, 399 | 35, 000 | 40, 000 
38, 180 | 40, 000 | 45, 000 
| 46, 147 50, 000 55, 000 
as) 32,712 | 35, 000 40, 000 
ee ee sat 3, 642, 577 | 3, 320, 000 3, 360, 000 
) | 68, 449 | 70, 000 70, 000 
08 keen 354,725 | 423) 000 | 426, 000 
15 12, 296 | 15, 000 | 15, 000 
8,156,780] 8,458,000 | 8, 701, 000 
| 
| | | 
419 382 | 262 
22 27 19 
| 372 396 | 270 
$4, 731 | $4, 929 | $4, 958 
GS-7.0 | GS-7.2 | GS-7.2 
$3, 077 $3, 124 $3, 151 
CPC-42} CPC-+4.0 
Seg saa $3, 943 | $3, 999 | $4, 079 
1-288, 300 
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Obligations by objects—Continued 


Object classification 1953 actual | 1954 estimate | 1955 estimate 
ALLOCATION TO BUREAU OF MINES, DEPARTMENT OF THE 
INTERIOR—Ccontinued 
40, 815 28, 735 9, 060 
04 Communication services._..._.....................------- 8, 247 7, 435 5, 470 
05 Rents and utility services.....................-..--.------ , 936 30, 800 32, 020 
Premting end 786 580 
62, 382 72, 900 47, 400 
a. OE ee 928, 499 861, 925 298, 180 
13 Refunds, awards, and 195 
11, 950 12, 735 8, 550 
ee ne ee 3, 077, 295 2, 937, 000 1, 734, 000 
ALLOCATION TO FISH AND WILDLIFE SERVICE, DEPARTMENT OF 
THE INTERIOR 
Total number of permanent positions __.............-...----- 5 4 4 
Full-time equivalent of all other positions... ..............-.-- 1 1 1 
Average number of all employees. ______.......----------.---- 5 5 5 
Average salaries and grades: - 
General schedule grades: 
$4, 624 $4, 935 $5, 036 
01 Personal services: 
Permanent positions... al $19, 020 $19, 795 $20, 145 
Regular pay in excess of 52-week base. .......-......-- 76 65 68 
03 Transportation of things...............-.----------------- 37 40 30 
05 Rents and utility services......................-.-...-.--- 157 160 160 
G7 Other contractual services... 714 800 500 
08 Supplies and materials..........._- Sa 2, 667 1, 798 1, 765 
24, 884 25, 208 25, 208 
Deduct es for quarters and subsistence. _-..............- 125 208 208 
SUMMARY 
Summary of Personal Services 
Total number of permanent positions__...................-..- 10, 459 9, 613 9, 038 
Full-time equivalent of all other positions____ 106 124 115 
Average number of all employees 9, 576 9, 080 8, 827 
Average salaries and grades: 
General schedule grades: 
Crafts, protective. and custodial grades: 
Average $3, 440 $8, 523 $3, 617 
Average grade CPC-6.1 CPC-6.2 CPC-6.2 
ngraded $3, 586 $3, 785 $3, 788 
Personal service obligations: 
ey eS $46,719,160 | $46, 044, 061 $45, 833, 146 
, 247 483, 870 437, 820 
peer pa = excess of 52-week 170, 578 173, 549 178, 795 
a ment a basic rates__..._._. 2, 025, 215 1, 862, 630 1, 906, 392 
Other payments for personal services. ............-.-...-- 5, 999 17, 400 49, 
Total personal service obligations. _..................... 49, 347, 199 48, 581, 510 48, 405, 153 
Direct Obligations 
a 49, 342, 371 48, 581, 510 48, 405, 153 
3, 015, 191 3, 106, 630 3, 367, 610 
03 Transportation of things... enero 5, 665, 104 4, 445, 559 4, 209, 648 
04 Communication services........................--..--..-- 687, 688 2, 952, 424 3, 052, 879 
= eee 63, 496, 536 23, 024, 968 175, 409, 873 


4 
4 
4 
a 


| 
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Obligations by objects—Continued 


Object classification 


1953 actual 


1954 estimate 


sSUMMARY—continued 
Direct Obtigati 


06 Printing and 
Other contractual ser 
Services other agencies 
08 Supplies and materials. 
Grants, subsidies, and contributions 
Refunds, awards, ond 
Taxes and 


Total direct obligations 
Obligations Payable Out of Reimbursements From Other 
Accounts 


Total ae payable out of reimbursements from 
other accoun 


Total obligations 


762, 413, 411 
125 


762, 413, 286 


1, 237, 337, 000 


1955 estimate 


Unliquidated obligations, start of year 

Obligations transferred from ‘‘Salaries and expenses, Atomic 
Energy Commission” 

Obligations incurred during the year 


Deduct: 
Reimbursements 
Returned from other accoun 
Obligations transferred to “Piant and equipment, Atomic 
Energy Commission’”’ 
Unliquidated obligations, end of year 


Total expenditures 


Expenditures are distributed as follows: 
Out of current authorizations. 
Out of prior authorizations 


$1,341,541,492 
769, 705, 243 


$710, 086, 139 


2, 111, 246, 735 
635, 806 
363, 930 


740, 813, 627 
662, 540, 936 


710, 086, 139 


764, 734, 139 


706, 892, 436 


911, 505, 470 


1, 181, 852, 000 


} 706, 802, 436 


248, 964, 534 
662, 540, 936 


471, 765, 861 
710, 086, 139 


PLANT AND EQUIPMENT 


Amounts available for obligation 


1953 actual 


1954 estimate 


Appropriation or estimate 

Transferred to “Access roads, act of Sept. 7, 1950, Bureau of 
Public Roads,”’ paragent to Public Law 784, approved Sept. 
12, 1950, and Public Law 149, approved July 27 


Adjusted appropriation or estimate 

Prior year balance available 

ey, transferred from “Operating expenses, Atomic En- 
Commission,”’ pursuant to Public Law 455, 82d Cong_- 

Rein ursements from non-Federal sources 


Total available for obligation 
Balance available in subsequent year 


Obligations incurred 


$166, 000, 000 


3, 311, 484, 675 
—606, 885, 576 


763, 285, 576 
—44, 390, 000 


2, 704, 599, 099 


718, 895, 576 


174, 190, 000 


Norte.—Reimbursements from non-Federal sources above are from the proceeds sale of personal property 


(40 U. 8. C. 481 (c)). 


$368, 615 
en 581,890,409 | 703, 748,219 | 785, 901, 061 
580 18, 704, 278 16, 405, 607 14, 560, 070 
47, 400 aaa cigs ip Sen etic 86, 224, 887 154, 567, 536 200, 067, 347 
597, 987 736, 000 733, 000 
309, 041 71, 150 118, 000 
186, 237 202, 879 206, 952 
Deduct charges for quarters and subsistence | 208 208 
----| | 284, 203 | 1, 236, 500, 000 
4 
O07 Other comtractual services... 626, 644 1, 588, 000 837, 000 
5,0 5,205 | 837,000 
Analysis of expenditures 
22, 213 
1953 actual | 1954estinate | 
50) 
500 
1, 765 | 960, 638, 673 | 1, 237, 337, 000 
— ; 1, 623, 179, 609 | 1, 947, 423, 139 
5, 
5, 000 
3, 827 
377 2 
3-7.9 
617 
146 $3,270,541,000 | | $129, 400, 000 
, 820 
| 3, 270, 541,000 | 156,000,000 | 129, 400, 000 
606, 885, 576 | 44, 390, 000 
570, 756 400, 000 400, 000 
153 | | 174.190. 000 
174, 190, 000 
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Obligations by activities 


1953 actual | 1954 estimate | 1955 estimate 
Obligations for facilities: 
Source and fissionable materials--..-.............-..---..- $2,591,599,499 | $550, 724, 253 $37, 920, 000 
42, 658, 346 83, 842, 133 35, 685, 000 
ee aS Sanne 32, 155, 209 42, 257, 551 43, 644, 000 
3, 223, 745 7, 184, 045 23, 594, 000 
Pn ceeatiesaeGhinahecks~sabeneuncnaceseceeeses 6, 387, 811 5, 298, 537 2, 603, 000 
Equipment not included in construction projects........-. , 403, 28, 712, 031 29, 814, 009 
2, 704, 028, 343 | 718, 495, 576 173, 790, 000 
Reimbursements from non-Federal sourees__..........-------- 570, 7: 400, 000 400, 
2, 704, 599,099 | 718, 895, 576 174, 190, 000 
Note.—Receipts from sale of certain plant and equipment items are netted against project costs. 
Obligations by objects 
Object classification 1953 actual | 1954 estimate | 1955 estimate 
ATOMIC ENERGY COMMISSION 
09 Equipment.-......-..-- $27, 974, 191 $29, 112, 031 $30, 214, 000 
10 ions and erica 2, 653, 852,668 | 621, 668, 271 110, 117, 671 
2, 681,826,859 | 650, 780,302 140, 331, 671 
ALLOCATION TO GENERAL SERVICES ADMINISTRATION 
ALLOCATION TO BUREAU OF PURLIC ROADS, DEPARTMENT OF 
COMMERCE 
Total number of permanent positions. 6 
Average number of all employees. 6 
Average salaries and grades: 
General schedule grades: 
01 Personal services: Permanent positions... $24, 559 
03 Transportation of 440 
04 Communieation 44 
07 Other contractual services 39, 949 
15 Taxes and 
ALLOCATION TO DEPARTMENT OF THE ARMY 
17, 428, 477 45, 061, 897 31, 401, 000 
ALLOCATION TO ENGINEERS, DEPARTMENT OF THE ARMY 
Total 1umber of permanent 44 44 
Average number of all employees_--_......-.....-.-.--...-- 42 42 42 
Average salaries and grades: 
General schedule grades: 
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Obligations by objects—Continued 


Object classification | 1953 actual | 1964 estimate | 1955 estimate 


ALLOCATION TO ENGINEERS, DEPARTMENT OF THE ARMY— 
continued 


01 Personal services: 
Permanent positions ‘ $: | $205, 212 
Regular pay in excess of 52-week base 773 | 788 


Total personal 
ravel 

Transportation of things. - 
Communication services____- 
Rents and utility services 
Printing and reproduction 
Other contractual services 
Supplies and 
Equipment... 
Lands and structures. 
Taxes and assessments 


1, 500, 000 
570 


2, 526, 234 | 5, O11, 431 1, 813, 329 


ALLOCATION TO CHEMICAL CORPS, DEPARTMENT OF THE ARMY 


08 Supplies and materials 


ALLOCATION TO ORDNANCE, DEPARTMENT OF THE ARMY 


07 Other contractual services , 235, 087 


ALLOCATION TO ORDNANCE, DEPARTMENT OF THE NAVY 


09 Equipment. 437, 686 505, 000 


ALLOCATION TO OFFICE OF NAVAL RESEARCH, DEPARTMENT 
OF THE NAVY 


07 Other contractual services. 178, 368 224, 632 


ALLOCATION TO BUREAU OF MINES, DEPARTMENT OF THE 
INTERIOR | 


Total number of permanent positions 
Average number of all employees_____- 


Average salaries and grades: 
General schedule grades: 
Average salary ..___- 
Average grade - 
Crafts, protective, and custodial grades: 
Average salary... 
Average grade. 
Ungraded positions: Average salary 


01 Personal services: 
Permanent 
Regular pay in excess of 52-week base....._.._...-__| 
Payment above basic rates... 


Total personal services 
Travel__ 
Transpor ‘tation of things_- 
Communication services___- 
Rents and utility services. 
Printing and reproduction 
Other contractual services 
Supplies and materials 
Equipment 
Refunds, awards, and indemnities.- 
Taxes and assessments... 


Obligations incurred 


1, 000 | 
5, 000 | 
4, 000 
O00 
), 000 a792 
ds 201, 847 | 206, 000 207, 000 
009 02 7, 892 | 7,237 | 4, 000 
), 000 4 1,175 | 621 | aw 200 
), 000 05 40, 155 | 1, 384 | 1,384 
— 06 75 | 4% 75 
), 000 07 98, 916 | 943, 276 100, 000 
08 108 | 100 
09 1, 064 99 
10 2, 174, 540 | | 
15 570 | 570 | 
late | 
000 | 
671 
3 $3, 124 | 
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Obligations by objects—Continued 


Object classification 1953 actual | 1954 estimate | 1955 estimate 
SUMMARY 

Total number of permanent positions.-.._...............--- 50 56 44 
Average number of all employees_-__-............-..-------- 48 51 42 

Average salaries and grades: 


Crafts, protective, grades: 
Average salary 


rage grade. 
Ungraded positions: “Average salary - 


01 Personal services: 
Regular pay in excess of 52-week base---...--------- 773 888 792 
Total personal services...............-.----------- 226, 406 246, 370 207, 000 
03 Transportation of things 10, 397 
04 Communication services - 1,219 786 200 
05 Rents and utility services... 40, 155 2, 164 1, 384 
06 Printing and reproduction... 97 85 75 
07 Other contractual services 1, 552, 320 1, 301, 828 100, 000 
883, 754 16, 924, 616 100 
2, 673, 455,685 | 670, 581, 726 143, 018, 671 
13 Refunds, awards, and 
OED 835 916 570 
2, 704, 599,099 | 718, 895, 576 174, 190, 000 
Analysis of expenditures 
1953 actual 1954 estimate | 1955 estimate 
Unliquidated obligations, start of year_._.._..._......--|_-...-----.----- $2, 417,806,911 | $1, 847, 807, 957 
Obligations transferred from “Operating expenses, 
Obligations incurred during the year_..._.._......--.--- , 704, 599, 099 718, 895, 576 174, 190, 000 
‘ 3, 445, 412, 726 | 3,136, 702,487 | 2, 021, 997, 957 
Deduct: 

Reimbursements... 570, 756 400, 000 400, 000 
Obligated balance carried to certified claims account. 
Unliquidated obligations, end of year__...--......-- 2, 417, 806,911 | 1,847, 807, 957 778, 449, 957 

1,027, 034,975 | 1, 288, 494, 530 1, 243, 148, 000 
Sopie are distributed as follows: 
t of current authorizations } 1, 027, 034, 975 { 70, 850, 000 65, 550, 
Out of prior authorizations........_- ih iti 1, 217, 644, 530 1, 177, 598, 000 
Mr. Puuuirs. The meeting will come to order. We have before us 


today the Chairman and members of the United States Atomic En- 
ergy Commission, who are to give us their budget requests for fiscal 


1955 and discuss them with us. 


We have pesent the Chairman, Mr. Lewis L. Strauss; Dr. Smyth, 
Mr. Zuckert, and Mr. Campbell, the Commissioners. Mr. Murray is 


unavoidably detained today. 


Mr. Campbell, this afternoon when we reconvene, we have a custom 
in this committee of asking the new Commissioners—and we will ask 
this of Mr. Nichols, too—to give us a thumbnail sketch of their back- 
grounds, so that we know something about the members of the Com- 


mission who come before us. 


4 


| $8): 8:8 


' 88 s Sis: 
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The Commissioners are accompanied by members of their staff, 
namely, Mr. Nichols, Mr. Cook, Mr. Price, Mr. Johnson, Brigadier 
General Fields, Mr. Hafstad, Mr. Johnson, Dr. Bugher, Mr. Bloch, 
Mr. Smith, Mr. Burrows, Mr. McCarthy, and Mr. Miller. Mr. Abba- 
dessa of the General Accounting Office is also present. 

Before we recess for lunch, I have two statements to make. The 
first is that in the interval before the committee went on record, the 
committee had been meeting here for several hours and has heard a 
complete and comprehensive statement involving many security items 
from the Chairman, who has now handed the reporter a statement 
from which the security items have been removed and which is au- 
thorized to go into the record. 

Also, in the general line of questioning which has to do with the 
budget, I want to express the appreciation of the committee for the 
cooperation, Mr. Strauss, of all your people—Mr. McCarthy, Mr. Bur- 
rows and the others. The task force operation has been conducted on 
a cooperative basis that we appreciate and I think will get results. 

As Mr. Thomas indicated a while back, the Commission for 10 years 
has been under very great pressure. You have been compelled to 
build quickly ; time was of the essence and money was no object. We 
have at times, as I have often said when we broke down your costs of 
running cafeterias and cities, thought they were high and we were 
able to help you bring those down. Now I think you have come to 
the point where you can operate more cautiously, like all other agencies, 
on such matters as personnel, storage, and similar items. 

Mr. Srrauss. May I express the appreciation of the staff of the 
Commission for the cooperation we have had from the committee and 
its staff. It has not been a one-way street; they have been very 
cooperative. 

GENERAL STATEMENT 


Mr. Srravss. It isa pleasure to appear before your committee today 
to discuss the appropriation needs of the atomic wae program for 
i 


the fiseal year 1955. I believe that you know the other members of 
the Commission and most of the staff here today. During my pre- 
vious service as a Commissioner I had the pleasure of appearing 
several times before your committee at the time of appropriation 
hearings. Commissioner Campbell, who became a member of the 
Commission on July 27, 1953, is here for the first time. I believe you 
are all probably acquainted with Mr. Nichols, who is now the General 
Manager of the Commission. I might also mention that Mr. Cook, 
who is well known to you, has now been assigned new responsibilities 
as the Assistant General Manager for Manufacturing. Mr. Cook is 
carrying a dual role in that he is also the Acting Director of Pro- 
duction. We hope to fill that latter billet as soon as possible. 

The appropriations requested for the atomic energy program for the 
fiscal year 1955 total $1,342 million. Of this amount, $1,105,650,000 
represents the appropriation request for operating expenses and 
$236,350,000 is for plant and equipment. I should point out that these 
are the revised amounts which were transmitted to the Congress in 
the President’s letter of March 4, 1954, amending the previous budget 
submission to the Congress. 


ate 

4 
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AMENDMENT TO THE ORIGINAL ESTIMATES 


While the amendment to the estimates shows a reduction of $24 
million from the previous request, the facts are that our program has 
been increased as a result of a restudy by the Joint Chiefs of Staff 
of the Nation’s weapons requirements. At the time the President 
approved the recommendations of the Joint Chiefs on February 6, 
1954, he also authorized the Commission to amend the original budget 
request. This new program entails additional operating costs in the 
production and weapons programs as well as increases in plant and 
equipment. We carefully studied the impact of the new requirement 
on our original budget, and reviewed our current year financial pro- 
gram. As a result of this financial review these increases have been 
offset by the application of funds made available in fiscal year 1954 
and by revising the policy for forward financing. 


INCREASED REQUIREMENTS FOR OPERATIONS 


Let me now turn to the new amounts being requested. The projected 
operating costs for the fiscal year 1955 exceed by about 42 percent 
the amount of $888,552,000 estimated as our total program cost for the 
fiscal year 1954. Substantially all of the increase occurs as a result 
of increasing uranium procurement and expanding the production of 
weapons and weapon materials. Many new plants will come into 
operation for the first time during the next fiscal year. For many 
other plants which are starting up this year, fiscal year 1955 will be 
the first full year of operation. Because our new plants are more 
efficient and because we have been able to devise more efficient techni- 
= for operating our older plants, the average unit costs of producing 

ssionable materials have been steadily lowered. Remembering the 
security objectives which led this Nation to expand its plant capacity, 
we see that the yearly increases which have occurred in operating costs 
are in fact direct evidence that those objectives are being realized. 


PLANT EXPANSION 


For plant and equipment, obligations of $402,057,000 are estimated 
in fiseal year 1955, the greater part being required for the weapon 
program. Reductions totaling $165,707,000 in the previously antici- 
pated costs for projects authorized in prior years have bgen offset 
against this requirement, resulting in the appropriation request for 
$236,350,000. 

The new program requires that plant construction now under way 
be carried through to completion as expeditiously as possible. Most 
of our major construction projects are now well on the way to comple- 
tion, and all of them will be essential links in the production chain 
leading to both fission and thermonuclear weapons. The largest of 
these, the $1.5 billion plant at Savannah River, is now in its fourth 
year of construction. As you know, some facilities on the site have 

n placed in operation, and the first returns on this major investment 
are now being realized. The first gaseous diffusion plant at Paducah, 
Ky., is in operation, and units of the second plant are coming into 
production at scheduled intervals. Work on additional facilities at 
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Oak Ridge and Hanford is moving ahead rapidly, and the new gaseous 
diffusion plant at Portsmouth, Ohio, is taking shape after 16 months 
of construction activity. 


OFFSETS AND CARRYOVER 


I referred previously to the offsets we have made in arriving at the 
appropriation request. It has been Commission policy to exert con- 
stant pressure for economy. The appropriation of funds does not in 
our minds necessarily mean their expenditure if our program goals 
can be met for lesser amounts than anticipated. We have continued 
to study our current operations with a view to effecting any possible 
saving, large or small. Our review disclosed that the funds available 
for completing the construction of the gaseous diffusion plants at 
Paducah and Oak Ridge could be cut back $115.0 million. As another 
example, your committee was informed on November 10, 1953, of the 
cancellation of the Spoon River weapons facility in Illinois with a 
saving of $26.5 million. These and other but smaller amounts have 
been applied as offsets to our 1955 requirement. The greatest poten- 
tial savings In our program will always come from technical progress, 
and it was a technical advance which permitted us to cancel construe- 
tion of the Spoon River plant. However, we are equally pleased with 
some of our less spectacular savings. These include such measures 
as the consolidation of various operations under a single contractor 
at the National Reactor Testing Station and more effective use of a 
reduced number of security guards. Our managers in the field have 
been impressed with the importance of trimming the daily recurrent 
expenses, as well as that of accomplishing possibly larger, one-time 
savings. 

NATURE OF NEW MILITARY REQUIREMENTS 


Your committee is of course familiar with the general trend of our 
weapons development and stockpile growth over recent years. While 
the growth in the size of our weapon stockpile has been very great, 
the increasing variety and versatility of our atomic stockpile is prob- 
ably even more important. By developing a “family of weapons” 
we have been better able to adapt atomic weapons to a wide variety 
of target situations. These new designs make possible a much more 
efficient use of fissionable material. 

Paralleling this fission weapon development there has been in 
progress since 1950 a concerted development effort on thermonuclear 
weapons. Because thermonuclear systems require different materials, 
steps have been taken to expand our production of these materials 
and fissionable materials to meet military requirements established 
by the Joint Chiefs of Staff. 

Looking at these plans in the whole context of our national defense, 
it is not too much to say that reliance on atomic weapons is enablin 
the Nation to reduce the total financial requirements for pedional 
defense. The Joint Chiefs believe that full advantage should be 
taken of nuclear capabilities to insure that the United States main- 
tains its superiority. 

A preliminary comment should also be made concerning our re- 
search and development programs. Our estimates for reactor develop- 
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ment, physical research, and biology and medicine were prepared 
last summer under ground rules calling for strict economy. In pre- 
paring the recent amendment to our appropriation request, we have 
not permitted the question of operating requirements for these pro- 
grams to be reopened. In the meantime, however, the President has 
peppesed the broad outline of a plan for international cooperation 
in fields of research and development related to nonmilitary applica- 
tions of atomic energy. In addition, we have further clarified the 
steps which should be taken in the next few years for the development 
of civilian power reactors, essential spadework which by its nature 
must be performed under Commission auspices, to provide basic tech- 
nological information needed by industry before it can take over 
major responsibility for progress in the power reactor field. Our 
review of this whole situation leads to the conclusion that a more 
aggressive experimental reactor program is necessary, perhaps involv- 
ing larger appropriation requests for this work in 1956 and thereafter. 

As a consequence of both the President’s proposal and our review 
of the reactor program, we have found it necessary to include in the 
amended appropriation request one project for reactor development, 
a facility for fabrication of reactor fuel elements of an advanced type. 
To postpone this $1.5 million project until 1956 could seriously retard 
and embarrass our efforts to demonstrate leadership in the area of 
breeder-type reactors. 

An understanding of our resulting requirements can best be gained 
from looking at the major developments and plans for each of our 
budget programs. Our requirements for operating expenses are, of 
course, dominated by the production programs supporting the manu- 
facture of weapons, and these will be reviewed first. 


RAW MATERIALS 


While we take satisfaction in being able to report that our uranium 
raw materials supplies are in a period of rapid growth, even more 
rapid growth would be very desirable. In the years immediately 
ahead we are counting on a substantial increase in our uranium re- 
ceipts from both foreign and domestic sources. This increase is re- 
flected in our budget request by the sharp rise in raw material costs 
estimated for fiscal years 1955 and 1956. 

In the Commission’s early years we had one major source of ura- 
nium, the Shinkolobwe mine in Belgian Congo. Steps taken then 
to increase and diversify our supply are now bearing fruit. Perhaps 
the most striking success has been right here in the United States. 
Recent ore discoveries in our Western States insure that the steady 
growth we have witnessed to date in domestic uranium production 
can now become more rapid. With known ore available to support 
additional mills, we hope that the mining industry will move quickly 
to meet this challenge. Additional uranium means too much to the 
security of our Nation to be permitted to lie undeveloped. To enable 
the Commission to act directly, should this course be necessary, our 
request includes funds for construction of additional uranium ore 
processing mills in the United States. 

The special importance of developing domestic uranium sources 
lies in the fact that we might be cut off from our overseas sources in 
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anemergency. For this same reason we take a good deal of satisfac- 
tion in the improved outlook for Canadian production of uranium. 
Production from the enlarged plant at Great Bear Lake and the new 
mill at Beaverlodge should bring a sharp increase in deliveries during 
the next fiscal year. Within the past year discoveries have been 
ya ta could open up additional areas of uranium production in 
Canada. 

Despite the projected growth of North American sources, overseas 
sources are expected to continue to supply a substantial portion of 
our needs. While the Belgian Congo will remain a major source, 
a large amount of uranium concentrates will be produced in 1955 in 
the Union of South Africa, where several plants are already in oper- 
ation, recovering uranium as a by-product of gold mining opera- 
tions. Shipments to the United States from Australia and other 
sources will be made during the year on a much smaller scale than 
those from Africa. 


FISSIONABLE MATERIALS PROGRAM 


The growth in costs which is taking place in the fissionable ma- 
terials program is the direct result of the operation of the new plants 
which we are building. In fiscal year 1955 the rise in costs will be 
steeper than originally planned because of the extra work involved in 
meeting the revised weapon requirements. 

A special word should be said about our growth in output. By 
emphasizing the long strides we have taken toward achieving the goal 
rates of production established 2 years ago, we have perhaps not 
conveyed an adequate impression of certain other characteristics of 
the AEC industrial complex. 

Much of our production gain has come from more effective use of 
our plants. At Hanford we are not only continuing to operate the 
reactors beyond their original life expectancy but are also attaining 
a rate of production far higher than we dared believe was possible a 
few short yearsago. Similar gains may be possible at Savannah River, 
based on additional experience with these new reactors. Because 
process development work on such problems has paid off so hand- 
somely in the past, we have great confidence that many more of the 
present technical limitations on the performance of our reactors, 
cascades, and other plants can be successfully overcome. 


FLEXIBILITY OF PLANT 


A characteristic of our atomic energy industrial complex which very 
likely is not fully appreciated and understood is the degree of flexi- 
bility that has been built into the system. For security reasons I can- 
not, of course, touch on specific examples of flexibility in our produe- 
tion facilities, but I can mention at least some of the areas in which 
such advantages can be gained. 

First of all, we know that many materials other than plutonium 
can be produced in a reactor, and some of these reactor products, such 
as tritium and uranium 233, have direct application in atomic weapons. 
Although any one reactor may be more efficient in producing one 
material than another, it is technically possible to use the same re- 


| 
= 
\ 


2526 


actor to produce at the same time a number or any one of these many 
materials. This type of flexibility has been designed into our pro- 
duction reactors. 

OPERATIONAL FLEXIBILITY 


Other types of operational flexibility are available through the 
reuse of the same source material. Provided we have the proper 
processing facilities, natural uranium can be placed in a reactor to 
»roduce plutonium and then the depleted uranium can be enriched 
in gaseous diffusion plants by an amount sufficient to permit reuse in 
the reactor. 

The flexibility which we have gained throughout our production 
system by means of such techniques as these is a major asset, It 
has made possible prompt shifts in emphasis in production to meet 
new military requirements. To imply that the shifts now contem- 
plated for our production program can be made in fiscal year 1955 
without extra costs would be misleading. The design capacities for 
certain of our chemical separations plants were based on wholly 
different assumptions, so that here and there new plant capacity must 
be added and existing plants must be used for purposes other than 
those for which they were originally designed. The gratifying fact 
is that we are able to adapt our program and facilities so readily. 

The need for flexibility I have described in connection with the 
operation of our plants is in strong contrast with the rigid restrictions 
which now apply to what we can build. My reference is to the 
limitations on new construction imposed by our present appropriation 
language. To meet the problems which could so easily arise next 
year in our effort to expand capacity at crucial bottleneck points in 
our system, it is essential that we have greater flexibility in our 
authority to permit us to undertake whatever expansions and additions 
to our facilities as are actually required. e Commission urges 
that these restrictions on the initiation of new construction be modi- 
fied. In a few moments I will discuss this problem and our proposal 
for relief in somewhat more detail. 


WEAPONS 


The increased costs in our weapons program in fiscal year 1955 
are indicative of the Nation’s gree investment in nuclear energy 


as a deterrent to aggression and, if need be, as a major element in our 
national defense. Neither should we overlook the tremendous asset 
of our weapons stockpile for nonmilitary uses. 

Most of the cost increases will be incurred in the production of 
additional new types in our family of atomic weapons. Costs for 
weapons research, development, and testing will remain about the same 
as in fiscal year 1954, but these activities will continue to have an 
indispensable role in the weapons program. The valuable information 
which we are learning from the test series now occurring in the 
Pacific area is a case in point. 


NEW PRODUCTION FACILITIES 


By far the greater part of our anticipated obligations in fiscal year 
1955 for plant and equipment is needed for the raw materials, fission- 
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able materials and weapons programs. The $13.5 million for raw 
material facilities is almost entirely to enable us to carry out necessary 
mill expansion in the West if private interests cannot do this job. 

Facilities for the fissionable materials program are estimated at 
$245.7 million, and most of this cost is directly related to the expansion 
of our capacity to produce special materials. The $34.8 million re- 
quested for construction projects in the weapons program are pri- 
marily for the construction of additional weapons production, storage, 
and laboratory facilities. 


RESEARCH AND DEVELOPMENT OPERATING PROGRAMS 


The operating requirements for our research and development pro- 
grams have remained relatively stable. Considering in total the re- 
actor development, physical research, and biology and medicine 
programs, the estimated operating costs of $156.1 million for fiscal 
year 1955 are virtually unchanged from the previous 2 years. To my 
mind these amounts are minimum. 


REACTOR DEVELOPMENT PROGRAM 


In the reactor development program, nearly half the operating cost 
is directly applicable to military reactors. The first land-based 
rototype submarine reactor has been operating in the Idaho Desert 
or nearly a year with results which are most gratifying. The first 
nuclear-powered submarine has been launched and a second is under 
construction. The prototype of the reactor which will power this 
second vessel is nearing completion near Schenectady. Our con- 
tractors are also exploring radically improved submarine reactor 
designs. 

While aircraft use of nuclear reactors is still some years away, we 
have reason to be encouraged that development efforts will be well 
repaid by ultimate success. 

he other broad area of reactor development we are concerned about 
is perfecting reactor designs to produce electric power economically. 
As you know, the President has recently proposed amending the 
Atomic Energy Act to permit industry to engage more actively, on a 
risk basis, in the development of economic nuclear power. These pro- 
posals indicate the direction in which the Commission would like to see 
the reactor development program grow. However, it would be a grave 
mistake, in view of the present state of the art, to assume that industry 
can yet carry more than a very small proportion of the immediate effort 
needed to move forward as rapidly as our national interests require. 
While it is important to enlist and train industry for work in this new 
field, and we are doing this in many ways, the Government has a major 
role to play for some years to come. The estimated costs for reactor 
development represent a conservative program. In future years they 
may well turn out to be too low. r 


1954 APPROPRIATION LANGUAGE 


Your committee’ support for this general point of view is evidenced 
by the authorization introduced into our appropriation legislation last 
summer under which we have been able to proceed with plans to con- 
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struct the pressurized water reactor. Under the specific authorization, 
$5 million is being obligated this year for construction of this reactor. 
We are requesting $35 million to complete the construction. Provision 
of $40 million as the total cost to be borne by the Government is based 
on the hope that portions of the project can be privately financed. 


CONSTRUCTION OF CIVILIAN POWER REACTOR 


Construction of this first full-scale civilian power reactor is certainly 
one of the most pressing objectives of our program today. The reac- 
tor promises to be a significant step forward in our rapidly developing 
technology. In the broader perspective, it will help us to assure our 
leadership among the nations of the world in developing nuclear ener 
as a source of useful power. Under the Commission’s present think- 
ing, the years after 1955 should see the start of several other power 
reactor projects, possibly one a year, depending on development prog- 
ress. All of us share the hope that under the legislation proposed by 
the President, private capital will attack our problems vigorously. 
We have encouraging indications to that effect. 


PHYSICAL RESEARCH PROGRAM 


The slight increase in physical research operating costs for fiscal 
year 1955 is largely attributable to operation of new particle accelera- 
tors and to a handful of new projects of exceptional urgency or 
promise. 

Other important work will continue in support of reactor develop- 
ment. The properties of various materials which enable one to pre- 
dict their nuclear behavior when used in a reactor represent one broad 
field of inquiry. Collecting the basic data for such determinations 
constitutes a major challenge to the skill and ingenuity of our sci- 
entists. Work in metallurgy also holds the key to many of our most 
serious reactor problems, as we seek materials which can withstand 
extreme conditions of temperature and neutron flux. 

Any standard established as an appropriate level for research effort 
is likely to be somewhat arbitrary. In earlier years we could say 
that our physical research program was limited by the availability 
of research equipment and qualified scientists. Today we must con- 
fess that our efforts are not keeping pace with the availability of men 
and ideas and the growing number of technical problems confront- 
ing us. 

BIOLOGY AND MEDICINE 


Biology and medicine operating costs in fiscal year 1955 are esti- 
mated as $27 million. Certain aspects of this research are in direct 
support of other atomic energy activities. For example, understand- 
ing the radioactive hazards associated with each plant operation is 
obviously essential to our everyday tasks. With the introduction of 
several new materials into our regular production operations, there is 
additional work to be done to insure continuation of the splendid 
safety records which we have established to date. 

While health and safety aspects are the backbone of the biology 
and medicine program, the special regard we entertain for this work 
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is perhaps based upon a more subtle consideration—an underlying 
faith that the use of atomic energy in the life sciences will some day 

roduce applications whose value will be incalculable in terms of 
increased satisfactions and the relief of human misery. The role of 
atomic energy in the war on cancer is a case in point. Our estimated 
cost of $2.9 million for this work in fiscal year 1955 is, of course, lim- 
ited to a few specific research projects. ‘These cancer research projects 
involve the use of unique atomic energy facilities. At Brookhaven, 
for instance, the experimental reactor has been used for irradiation 
of cancer patients. 

In the field of biology, the application of radiation to produce new 
varieties of crop plants is being explored. Many other ote ave- 
nues of research could be described. All indications are that the 
research efforts underway in AEC laboratories and supported in 
scores of universities and hospitals will continue to be productive of 
important knowledge. 


PLANT AND EQuIPMENT FOR RESEARCH AND DEVELOPMENT 


The major plant and equipment projects for the research and de- 
velopment programs relate to reactor development and physical re- 
search. The estimated obligations for reactor development facilities 
consist principally of three projects. Reference has already been 
made to the requirement for the pressurized water reactor and for a 
facility to fabricate a new type of fuel element. The other project 
will expand the capacity of the Idaho chemical processing plant. 


PARTICLE ACCELERATORS 


The largest single project for physical research is the new-type 
alternating focusing particle accelerator at Brookhaven National 
Laboratory. Work on this important instrument is starting in this 
fiscal year under the special 1954 appropriation language inserted last 
year. Many important months were gained as a result of your com- 
mittee’s wise action. The $17.5 million now requested will complete 
the financing, the total cost being $20.0 million. 

The other projects deserving mention are a research reactor and 
a Solid State Physics Building at Oak Ridge, and a multicurie fission 
products plant. 

Before moving on, it is appropriate to mention that during the 
current year two other actions were taken by the Commission under 
the special authority to undertake accelerator projects. 

You will probably recall our letters informing the committee that 
construction of two heavy-particle accelerators has been authorized, 
one at Yale University and the other at the University of California 
Radiation Laboratory. Each is estimated to cost $1.2 million. 


COMMUNITY 


The remaining categories into which our appropriation request has 
been divided are concerned with administrative and supporting activi- 
ties. Iam glad to report that for the first time our estimates for com- 
munity operation show revenues to the Government in excess of op- 
erating costs. This does not allow for interest on the sums which the 
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Government has invested, nor for amortization, so that in a proper 
business sense, these revenues will not be a net item but they will mean 
a reduction in our expenditures and an offset against other require- 
ments. 

In this connection I should also mention that we hope shortly to 
find a solution to the problem of disposing of the communities of 
Oak Ridge and Richland. We seek to become free of the burdensome 
responsibilities that go with the role of landlord for these two towns. 
It will be necessary in doing so to protect the Government’s interest, 
as well as to assure that the people who work in our plants will be 
content to live in these places. Saaialetion will be required to effec- 
tuate whatever plan is decided to be most advanatgeous so that the pro- 
posal will have no effect upon our fiscal year 1955 requirements in any 
event. 

At Los Alamos disposal does not offer a practical solution to our 
problems, and existing arrangements are being continued. The needs 
and success of our weapons research and development must continue 
to control our plans for that community. To meet minimum needs 
for the housing of laboratory personnel, we have no satisfactory 
alternative except to continue the housing program at Los Alamos. 


PROGRAM DIRECTION AND ADMINISTRATION 


Under the designation of program direction and administration 
we provide for most of the salaries of AEC personnel and their 
related expenses such as travel, office supplies, and the like. Despite 
the increasing scope and variety of our program next year, we are 
proposing to go along with about the same number of AEC people 
for overall direction and administration. To do so will require some 
readjustments in present assignments, but we are hopeful that all nec- 
essary functions can be performed. 

Because the Commission has to my mind wisely elected to carry 
out most of its activities through contractors, possibly there remains 
some doubt about the importance of the role remaining for our own 
AEC staff. Planning, coordinating, and supervising are much abused 
words, but these functions must be performed for activities which 
extend to remote corners of the world. Within our continental 
borders, AEC research activities probably reach into every State, and 
we have important production or weapon installations in about half 
the States. Hiring contractors to operate these installations still 
leaves a tremendous top-level job of planning, coordinating, and su- 
pervising for the AEC staff. 

A more difficult question is the extent to which AEC personnel 
need be concerned about matters which have been delegated to a con- 
tractor. In practice, having turned over a production plant to the 
contractor, we establish technical liaison with that contractor through 
AEC personnel whose function is not so much to supervise as to pro- 
vide a channel for technical communication and direction. There 
must also be technical evaluation of the contractor’s performance. 
Not to provide for these functions would obviously be an abdication 
of AEC responsibility. 

Neither can AEC entirely divest itself of financial responsibility 
for a contractor’s operations. Our principal contractors’ accounting 
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systems for AEC projects are integrated into our own, much as the 
accounting systems of subsidiary and parent corporations. ‘There 
remains, however, a minimum of accounting and auditing to be per- 
formed by AEC if we are to assemble comprehensive financial data 
and at the same time assure ourselves that irregularities do not occur 
and that proper internal financial controls exist at the contractor 
level. 

Similarly, the AEC must concern itself with the adequacy of each 
contractor's security procedures. Lack of Government direction in 
this area would invite trouble. 

Generally speaking, AEC contracts require the contractor to adhere 
to various procedural standards, many of which are peculiar to Gov- 
ernment and arise from statutory requirements or policies established 
for the entire executive branch. The safeguards surrounding com- 
petitive bidding and the award of subcontracts are of this type. Our 
contracts often specify, for example, that subcontracts exceeding 
a given amount must be approved by the AEC. Taken altogether, 
the workload involved in administering such provisions represents 
a substantial burden which is unavaidable if Government interests 
are to be properly protected. 

Finally, the workload of AEC personnel includes the supervision 
of construction. Construction expenditures next year will exceed 
$1 billion for the fourth consecutive year. 

I sincerely believe that to provide any less than the amount re- 
quested for program direction and administration might impair our 
ability to perform the crucial tasks which now confront us. 


SECURITY INVESTIGATIONS 


The cost of security investigations which must be performed for 
AEC by the Civil Service Commission and the Federal Bureau of 
Investigation is strongly influenced by the volume of construction 
to be performed and the operation of new production facilities. The 
ionnatie of cleared personnel among projects and the reinstatement 
of previously sented personnel has permitted us to reduce the number 
of security investigations we expected this year. The cost of investi- 
gations required next year is expected to be still lower. 


REMAINDER OF APPROPRIATION REQUEST 


The remainder of our appropriation request is concerned with 
necessary increases in inventories and in working capital, and with 
procurement of various types of equipment not related to construc- 
tion projects. These changes are a direct consequence of the program 
activities we have discussed. 


APPROPRIATION LANGUAGE 


Most of the proposed changes in appropriation language are prob- 
ably noncontroversial. We should like to think that all of them are: 
The need for changes in the provisions governing the initiation of 
aaa projects is perhaps not as fully understood as we should 

e. 
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We propose deletion of the proviso which prohibits the construction 
of any building or other specific portion or unit of a project unless 
funds are available for its completion. Elimination of this language 
would remove any doubt as to the Commission’s authority to complete 
projects, the cost estimates for which at the time of their start are 
within the funds available. 

We also seek amendment to the prohibition against construction of 
any facility not included as a line item in our budget presentation. 
Here I must again emphasize our need for flexibility. The flexibility 
we now have in planning the operation of existing plants is a price- 
less asset, but it is not enough. The particular facilities proposed in 
our budget justifications are based on assumptions about the results 
of the current weapons tests. While they are probably good assump- 
tions, we should have latitude, within the appropriation total, to build 
the specific facilities necessary to meet the developing military re- 
quirements. 

The second part of the proposed amendment would make the pro- 
hibition inapplicable to deesviinen extensions or improvements of 
technical facilities not involving construction of a new building cost- 
ing more than $100,000. Here again we are seeking flexibility to insure 
that billions of dollars worth of technical facilities can be kept in 
modernized, efficient operating condition and be promptly adapted 
to meet changing requirements or to take advantage of technical prog- 
ress. I cannot believe that Congress ever expected that the need 
for alterations in plant or research equipment could always be spe- 
cifically identified for a future period of a year and a half. 


RENTAL OF BUILDING IN WASHINGTON 


The final matter I_ want to touch upon is the additional langua 
which would authorize the Commission to rent office space in the 
District of Columbia. The problem of adequate office space for the 
Washington headquarters staff is one which I have seen develop 
over the years. 

Today we find our Washington staff in three buildings. To operate 
in this manner is costing us many extra thousands of dollars. How- 
ever, even more important considerations are involved. In the first 

lace, the necessary movement of highly sensitive documents between 
Selhiinne invites security irregularities and risks. I am not aware 
that any security infractions are taking place, but no matter how care- 
fully the prescribed procedures may be followed, a safer arrangement 
would be to eliminate the need for transmitting classified information 
between buildings. 

All the usual disadvantages found in physically separated office 
quarters are enormously aggravated by the security problem. To 
avoid the inconveniences involved in communicating classified infor- 
mation between buildings, we fail to make the most effective use of 
our staff. While a great deal of necessary business can be transacted 
between buildings by telephone, the telephone is also an invitation to 
security violations. 

The security and wise direction of the atomic energy program are 
too important to risk by perpetuation of built-in security traps and 
inefficiency. The requested language would open the way for a solu- 
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tion of our space problem through rental of adequate quarters in a 
single building. 
ow, Mr. Chairman, I should like to sug. that the more detailed 
presentation of our estimates be continued by the general manager. 
Mr. Jonas. Before we take up the budget items, we would like to 
have the background biographical material which Mr. Phillips re- 
quested of General Nichols and Mr. Campbell. 


BACKGROUND OF COMMISSIONER CAMPBELL 


Mr. Campsety. I was born in New York City, N. Y., on March 
25, 1900. 

I received my education in Public School 132, Manhattan, N. Y., 
September 1905 to February 1914; at Townsend Harris Hall, Man- 
hattan, N. Y., from February 1914 to February 1917; at Columbia 
College, Columbia University, New York, N. Y., from September 
1919 to June 1924. Certified Public Accountant in New York and 
Connecticut. 

My business and professional history is as follows: February 1917 
to August 1918, Continental Insurance Co., New York, N. Y.; Jan- 
uary 1919 to March 1919, Liberty Loan drive; April 1919 to Sep- 
tember 1919, William H. Goadby & Co., stockbrokers, New York, 
N. Y.; September 1919 to June 1921, Riverdale Country School, 
teaching, New York, N. Y.; June 1924 to January 1927, Lingley 
Baird & Dixon, accountants and auditors, New York; January 1925 
to January 1927, assistant treasurer of Columbia University Press; 
January 1927 to June 1929, controJler of Valentine & Co., paints and 
varnishes; July 1929 to February 1931, controller of Valspar Corp., 
paints and varnishes; March 193] to June 1933, R. T. Lingley & Co., 
accountants and auditors, successor to Lingley, Baird & Dixon, New 
York, N. Y.; July 1933 to May 1941, Joseph Campbell & Co., certi- 
fied public accountants, New York, N. Y., trustees of Columbia Uni- 
versity, New York, N. Y.; May 1941 to March 1949, assistant treas- 
urer; March 1949 to date (on leave since July 27, ate treasurer ; 
June 1949 to date (on leave since July 27, 1953) vice president. From 
May 1941 to June 1951, vice president and director of Lincoln Build- 
ing Corp., New York, N. Y.; May 1941 to June 1946, vice president 
and director, McComb Estates Corp., New York, N. Y.; 1941 to date, 
trustee of Central Savings Bank, New York, N. Y.; 1941 to date, 
director of American Re-Insurance Co., New York, N. Y.; 1950 to 
date, Teachers Insurance & Annuity Association, New York, N. Y.; 
1946 to 1947, treasurer of Associated Universities, Inc., New York, 
N. Y.; 1950 to date, director, American Reserve Insurance Co., New 
York, N. Y. 

I served in the United States Army from September to December of 
1918 as private, first class, and acting sergeant; was appointed to 
Artillery Officers’ Training School, Camp Zachary Taylor, Ky.; honor- 
ably discharged. 

Was nominated for appointment as a member of the United States 


Atomic Energy Commission J uly 14, 1953; confirmed by the Senate 


July 21, 1953, and took oath of office July 27, 1953. ' 
Am a trustee of the House of the Holy Comforter and the Manhat- 
tanville Neighborhood Center: treasurer and director, Morningside 
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Heights, Inc., and Morningside Heights Housing Corp. ; and president 
and director of Remedco Corp. 

In 1946 was Chairman, Negotiating Committee, BNL Contracts, 
Manhattan Engineer District ; 1952, Committee on Nonprofit Research 
Contracts, Department of Defense; 1952-53, Commission on Special 
Pays (Armed Services), Department of Defense; and from 1941 to 
1953 was Chief, Financial and Business Administration of Research, 
Development and Training Contract. between Columbia University 
and Government agencies, OSRD, MED, and DOD. 

Am a member of the Connecticut State Society of Certified Public 
Accountants; American Institute of Accountants, New York State; 
committee on education of the Chamber of Commerce; Fifth Avenue 
Association, New York, N. Y.; finance and building committees of the 
American Institute of Physics, Inc., and the Real Estate Board of 
New York. 

Mr. Jonas. Is this your first service with the Government? 

Mr. Campsety. This is my first service with the Government. 

Mr. Jonas. Now, General, we would like to have similar information 
from you. 


BACKGROUND OF MR. NICHOLS, GENERAL MANAGER 


Mr. Nicuors. Born in Cleveland, Ohio, in 1907; entered West Point 
in 1925 under an appointment from Representative Theodore E. Bur- 
ton (now deceased) of the 22d Ohio Congressional District and was 
graduated 5th in the class of 1929. 

Reported to Fort Humphreys (now Fort Belvoir), Va., September 
13, 1929, as a second lieutenant and in October of that year was 
assigned to the United States Army Engineer Battalion in Nicaragua 
for survey work on the proposed Nicaraguan Interoceanic Canal. 
While there was awarded the Nicaraguan Medal of Merit for work 
done after the Managua earthquake in March of 1931. 

Attended Cornell University from July 1931 to June 1932, when 
I received the degree of civil engineer. After a 3-month tour of duty 
at the United States Waterways experiment station at Vicksburg, 
Miss., returned to Cornell, receiving the degree of master of civil 
engineering in June of 1933. Returned to Vicksburg as assistant 
director of the experiment station until August 1934. This station 
was engaged primarily on experimental work in conjunction with 
river and harbor responsibility of the Corps of Engineers. 

On orders from the War Department, then attended the Technische 
Hochschule, Charlottenburg, Berlin, Germany, under a fellowship 
of the Institute of International Education established for the purpose 
of studying European hydraulic research methods. There followed 
successive tours of duty at Vicksburg, State University of Iowa, where 
I received a doctor of philosophy degree in hydraulic engineering ; 
Fort Belvoir and West Point, where I served 4 years as an instructor 
= .- Department of Civil and Military Engineering at the Military 

cademy. 

After leaving the Academy in 1941, served as Area Engineer in 
charge of construction of the Rome Air Depot, Rome, N. Y., and the 
Pennsylvanfia Ordnance Works at Williamsport. 

Scheduled for duty with troops in July 1942 was selected for assign- 
ment instead to a special Corps of Engineers organization set up on 
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order of President Roosevelt in the summer of 1942 for developing 
and producing the atomic bomb. This project later became known 
as the Manhattan Engineer District, and I was assigned as deputy 
to Brig. Gen. (then Col.) J.C. Marshall, who was the district engineer 
at that time. Succeeded Colonel Marshall as district engineer in 
August of 1943, reporting directly to Lt. Gen. (then Brig. Gen.) Leslie 
R. Groves in Washington. In this capacity had supervision of the 
research and development connected with and the design, construction, 
and operation of all plants required for the production of plutonium 
and uranium 235, including the construction of the towns of Oak 
Ridge, Tenn., and Richland, Wash. Office at Oak Ridge became the 
administrative center of the wartime atomic energy activities. 

Continued to serve with the Manhattan District until the respon- 
sibilities for atomic energy were turned over to the Atomic Energy 
Commission in January of 1947. At that time was appointed pro- 
fessor of mechanics at the United States Military Academy at West 
Point, N.Y. Although this was intended to be a permanent appoint- 
ment, the pressure of atomic energy work first required my utilization 
as a consultant to the United States delegation to the United Nations 
Atomic Energy Commission, to the Military Liaison Committee, and 
to Senator B. B. Hickenlooper, then chairman of the Joint Con- 
gressional Committee for Atomic Energy. Early in 1948, with the 
increase in international tension, was relieved from duty at West 
Point, promoted to the grade of major general, and assigned as chief 
of the Armed Forces special weapons project. The Armed Forces 
special weapons project is a joint Army-Navy-Air Force command 
charged with atomic weapon logistical and training responsibilities. 
Served as chief of this project from 1948 until January 1951. Dur- 
ing the same period was Deputy Director for Atomic Energy Mat- 
ters, Plans and Operations Division of the General Staff, United 
States Army, and was senior Army member of the Military Liaison 
Committee to the Atomic Energy Commission. 

In the fall of 1950, when Mr. K. T. Keller was appointed Director 
of Guided Missiles, Mr. Keller asked for my assignment as his dep- 
uty. Served as Deputy Director of Guided Missiles and was the prin- 
cipal assistant to Mr. Keller in discharging his responsibilities for 
advising and assisting the Secretary of Defense in the research and 
development and production of Army, Navy and Air Force guided 
missiles. Continued with Mr. Keller until the completion of my 
assignment which was announced on September 18, 1953. 

In January 1952 the Army reorganized its research and develop- 
ment activities for the purpose of attaining a more aggressive pro- 
ge in research and development. The Chief of Research and 

velopment was raised from a subordinate general staff level to 
the level of the Office of the Chief of Staff, including direct contact 
with the Secretary of the Army. At the time, I was appointed Chief 
of Research and Development in addition to my other duties as 
Deputy Director of Guided Missiles. 

On November 1, 1953, was appointed General Manager for the 
United States Atomic Energy Commission. In order to accept this 
appointment, arrangements were made with the Department.of the 
Army to permit my retirement, based on determination that my serv- 
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ices would be of greatest value to the country in this capacity. This 
determination was concurred in by the Secretary of Defense. 

Promoted to first lieutenant, United States Army in 1934 and to 
captain, United States Army in 1939, was advanced to major, Corps 
of Engineers, Army of the United States (tempora in 1941, to 
lieutenant colonel, ieee of Engineers, Army of the United States, 
in 1942, to colonel, Corps of Engineers, Army of the United States, 
in 1943, and to ilaedier general, Army of the United States, in 
January 1946. Under the postcombat readjustment of grades of 
high-ranking officers, I reverted to a coloneley in June of 1946 and 
remained a colonel until promoted to temporary major general in 
April of 1948. Was retired as a major general October 31, 1953. 

n addition to the Nicaraguan Medal, have received the Distin- 
ished Service Medal and the Most Excellent Order of the British 
mpire, Degree of Commander. 
r. Jonas. Now, General, suppose we take up the discussion of the 
items. 

Mr. Nicnots. Mr. Chairman, I have no prepared statement but I 
will go through the budget books and will refer to the page number 
about which a talking. There will be times when I will go off the 
record in order to have continuity and to cover what remains classified. 


Amount OF APPROPRIATION REQUEST 


If you will turn to page 1 of the large book, this page and page 2 
may be inserted in the record. 

Mr. Jonas. That is Book 1, Operating Budget? 

Mr. Nicuots. That is Book 1, Operating Budget. 

(The justifications are as follows :) 


Bupeet EstTiMATEs For Fiscat YEAR 1955 


GENERAL STATEMENT 


Appropriation Requested 
The estimate provides for appropriations for the fiscal year 1955 for the 
atomic energy program of $1,342 million of which $1,105,650,000 is for operating 
expenses and $236,350,000 is for plant and equipment. The following table 
shows amounts appropriated for the atomic energy program since its inception 
and the 1955 estimate. 
{In millions] 


1950 


Salaries and expenses 
Operating expenses ___ 
Plant and 
Om to liquidate contract author- 


7 | 702.9 | 2,082.1 1, 6085.9 | 4,124.6) 1,087.8 


1 Includes funds appropriated to the War Department and other Federal Agencies for the atomi. energy 
program. 


The increase in 1955 over 1954 in appropriations required for operating ex- 
penses is related to the cost of operating additional plants authorized in prior 
years and expanded source and fissionable materials and weapons programs. 

The increase in appropriations for plant and equipment is due primarily to 
additional requirements for production facilities. 


| 

1952 1953 1954 | 1955 

Pears | actual | actual | actual | actual | actual | estimate 

1 $3, 638.7 | $702.9 | $2,082.1 | $1,608.9 

$7071 | $901.8 | $1,1087 
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Comparison of Estimated Expenditures: 


It is estimated that for operating expenses, expenditures will increase in 1955 
in line with the increase in costs related to the operation of the additional and 
expanded facilities authorized in prior years and requested for 1955. 

Expenditures for plant and equipment in 1955 will continue at a rate which is 
much higher than the amount of appropriations requested because of the 
liquidation of obligations for the plant construction incurred in prior years. 

The following table shows a comparison of expenditures for the fiscal years 
1950 to 1955, inclusive : 


{In millions] 
1950 1951 | 1952 | 1953 | 1954 
actual actual actual actual estimate | estimate 


$279.8 | $416.1 | $565.5 | $706.9] $869.0 $1,274.3 
270. 480. 6 1,104.4 1,084.0 1,256.0 | 1,300.7 


| 550.2 | 806.7 | 1, 669.9 1,790.9 | 2,125.0 | 2,575.0 


Mr. Nicuots. We are asking for a total appropriation of $1,342 
million, of which $1,105.7 million is for operating expenses, and 
$236.3 million is for plant and equipment. 

Mr. Jonas. That compares with $1,057.8 million in 1954? 

Mr. Nicunots. That is right. Now I would like to show you a chart. 
This chart [exhibiting] shows the trend of our appropriations and 
expenditures since 1951. As you will notice, the top ites covers actual 
and estimated expenditures and you will see we will hit the peak in 
fiseal 1955. 

The construction of plant and equipment is the green line. You 
will see it peaks in 1955; then there is a rapid drop through 1958, 
whereas the operating expenses have been actually increasing due to 
the additional plant and equipment. These are actual expenditures. 
The operating expenses have been actually increasing and will con- 
tinue to increase as new plants become available, through 1958. 

Mr. Jonas. The chart does not show the peak in plant and equipment 
in 1953. 

Mr. Nicuots. This is the actual expenditures. The peak in 1953 
was in our budget appropriations. This is actually the way the 
money is appropriated, with the big peak in 1953. Then, as you see, 
the appropriations for plant and equipment are decreasing a little in 
1955, but the operating appropriation is increasing. 

Mr. Jonas. I supppose you have money in the pipeline ? 

Mr. Nicuots. We have money in the pipeline, and when you get 
to the obligations, the most of the construction projects are 2-, 3-, and 
4-year projects. 

The main reason I wanted to show this chart was to show how, as 
we get new plants coming in, our operating expenses will continue 
to increase. But these are the actual expenditures. 

The next chart [exhibiting] shows the plant as it has been author- 
ized in total capital investment. The dark blue is what we have avail- 
able at the present time and the light blue is the plant that will 
become available as the result of the large appropriation in 1953 and 
shows approximately the rate at which it will become available. 

This was brought up just for background to show you how our 
plant is increasing and, as you can see, we have at the present time 


a 
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approximately half of the plant which will become available as a 
result of hohe c= appropriations and what we will get in fiseal 1955. 
Then, if you will turn to page 12 in this big book —— 
Mr. Jonas. Do you want that page inserted ? 


Oprratinc Expenses 


Mr. Nicnors. Yes. As a matter of fact, you can insert pages 18 
through 20 in the record. 


(The matter above referred to is as follows :) 
Summary or tHe AEC 
Obligational Authority related to obligations and expenditures 
(Excluding Trust Accounts) 


| 1954 estimate | 1955 estimate 


} 
. $1, 057, 781, 000 | $1, 342, 000, 000 

0 
658, 417, 092 201, 407, 000 


1, 588, 000 837, 000 
400, 000 400, 000 


General and special accounts (excluding working funds): 
Current appropriations: 
Presently available 


Unobligated balances availafle- 
Reimbursements from other Government agencies. 
Reimbursements from non-Federal sources. 


Contract authorization. - : 


Total available__ 1, 718, 186,092 | 1, 544, 644, 000 
Less: 


Transfers to other Government agencies. } 15, 298, 000 
Cash required to liquidate prior year contract authorization _- re 0 


Total available for obligation . 1, 702, 888, 092 | 

Less ae balance at end of year: 
To be carried forward in continuing accounts 201, 407, 000 0 

To lapse upon closing of accounts 0 0 


Total obligations incurred - 1, 501, 481, 092 1, 544, 644, 000 
Less coltections treated as deductions from expenditures 1, 988, 000 1, 237, 000 


Obligations outstanding at start of year... 3, 036, 300, 444 


Net obligations to be accounted for 
Less obligations outstanding at end of year_....._.._.--.-.------- 2. 2, 410, 793, 536 | 


Net expenditures, general and special accounts eodatng work- 
ing funds) . 
Working fund advances to other agencies: 
Unobligated balances available 


Net obligations for the year_... 
Obligations outstanding at start of year... 


Net obligations to be accounted for 
Less obligations outstanding at end of year_- 


Net expenditures, working 


Net expenditures, general and apnetat accounts, including working 
ds 2, 125, 000, 000 


APPROPRIATION FOR OPERATING EXPENSES 


Requested appropriation 

The appropriation of $1,105,650,000 requested for 1955 together with an esti- 
mated unobligated balance of $35,700,000 would provide total obligational author- 
ity of $1,141,350,000 for operating expenses. It is estimated that operating costs 
in that year will total $1,262,687,000, which will be offset in part by a net reduction 
of $121,337,000 in inventories, working capital, and unliquidated obligations. 


0 
~ 1, 543, 407, 000 
| 2,410, 793, 536 
3, 954, 200, 536 
1, 379, 200, 536 
2,008,152 0 
44, 047, 403 | 65, 083, 560 
65, 083, 560 65, 083, 560 
2,575,000, 000 
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The following table compares these estimated 1955 obligations with estimated 
1954 obligations and actual 1953 obligations : 


{In millions] 


} 
| 1953 actual 1954 estimate | 1955 estimate 


Operating costs. $712.6 | $888. 6 $1, 262. 7 
Other obligational requirements relating t to 0 operating expenses 49.8 34.0 —121. : 

Total obligations for operating 763.0 | 924. 2 | 1, 142, 2 


1 Amounts for work performed for other agencies are reimbursed and not included in the appropriation 
request. 


SUMMARY OF OPERATING PROGRAMS 


The operating activities carried on by the Commission and its contractors 
are grouped in terms of 5 major programs and 3 subsidiary or supporting pro- 
grams. There follows a brief analysis of the estimated costs to be incurred 
for each of these operating programs. 

Operating costs 

1. Source and fissionable materials program.—The operating costs for source 
and fissionable materials are estimated at $740.1 million in 1955, compared 
with estimated 1954 costs of $434.9 million and actual 1953 costs of $281 million. 
The production of source and fissionable materials begins with the exploration for 
and procurement of uranium ore and concentrates, which are refined into feed 
materials for gaseous diffusion plants or reactors. The fissionable isotope 
uranium—235 is extracted in existing and projected gaseous diffusion plants at 
Oak Ridge, Tenn.; Paducah, Ky.; and Portsmouth, Ohio. Plutonium is synthe- 
sized in the reactors now operating or under construction at Hanford, Wash., 
and Savannah River, 8. C. The amounts of these fissionable materials produced 
are the limiting factor in the production of atomic weapons. 

The substantially increased quantities of uranium concentrates to be procured 
in 1955 will include materials from such foreign sources as South Africa and 
Australia. Domestic production of uranium concentrates in Colorado and nearby 
States will continue to increase, as well as the recovery of byproduct uranium 
being undertaken by the domestic phosphate industry. 

As new facilities come into operation for the production of feed and fissionable 
materials, sharply increased output will be accompanied by lower unit processing 
costs. Development of new equipment and processes for each manufacturing step 
is aimed at still further increases in yield and improvements in the quality of 
products. 

2. Weapons program.—Operating costs for the weapons program are esti- 
mated at $320.9 million in 1955, compared with estimated 1954 costs of $253 
million and actual 1953 costs of $228 million. The weapons program includes 
the production of atomic weapons, the development, design, and testing of new 
Weapon types, and the maintenance of stockpiled weapons in a state of constant 
readiness. The number of scientific and technical personnel at the principal 
weapon development centers is being increased in order to enlarge the body of 
fundamental scientific knowledge related to the use of nuclear energy in weapons, 
Weapon testing will continue at the test sites in Nevada and the Pacifie islands, 
as developments may warrant. 

3. Reactor development program.—Operating costs for reactor development 
are estimated at $87.1 million in 1955, compared with estimated 1954 costs of 
$90 million and actual 1953 costs of $92.4 million. Increased emphasis is being 
placed on new reactor designs to advance the peacetime uses of atomic energy 
in the field of generation of electrical power. The objective is to achieve large- 
scale generation of electrical energy from atomic reactors comparable in cost 
to conventional generation. An important early step toward this objective was 
taken during 1953 when an experimental reactor confirmed the previous theoreti- 
eal predictions that “breeding’’ can occur; this reactor produced on a very 
small scale at least as much fissionable material as it consumed. Several 
groups of industrial concerns are engaged at their own expense in conducting 
studies of reactors for producing electricity which could be built and operated 
by private industry, and additional companies are planning to participate. It 
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is expected that such industrial participation will speed the achievement of 
large-scale economic power generation for reactors. 

New reactor designs are also being developed to propel naval vessels and 
military aircraft. Though oriented primarily toward military needs, this re- 
search also provides data for the peacetime uses of reactors. A land-based proto- 
type reactor for the propulsion of a submarine is now in operation. A second, 
of a different type, will be completed in 1955. Development of aircraft reactors 
will continue during 1955. 

Work on specific reactor designs constitutes about 75 percent of the scientific 
and technical effort in reactor development. The remainder covers advanced 
engineering and development, applicable to many reactor designs, on reactor 
materials and components, systems for heat transfer, shielding, and chemical 
processing; operation of the experimental facilities at the National Reactor 
Testing Station in Idaho, and conduct of a school of reactor technology for 
scientific and engineering personnel in both Government and industry. 

4. Physical research program.—Operating costs for phvsical research are esti- 
mated at $42 million in 1955, compared with estimated 1954 costs of $38.9 million 
and actual 1953 costs of $38.4 million. The physical research program consists 
of theoretical and experimental investigations in physics, chemistry, metallurgy, 
and mathematics required to support both the Commission’s immediate and longer 
range objectives for utilizing nuclear energy. In the satomic-energy program 
research plays a relatively more important role than in other industrial op- 
erations of comparable size. The phenomena dealt with are close to the fron- 
tiers of science. Unusual materials are employed, and their nuclear as well 
as their chemical and physical properties must be determined. The tem- 
peratures and radiation densities at which these materials are used are outside 
the range of previous experience in industrial technology. 

Research is carried on both by Commission laboratories and bv some 100 
universities and other independent institutes. In sunport of research activities, 
the nrogram provides several services including the distribution of radioisotopes, 
stable isotopes, and other controlled materials; and pile irradiations. 

5. Biology and medicine program.—Operating costs for biology and medicine 
are estimated at $27 million in 1955, compared with estimated costs of $26 million 
in 1954 and actual costs of $24.9 million in 1953. Primary emphasis in the biology 
and medicine program is directed to a variety of urgent problems in the protec- 
tion of civilian and military personnel from radiation and toxic hazards incident 
to atomic energy activities. Cancer research is directly supported in four AEC 
facilities uniquely equipped for experiments using radiation. Radiation and 
isotone tracer techniques are being applied to the study of plant physiology and 
the improvement of agricultural methods and crops. Technical guidance and 
standards are furnished for the safety and health aspects of atomic energy 
research, production, and weapon test activities, and a close advisory relation- 
ship is maintained with the Federal Civil Defense Administration. 

Research in medicine, biology, and biophysics is carried out in 16 major labo- 
ratories which are owned by or operated for the Commission, and by contract 
with more than 160 universities, colleges, and hospitals at which approximately 
375 research projects are supported. 

6. Community operations.—The Commission operates under contract the com- 
munities of Los Alamos, N. Mex.; Oak Ridge, Tenn.; and Richland, Wash. : and 
provides limited services elsewhere. Despite continuing population increases, the 
estimate for 1955 reflects an excess of $1.0 million in income over operating costs, 
compared with estimated 1954 net cost of $0.4 million and actual 1953 net costs 
of $1.8 million. 

7. Program direction and administration.—Under the general heading of pro- 
gram direction and administration are grouped together the salary costs and 
other expenses of Commission personnel engaged in general management, execu- 
tive direction, and technical sunervision of program operations: the negotiation 
and administration of contracts: and other related administrative activities. 
The corresnonding costs for Commission personnel engaged in nonadministrative 
activities directly related to a specific program are included in that program. as 
for example, personnel safeguarding fissionable material shipments or providing 
fire protection for a community. Expenses of personnel and travel of other Gov- 
ernment agencies doing work for the Commission under working fund advances 
are treated as contractual services, are not included in the AEC detail of per- 
sonal services and travel, and are not included in limitation amounts, 
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The Commission administers its widely scattered operations through the Wash- 
ington headquarters office, 10 operations offices, and 22 local area offices. Esti- 
mated costs of $35.7 million will be incurred in 1955 for program direction and 
administration, compared with estimated 1954 costs of $34.2 million and actual 
1953 costs of $34 million. These costs in 1955 would represent 2.8 percent of total 
operating costs, compared with an estimated 3.9 percent in 1954 and 4.8 percent 
in 1953. 

8. Security investigations —Estimated costs for security investigations in 1955 
are $10.9 million, compared with estimated 1954 costs of $11 million and actual 
1953 costs of $12.5 million. Under provisions of the Atomic Energy Act of 1946, 
as amended, persons to be employed on work involving access to restricted data 
are required to be cleared for security purposes based on investigations by the 
Civil Service Commission or the FBI. 


Other obligational requirements for operations 


In addition to the operating costs summarized above, obligational requirements 
are also affected by the following: 

1. Stores inventories must be increased by $5.8 million in 1955 to support the 
increased scale of operations. No change is estimated in 1954 while the actual 
increase in 1953 was $7.8 million. The total value of stores inventories at the 
end of 1955 will be $81.3 million. 

2. Special reactor materials being stockpiled for future use are expected to 
increase $0.5 million in 1955, compared with an estimated 1954 increase of $0.6 
million and an actual 1953 increase of $1.6 million. The total value of the 
special reactor materials inventories at the end of 1955 is expected to be $18.5 
million. 

8. Other special materials being stecked primarily for production operations 
are also expected to increase by $5.8 million in 1955. An increase of $2 million 
is expected in 1954 and in 1953 the increase was $0.5 million. The total value 
of other special materials inventories at the end of 1955 is expected to be $11.2 
million. 

4. Working capital advances to operating contractors are expected to decrease 
by $0.5 million in 1955. This change compares with an estimated decrease in 
1954 of $22.9 million and an actual 1953 decrease of $22.2 million. 

5. Unliquidated obligations for operations are expected to decrease by an 
estimated $133 million to a balance of $583.9 million. This latter amount is 
comparable to outstanding balances of $716.9 miilion as of June 30, 1954, and 
$662.5 million as of June 30, 1953. The decrease in 1955 is due primarily to a 
reduction in forward financing of contracts for the operation of the Commission’s 
major production plants and laboratories. 

6. Reimbursable work to be performed for other agencies is expected to be 
$0.8 million in 1955, compared with an estimated $1.6 million in 1954 and $0.6 
million in 1953. Although these reimbursable obligations increase the total ob- 
ligations to be incurred, they are offset by reimbursements in the same amount 
in arriving at the appropriation request. 


Comparative summary of appropriations and appropriation estimates 


Appropriation for 1954: Cash appropriation 
Less transfer to Department of the Navy__-____-----_-_--_-_ 5, 298, 000 

Total, aigasted appropriation... 886, 483, 000 


Increase, 1955 estimate over 1954___..__________________---_-__ 219, 167, 000 
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Comparative summary of obligations and appropriations 


1953 actual 


1954 estimate | 1955 estimate 


$763, 049, 092 


$924, 172, 203 


$1, 142, 187, 000 


Prior balance available: 

AEC books. 

Allocated working funds with other agencies 
Returned form other accounts 
Reimbursement from other Government agencies 
Reimbursements from non-Federal sources 
Comparative transfer from Department of the Navy 
Transfer from Federal Bureau of Investigation 


Plus 
Unobligated i balance reappropriated for subsequent year: 


Allocated funds with other agencies. 
Transfer to Department of the Navy 
Comparative transfer to: 

partment of the Navy 
Department of the 


67, 757, 304 
4, 810, 369 


0 
1, 300, 000 

0 


34, 08 
5, 298, 000 


0 
2, 066, 470 


35, 700, 
837, 


oc. 


891, 781, 000 


1, 105, 650, 000 


Obligational authority related to obligations and expenditures (excluding trust 


accounts) 


| 1954 estimate 


1955 estimate 


General and special accounts (excluding working funds): 
Current appropriations: 
Presently available 
Contract authorization ____- 
Unobligated balances available. 
Reimbursements from other Government agencies 
Reimbursements from non-Federal sources 


Total available 
Less: 
Transfers t> other Government agencies 
Cash required to liquidate prior year contract authorization _ __- 
Total avail ible for obligation 
Less unobligated balances at end of year: 
To be carried forwardin continuing accounts 
To lapse upon closing of 


Total obligations incurred 
Less collections treated as deductions from expenditures 


Net obligations for the year 
Obligations outstanding at start of year 


Net obligitions to be accounted for. 
Less obligations outstanding at end of year 


Net expenditures, general and special accounts (excluding working 
funds) 
Vorking fund advances to other agencies: 
Unobligated balances available 


Net obligations for the vear 
Obligations outstanding at start of 


Net obligations to be accounted for___- 
Less obligations outstanding at end of year 


Net expenditures, working funds......................-.--.--...-- 


and specia: accounts (including working | 


$891, 781, 
67, 757, 304 


$1, 105, 650, 


35, 700, 000 
837, 


961, 126, 304 
5, 298, 000 
0 


1, 142, 187, 000 


0 
0 


955, 828, 304 
35, 700, 000 
0 


1, 142, 187, 000 


0 
0 


920, 128, 304 
1, 588, 000 


1, 142, 187, 000 
837, 000 


918, 540, 304 
638, 447, 210 


1, 141, 350, 000 
687, 958, 044 


1, 556, 987, 514 


1, 829, 308, 044 
554, 959, 044 


869, 029, 470 


1, 274, 349, 000 


4, 810, 369 


4, 810, 369 
24, 093, 726 


28, 904, 095 


28, 904, 095 
0 


869, 029, 470 


Less: 
363, 930 0 
635, 806 000 
0 0 
oon 1, 300, 000 0 
PARAS 11, 854, 000 0 
-| 67,757,304 
| 
= 
| 
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Comparative summary of accrued operating costs by program reconciled to obligations 


1953 actual 1954 estimate | 1955 estimate 
Operating cos 
Source —_ pestenabie materials $281, 039, 542 $434, 945, 000 | $740, 142, 000 
ee oe ze 228, 022, 273 252, 999, 000 320, 926, 000 
Reactor development --..- Ss 92, 429, 087 90, 049, 000 | 87, 070, 000 
38, 401, 571 38, 900, 000 | 42, 000, 000 
EERE eee ee eee 24, 899, 806 26, 000, 000 | 27, 000, 000 
1, 266, 162 423, 000 —1, 048, 000 
P direction and 33, 957, 151 34, 236, 000 35, 740, 000 
Security investigations..............-.............. 12, 547, 537 11, 000, 000 10, 857, 000 
bo eee 712, 563, 129 888, 552, 000 1, 262, 687, 000 
Increase or decrease (—) in: 
inte dinnaduunkgedcutiednsvendsevsdsuanwe 9, 851, 597 2, 585, 000 12, 113, 000 
Working capital ie —22, 178, 441 —22, 874, 000 —451, 000 
Unliquidated obligations 62, 177, 001 54, 321, 203 — 132, 999, 000 
Subto Sea eee 762, 413, 286 922, 584, 203 1, 141, 350, 000 
obligations. 635, 806 1, 588, 000 837, 000 
Total obligations for operating expemses-...._-..-- 763, 049, 092 924, 172, 203 1, 142, 187, 000 


Comparative statement of obligations by object class 


| | Increase or 
} | decrease 
Object classification 1953 actual | 1954 estimate | 1955 estimate | (-) 1955 
| | | over 1954 
ATOMIC ENERGY COMMISSION | | 
Ol Personal $36, 185, $37, 853, 000 | $39,435,000 | $1, 582,000 
2, 564, 130 2, 841, 000 276, 870 
03 Transportation of ” 36 3, 811, 645 6, 099, 958 2, 288, 31: 
04 Communication 540, 2° 903, 929 3, 001, 559 
05 Rents and utility services 77, 20, 722,870 | 206, 238, 203 
06 Printing and reproduction 260, 188 305, 709 327, 635 
07 Other contractual services...................- 491, 446, 871 647, 661, 648 626, 308, 134 
Services performed by other | 18,631,782) 14,203,190) 13,666,770 
08 Supplies and materials. _....................- 81, 180,850 | 146, 275, 673 196, 031, 402 
11 Grants, subsidies, and contributions _-______- 597, 987 736, 000 733, 000 | 
13 Refunds, awards, and indemnities 308, 771 71, 000 118, 000 | 
15 Taxes and assessments..............-....--- 124, 582 | 152, 854 170, 112 
0 100, 000 | 100, 000 | 
Total AEC obligations. 701, 299,979 | 877,361,648 | 1, 095, 070, 863 | 217, 709, 215 
Total obligations under allocated working | | | 
funds with other agencies._.._........._. 61,749,113 | 46,810, 555 | 47, 116, 137 | 305, 582 


Grand total obligations. 763, 049,092 | 924, 172, 203 142, 187,000 218, @14, 797 


009 | 122 00¢ 108% od 
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AEC direct employment by operations office distributed between program direction 


and administration and other programs 


Estimate Estimate 
fiscal year fiscal year 
1954 1955 
NUMBER OF PERMANENT CIVILIAN POSITIONS RY OPERATIONS 
oF 

7, 487 7, 249 7,033 
Program direction and administration. -_.................--.- 5, 262 4, 980 4, 904 

direction and 
3, 830 3, 552 3, 471 
946, 922 922 
Savannah River 347 312 312 
121 121 134 
Washington headquarters and 1, 432 1, 428 1, 433 

Other programs: 

Field 2,179 2,211 2, 057 
299 338 366 
145 149 148 
ieee 47 49 49 
304 263 136 

Washington headquarters and extensions_..-.------...--- 46 58 72 

PERMANENT POSITIONS OCCUPIED OR TO PE OCCUPIED PY 
MILITARY PERSONNEL EXCLUDED FROM AR OVE 

82 86 85 
Program direction and administration...........--..-....-.--- 48 51 50 
Program direction and 4dministration: 

ashington headquarters and extensions... 33 36 | 36 

| 

One programs: | 
| 7 8 8 

Grand total number of military and civilian posi- | 
tions budgeted by The Atomic Energy Commission | 7, 569 7, 335 118 


EXPLANATION OF PROPOSED CHANGES IN APPROPRIATION LANGUAGE FOR OPERATING 


EXPENSES 


Changes proposed in the appropriation language for operating expenses for 


the fiscal year 1955 and the reasons therefore are as follows: 


1. Amendment providing for rental in the District of -Columbia.—This language 
would provide authority for the use of funds appropriated to the Atomic Energy 


Commission for rental of office building space in the District of Columbia. 


As 


of January 31, 1954, the Washington staff of the Commission will be housed in 
3 separate buildings, one of which is of permanent construction, and 2 of which 


are temporary buildings. 


The housing of the Commission staff in separate 


buildings results in inefficiency in operations, the waste of employee time spent 
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in transit between buildings, and duplicate costs of services for each building. 
Even more serious is the continued hazard to security by reason of the trans- 
portation of security documents between buildings. 

No Government space in a single building adequate to the Commission’s needs 
is now available. The Commission’s proposal to lease such space has the con- 
currence of the General Services Administration. We believe that space can 
be acquired that will meet these objectives. It is estimated that 260,000 square 
feet gross of space will be required. Although the cost of such space during 
fiscal year 1955 would be absorbed within the funds appropriated to the Com- 
mission, language authorizing such payments would be necessary. 

It is estimated, at this time, that the minimum identifiable savings from the 
consolidation of offices into a single building would amount to $300,000 annually 
and would be accomplished by the elimination of extra guards required at each 
building, shuttle mail service among the buildings, duplicate security protective 
devices required at each building, telephonic communication among the buildings, 
and other administrative services. Other savings for which a dollar amount 
would be difficult to compute would result from increased efficiency incident to 
occupancy of a single building. 

Lease arrangements for the rental of a headquarters building would be com- 
,pleted in conjunction with the General Services Administration. 

2. Amendment of dollar limitation on amount available for expenses of travel.— 
The change in this limitation is in line with the estimated requirements in fiscal 
year 1955 for expenses of travel as set forth in the detailed estimates. 

3. Amendment of dollar limitation on program direction and administration 
personnel.—The change in this limitation is in line with the estimated require- 
ments in fiscal year 1955 for program direction and administration personnel 
as set forth in the detailed estimates. 

4. Amendment in the provisions for reappropriation and use of unexpended 
balances.—The change provides for the reappropriation of prior year unex- 
pended balances as of June 30, 1954, as was done in the Appropriation Acts of 
1950 through 1954 to permit consolidation and simplification of accounting. 


Mr. Jonas. We are discussing now the items on page 12. 

Mr. Nicuors. Yes, in which we have broken down the operating ex- 
penses, in other words, the item of $1,141 million for the 1955 estimate. 

Mr. Jonas. That is before deducting reimbursables. 

Mr. Nicuots. Yes, sir. 

This chart also gives the breakdown between our different operating 
costs—source and fissionable materials, weapons, reactor development, 
physical research, biology and medicine, community, program direc- 
tion and administration and security investigations. I have also 
broken those down for your convenience in chart form. 

This next chart shows that the big increase is confined to 3 major 
programs—raw materials, fissionable materials, and weapons—and 
that these 3 items have been increasing due to plant expansion which 
was authorized in fiscal 1953, and the remaining items, reactor de- 
velopment, physical research, biology and medicine, and the others, 
have remained essentially at the same level. 

Mr. Jonas. Is the substantial increase in the items on that page 
over 1954 and 1953 due to an increase of cost, or an increase in amount? 

Mr. Nicuors. The unit costs generally are dropping. It is due 
entirely to the increased effort of taking advantage of increased raw 
materials that are available, and operating the plants that have become 
available and are becoming available as the result of the fisel 1953 
expansion program. 

will go into each of these items in greater detail and break them 
down and show where the increase comes. I want to point out that 
in the first two shown on page 12 the increase is due to expansion of 
our program. ‘The remaining items remain essentially the same. 

Mr. Yous. There is a minus item of $1,048,000. What is that? 
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Mr. Nicnorts. That is for “community” which shows for the first 
time, instead of the $423,000 which was spent in 1954, that we will 
actually have a return of revenues over expenses of $1,048,000. 

Mr. conaane This does not include all expenses such as interest 
on moneys invested by the Government and depreciation. 

Mr. Srravss. It is a net gain from expense money. 


PROJECTED COSTS 


Mr. Nicnors. Yes. The next chart shows ina slightly different way 
how these funds are being spent, and also predicting into the future 
what it will cost us to carry the operating end of our program after 
completion of the expansion program which is under way and that 
which we are requesting to be authorized. The bulk of this is due 
to the expansion which has already been authorized and is under way. 
Again it shows that everything except weapons and source and fission- 
able materials is remaining rohit a static and the increased funds * 
are going into those two major programs of figsionable material and 
weapons. 

AND EQuirpMent 


Just to cover the overall picture again, if you will turn to page 460 
of Book 2, we have the appropriation for plant and equipment listed. 
This page may go in the record. 

(The justifications are as follows: 


APPROPRIATION FOR PLANT AND EQUIPMENT 
REQUESTED APPROPKIATION 


An appropriation of $236,350,000 is required for plant and equipment in 1955. 

The following table compares the estimated 1955 obligations for plant and 
equipment with the estimated 1954 and actual 1953 obligations. Also compared 
are the requested 1955 appropriation and the actual appropriations in 1954 
and 1953: 


{In millions} 


| 
1953 actual 1954 estimate 1955 estimate 


| | 
Obligations for plant and equipment..._........_--.-- ee $2, 704.0 $597. 2 $402. 1 
Estimated unobligated balance available from 1954._.-____-___ | 0 165. 7 —165.7 
Unobligated balance available from 1953_ 606. 9 —606. 9 0 

Unobligated balance available from 1952: | 
AEC books. —33.6 0 0 
Allocated working funds with other 0 0 
Estimated transfer to Bureau of Public Roads__-.-...--..---- 0 10.0 0 
Appropriation for plant and 3, 270. 5 166.0 236. 4 


UNOBLIGATED BALANCE AVAILABLE FROM 1954 


Of the funds appropriated for 1954 a balance of $165,707,000 is expected to 
remain unobligated at the end of 1954 and be available for obligation in 1955. 
This amount represents savings, made possible by the elimination of certain 
facilities and reductions in the estimated cost of ether projects, offset in part 
by increases in the cost of certain production facilities. 


(Discussion off the record.) 

Mr. Nicuoxs. As you will notice, our 1955 estimate for obligations 
for plant and equipment is $402.1 million. However, we have avail- 
able from fiscal 1954 $165.7 million; therefore we are requesting the 
difference, which is $236.4 million. 
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Mr. Jonas. How do you reconcile that figure with the ones on page 


12? 
Mr. McCarrny. The ones on page 12 cover the operating appro- 
st priation. This is the plant and equipment appropriation. 
Mr. Jonas. So far, you do not have a table in your discussion with 
this information on it? 
Mr. McCarruy. On the operating side? 
Mr. Jonas. Yes. 
Mr. McCarrny. There is a similar table on the operating side, 

AY too. 
aa Mr. Srravss. It appears on sheet 1, the first page to which Mr. 
sf Nichols referred. You will find it in the far righthand column, the 
at second item. 

“ (Discussion off the record.) 

OreratinG Expenses 
ds 
id Mr. Jonas. Returning to page 12, it seems to me your increase in 

the first item “Source and fissionable materials” is disproportionate 
to the increase in the second item, weapons. How do you explain 
that ¢ 

60 Mr. Nicnors. That is generally because this thing flows from ore 
dd. to fissionable material to weapons. The biggest increase is in getting 

more fissionable materials available and the weapons increase, al- 
though it goes up slightly, goes up at a slower rate and lags behind 
: « little bit. You might say money spent for ore is not reflected 
in weapons until some years after it is spent. 
Mr. Jonas. Can you simplify it by saying the ore will show up 
as so many weapons 

nd Mr. Nicuots. No; it takes a long time after the material is pulled 
red out of the mine before it shows up in weapons. So that there is 
a lag. 

Mr. Srrauss. And the largest part of the weapons cost is the fis- 
th sionable material. 

ate 
— AND FisstonaBLE 
02. 1 
ag Mr. Nicnots. Now if you will turn to page 21, I can give you a 

; breakdown of this first major item in the operating expense, which 

0 is source and fissionable materials. As you noted on page 12, it in- 

ots creased in fiscal 1955 to $740,142,000 as compared to $434,945,000 in 

36.4 tiseal 1954. The increase is due entirely to the expanded program—in 

a other words, acquiring more ore and operating new plants that 
come in. 

mm The money is spent for ores and concentrates both from foreign 
5. and domestic sources and for operating the cascades and plutonium 
ain ; plants, and this material is used for weapons and also in reactor 
art development and for research. It covers the operations of the facili- 

ties of Oak Ridge, Tenn.: Paducah, Ky.; Portsmouth, Ohio; Han- 

ford, Wash.; and the Savannah River facility in South Carolina. It 

ns also covers the cost of certain materials other than uranium ‘and 
sil plutonium that are needed from time to time. 


he (Diseussion off the record.) 


2549 
st. 


2550 


Mr. Nicnors. I would like to point out that one of the limiting 
factors of domestic production in the Far West is not the uranium- 
bearing ore, but the capacity of mills which process this ore and ex- 
tract the uranium oxide. As a result of the expansion effort and 
incentives to miners, a number of very large ore bodies have been 
discovered. We also believe additional large bodies will be discov- 
ered in the next few years and, as a result, we have an immediate 
and pressing need for new mills and the expansion of existing mills. 
We have put in the budget $13.5 million for this purpose. 

(Discussion off the record.) 

Mr. Nicuors. On page 33, we have summarized the operating cost 
of fissionable materials program. This program involves the man- 
agement and operation of our production plants. It is the largest 
effort of the Atomic Energy Commission. At the completion of our 
current expansion program, we will have a capital investment of 
approximately $6 million in these production plants. 


COMMISSION POLICY OF CONTRACTING WITH PRIVATE INDUSTRY 


The Commission’s policy has been and will continue to be to con- 
tract with private industrial organizations for the operation of this 
huge industrial complex—Carbide & Carbon Chemical Corp., Good- 
year Tire & Rubber Co., General Electric Co., du Pont Co., Mallen- 
krodt Chemical Works, National Lead Co., Hooker Electrical Co., 
Monsanto Chemical, and others, that are directly or through subsidi- 
aries operating our gaseous diffusion plants, plutonium plants and 
the chain feed material plants. 
_ Mr. Puturrs. Do we presently have contracts with everyone you 
just named ? 

Mr. Nicnuots. We presently have contracts with every one I read. 


ELECTRIC POWER REQUIREMENTS 


Before going off the record, I would like to point out that one of 
our largest cost items of producing fissionable material is the cost 
of the enormous electric power requirements of the gaseous diffusion 
plants located at Oak Ridge, Paducah, and Portsmouth. When our 
program of construction is completed, those 3 plants will consume 
power sufficient to meet the combind requirements of the 9 cities 
of New York, Chicago, Philadelphia, Cleveland, Pittsburgh, Detroit, 
Los Angeles, San Francisco, a Houston, Tex. Putting it a little 
differently, the power consumed by the Oak Ridge plant alone will 
more than meet the needs of the entire State of Texas; the Paducah 
plant would more than meet the needs of the State of Michigan, and 
the Portsmouth plant would meet the needs of the States of Con- 
necticut, Georgia, and Ohio. 

(Discussion off the record.) 


FISSIONABLE MATERIALS FACILITIES 


Mr. Nicuots. I will now turn to page 474. You will find there 
a summary of the plant and equipment that is required for our 


expanded program. 
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Our estimate totals $245,715,000. This is a sharp decrease for plant 
construction in 1953 and 1954. 

Mr. Puitiirs. They are probably not comparable figures. Those 
figures merely represent the amounts spent in 1 year. 

Mr. Nicuots. Mr. Chairman, I would like to have inserted in the 
record at this point pages 473, 474, 475, 476, and 477, from Book No. 2. 

Mr. Puiiures. The pages may be inserted in the record. 

(Justification referred to follows:) 


PLANT AND EQUIPMENT 


Source and fissionable materials facilities—Construction obligations ™™ ™ 


Actual Estimate | Estimate 
fiscal year fiscal year 
1953 | 1955 
$65,756 | $7,798,000 | $13, 842, 000 
B. Fissionable materials facilities. 2,591 533,743 426, 892,177 | 245, 715, 000 
2,591 ,509,499 | 434, 690, 177 7 | 259, 557, 000 


Justification of projects for which funds are requested in fiscal year 1955 


A. RAW MATERIALS FACILITIES 


1. Project No. 1-211-2001, Monticello, Utah, processing plant, 
Funds will provide for expansion of present capacity of Com- 
mission-owned mill. 
2. Project No. 1-211-5008, Colorado Plateau, processing plant, 
Funds will provide for the construction of new mills and ore- 
buying stations. 
3. Project No, 1-211-5001, Colorado Plateau, miscellaneous 
This project provides for the accomplishment of numerous 
but related work items of a minor nature associated with ura- 
nium production. The estimate is based on previous years’ 
experience for construction of this type in the Colorado Plateau 
facilities, 
4. Project No. 1—211—5004, miscellaneous projects at other raw 
This project provides for a small number of minor and mis- 
cellaneous additions and improvements to the Raw Materials 
Development Laboratory at Winchester, Mass. It also provides 
for a relatively small amount for other raw material facilities 
under the jurisdiction of the Washington office. 
5. Project No. 1—-211-—5005, Office building, Grand Junction, Colo___ 137, 000 
This project provides for a frame and siding 2-story building of 
approximately 12,900 square feet to be constructed at Grand 
Junction, Colo., to provide office space for approximately 120 
administrative and exploration personnel. A serious shortage of 
space exists in the present facilities and it has been found im- 
possible to lease additional space. 


Total raw materials facilities 


B. FISSIONABLE MATERIALS FACILITIES 


6. Project No. 2-22X-—5001, Improvements, alterations, and addi- 


tions to existing feed materials facilities, NYOO 

This project consists of modifications and additions to be made 
to plants processing fissionable feed materials which are neces- 
sary: (1) To assure the continued operation of the feed plants ; 
(2) to safeguard the health and safety of plant personnel; (3) to 
improve present processes wherever possible to obtain resulting 
economy in operating cost or increase in plant output; or (4) to 
provide for abnormal repair and maintenance of the plant facili- 
ties. 

The project also includes funds for the purchase of a building 
now under lease. The estimates are based on projections of past 
experience to cover contingent future needs. Costs of similar 
work in fiscal year 1953 amounted to $775,686. In fiscal year 
1954 it is estimated at $1,214,342. The fiscal year 1955 estimate 
is equivalent to 1 percent of the total capital investment in these 
facilities. 

. Project No, 2-22X-—5008, Plant modification, Mallinckrodt Chem- 
ical Wor ks, St. Louis, Mo., NYOO 

This project covers the purchase and installation of equip- 
ment and such minor building alterations as are necessary to 
carry out expanded production activities connected with proc- 
essing feed material through the refining step. The new effec- 
tive plant capacity will obviate the construction of new and 
costly facilities, 

L Project No, 2-22X-5009, Fabrication plant for fuel elements, 


This project provides for construction of a fabrication plant to 
produce sufficient quantities of fuel elements for reactor opera- 
tions. 

. Project No, 2-22X-5021, Production plant for special products, 
site undetermined, NYOO 

This project provides for the construction of a plant at an ex- 
isting site and/or implementation of commercial facilities, or 
both, in order to meet the production requirements for a special 
product. 

. Project No. 2-24X-4070, Expanded production 


The scope of the original project must be increased to meet oees* 
expanded production requirements. The revised estimate of 
cost for the project now totals $260 million. $155 million has 
been provided from previous appropriations and the balance of 
$105 million is necessary to complete the now revised scope. 
. Project No. 2-24X-5008, Improvements, alterations, and addi- 

tions to existing U-—235 facilities, K-25, OROO 

This project provides for miscellaneous and minor improve- 
ments, additions, and alterations to the Oak Ridge gaseous 
diffusion plant. Accomplishment of the work under this project 
will result in lower unit cost of production, greater production 
capacity, lower maintenance expense and safer working condi- 
tions. 

The estimates are based on projections of past experience to 
cover contingent future needs. Cost of similar work in fiscal 
vear 1953 was $673,997. The latest estimate for fiscal year 1954 
is $1,096,608. The fiscal vear 1955 estimate is equivalent to 
less than % of 1 percent of the capital investment in the K-25 
gaseous diffusion plant. 


$1, 600, 000 
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B. FISSIONABLE MATERIALS FACILITIES—continued 


Project No, 2-24X-5004, Improvements, alterations, and addi- 
tions to existing Y—12 facilities, OROO_____. 
This project provides for miscellaneous and minor improve- 
ments, additions, alterations to the Oak Ridge Y-12 area. In 
total, these projects amount to less than 1 percent of the capital 
investment in the Y-12 area. The total estimate for this project 
is based on projections of past experience. Y-—12 general plant 
projects in fiscal year 1953 cost $279,257 and in fiscal year 1954 
the estimate is $375,989. 
Project No, 2-24X-5018, Chemical process pilot plant, OROO___ 
This project provides for the construction of a pilot plant to 
demonstrate a new process. An existing building, designed to 
demonstrate various chemical processes, will be modified to ac- 
commodate the equipment required for this process. 
Project No, 2-24X—5053, Alterations and improvements to exist- 
This project will utilize existing building at Oak Ridge to meet 
requirements for recovery of fissionable and other materials. 


. Project No. 2-24X-5501, Improvements, alterations, additions 


to existing U-—235 facilities—Paducah, 
This project covers miscellaneous capital improvements, al- 
terations and additions to the gaseous diffusion plants at 
Paducah. These plants include major diffusion plants and feed- 
manufacturing plants. The total estimated cost of the facilities 
at Paducah when all authorized construction is completed will 
be in excess of $1 billion. The estimated cost of this project 
is approximately 1/20 of 1 percent of the capital cost of the 
Paducah facilities. Cost in fiscal year 1954 is estimated at 
$375,000. 
Project No. 2-23X—5005, Additional chemical waste storage 
This project covers the construction of a tank farm for safe 
and economical storage of radio-active wastes and will require 
pumping stations, tie lines and other facilities for making maxi- 
mum use of existing waste storage tanks. 
Project No, 2-23X—5010, Improvements, alterations, and addi- 
tions to existing plant facilities, HOO __._-______________ 
This project provides for the accomplishment of miscellaneous 
changes and additions to production, processing, and support- 
ing facilities at Hanford. The estimate for the overall project 
is approximately 3/10 of 1 percent of the present total invest- 
ment in the Hanford Works. Costs of work in fiscal year 1953 
amounted to $1,117,521. In fiscal year 1954 it is estimated at 
$1,552,433. 
Project No. 2-23X-5012, Engineering facilities, 
The estimate for this project is to cover the design and engi- 
neering essential for the installation of mechanical equipment 
in the Hanford reactors which will increase productivity. 
Project No. 2-23X-5013, Alterations and additions to Hanford 
This project is to provide for the major ¢ hanges and additions 


that must be made to present facilities at the Hanford works to 


meet production requirements. 


$410, 000 


300, 000 


5, 500, 000 
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B. FISSIONABLE MATERIALS FACILITIES—continued 


20. Project No. 2-26X-5001, Improvements, alterations, and ad- 
ditions to existing production facilities, SROO_._______-_- $1, 500, 000 

This project provides for modifications and alterations which 

it is anticipated will be required in fiscal year 1955 to increase 

production, to permit greater operating efficiency and to provide 

greater safety to plant personnel. This estimate amounts to 

1/10 of 1 percent of the total cost of the facilities. In fiscal year 

1954, it is estimated that $850,000 will be costed for modifications 

and alterations at Dana and at the 400 area Savannah River. 
21. Project No. 2-26X-—1001-1020, Savannah River site, SROO_____ 0 

No additional funds are requested for the Savannah River 

base construction program but there will be some changes in 

the program which is projected for that site. 


Total fissionable materials facilities_...._.__...._.___________ 245, 715, 000 


Mr. Nicnots. Off the record, please. 
(Off-the-record discussion. ) 


NEED FOR ADDITIONAL POWER 


Mr. Putiuirs. Among the secret material that you now have before 
the committee, a Saute appears on page 479 which indicates an ex- 
pansion project which wil require a great amount of additional 
power. We would like to have a statement from you on the record 
as to the amount of power required and, in general, what you are 
considering as possible locations, the cost, the time elements involved, 
and whether or not we should continue to finance the production of 
power in what we call the TVA area, or whether it would be ad- 
vantageous from the standpoint of protection and money to put cer- 
tain of these units of this project in some other location. 

Mr. Nicnoxs. Prior to this new need arising, we had been explor- 
ing the question of power for plants in the TVA area, and we had 
made this exploration as a result of the insertion in the President’s 
budget message and request from the Bureau of the Budget that we 
explore ways of negotiating with private utilities with the idea of 
achieving a firm agreement from private interests to supply AEC with 
from 500,000 to 600,000 kilowatts no later than the fall of 1957. 

It was our understanding that the — of proceeding with these 
negotiations would be to relieve the A of its previous commit- 
ments to the AEC in like amount and free this power for normal load 
growth in the TVA power area. This new requirement from 100,000 
to 200,000 came up subsequent to the initiating of these negotiations, 
but it is related to it. 

We discussed this problem with various utilities, and the president 
of the Middle-South Utilities Co. and the chairman of the board of the 
Southern Co. have submitted to AEC a joint proposal, under a letter 
dated February 25, 1954, as a basis for negotiation. 

Mr. Putuurrs. That would be Mr. Yates and Mr. Dixon. 

Mr. Nicuots. Yes, sir. 


PROPOSAL OF PRIVATE UTILITIES TO PROVIDE POWER 


Essentially what they are proposing is that they form a separate 
company for the purpose of providing power and for the purpose of 
financing, constructing, and operating additional power facilities for 
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600,000 kilowatts. Their “emg is to supply this power on a continuous 
basis from a location within the Middle-South Utility Co.’s system, 
in an area near Memphis. They are across the river from Memphis, 
and their plan would be to enter into a contract with the AEC for 
supplying power for a term of 25 years from the commencement of 
full-scale operation under provision whereby they would have a base 
capacity charge of approximately $9,626,000 annually exclusive of 
taxes. 

They would have an energy charge and other terms and conditions 
including adjustments to be, in general, similar to those contained in 
the present AEC contracts with TVA for similar service. 

They would have a third provision which would provide for reim- 
bursement by the AEC for all taxes of every kind or character, State, 
local or Federal, paid or payable by the corporation during the term 
of the contract. 

Mr. Putuies. Are you reading from that letter? 

Mr. Nicuots. No; this is a statement which I have prepared for our 
analysis. It is, however, similar to their letter. 

In other words, we pay all taxes. We would reimburse them for 
all taxes which they paid. 

The fourth provision would provide that the AEC would make ap- 
propriate arrangements with the TVA for receipt by it and delivery 
to the AEC in kind of power and energy to be supplied by this new 
company. 

To put it another way, we would take power from the Shawnee 
plant, as we are getting it now, to keep from transmitting it all the 
way down to where the TVA needs it. 

The plan was that sales taxes and excise taxes would be reimbursed 
by the AEC in their entirety and all other taxes would be reimbursed 
in proportion to the AEC contract capacity as it bears on the total 
capacity, which they would erect in their new facilities. 

These two gentlemen stated that it was their understanding, based 
on present tax laws, that the State and local income and ad valorem 
taxes which presently constitute the principal State and local tax 
charges would be approximately $1,823,000, and Federal income taxes 
would be approximately $897,000. 

In arriving at the base capacity annual charge of $9,626,000, the 
sponsors state that they had assumed a cost of approximately $200 

r kilowatt capacity to be required to construct a steam-electric plant 
in the Memphis area. This is based upon the previous estimate used, 
as they understood it to be used, by the TVA in appropriation hear- 
ings for the Fulton steam plant; and the sponsors believe that they 
can match TVA estimates. 

This charge also assumes the owners, over the 25-year life of the 
contract, will recover 75 percent of the depreciable plant costs. It is 
our understanding that the annual base capacity charge quoted is 
firm. In other words, the capacity charge quoted is firm and the 
energy charge would be 2 mills, but the energy charge would be sub- 
ject to an adjustment for increases or decreases in the cost of coal 
and labor on the basis similar to the rate in the TVA contract that 
we presently have with the TVA. 
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AEC REACTION TO PROPOSAL OF PRIVATE UTILITIES TO PROVIDE POWER 


We have given consideration to this proposal by Mr. Dixon and 
Mr. Yates, and I think it should be recorded here that we presently 
have a firm contract with TVA for the supply of power. This is the 
Paducah plant that Lam now talking about. We must have reliability 
and continuity of power. That is one of the big factors in the opera- 
tion of our plant, and if we should cancel the TVA contract and 
it would result in higher cost to the AEC, then there must be some 
justification for this. 

In other words, someone must show advantages to the AEC or 
overall advantages to the United States, 

Mr. Pairs. What about the advantages to the American tax- 
payers 

Mr. Nicuois. We mean the American taxpayers when we speak 
of the advantages to the United States. 

Further, we feel that this cannot be done solely within the AEC; 
that Congress could do it or possibly higher executive authority 
should make this determination. 

In trying to compare this proposal with our present costs, you could 
consider these factors are pertinent—again this is all based on this 
»roposal and they have not yet been checked with TVA—and that 
o utilizing private utilities, the United States would save at this 
time an outlay of approximately of $120 million, the capital cost of 
the plant. That is the argument advanced by the private utility 
companies. 

The additional annual cost to the AEC of $4,038,000 appears to 
be, from our figures, the total; and $897.000 of this would be returned 
in the form of Federal income taxes. In other words, that is some- 
thing we pay out but would be returned to the pocket of one of the 
other Government agencies. 

Another part, $1,525,000 of the remaining increased costs represents 
State and local income and ad valorem taxes. This is a charge to the 
AEC as an operating expense and, in effect, would subsidize TV A’s 
customers, the justification for which is a policy question which 
Congress or higher executive authority should resolve. 

We have one suggestion: that the TVA directly contract with the 
sponsor or that this charge be passed to TVA. 

The next factor of cost raises a question whether the plant was 
built by the TVA under their original proposal where they requested 
appropriations or under the provisions of this proposal. It appears 
that the remaining balance of $1,318,000 of the increased annual cost 
is attributable to higher construction costs now as compared to the 
time and the estimates for the TVA Shawnee plants. In other words, 
construction costs have risen over the last few years. We feel that 
since the proposed plant would be built to provide additional power 
for TVA, this increased cost is a logical cost to be assumed by TVA 
even if the private utilities build it. 

Now, the proposal covers cost of transmission from the new facilities 
toa point on the Shelby County. Tenn., State line. 

Mr. About where is that? 

Mr. Nicnors. South of Memphis. 
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There may be some additional costs for transmission and intereon- 
nections to the TVA network that needs to be covered by TVA. ‘There 
is still some doubt about the overall cost because the proposal did not 
spell out cancellation provisions. In all previous contracts, we had 
come agreement as to how many years we would continue to buy power 
if we had a sudden shutdown. This did not spell it out in detail: it 
said, “similar to TVA.” 

Mr. Prius. Did it give any indication ? 

Mh. Nicuors. That is one of the things that you find out only when 
you get down to the ultimate negotiations. 
~ Mr. Priurips. Do you mean similar to that which TV A would offer 
in the same negotiations rather than similar to those which you have 
already signed ? 

Mr. Nicnors. No. We had quite a job working out the cancellation 
provisions with the private utilities. It is just one of the final things 
you settle at the time the contract is signed when the proposal is not 
always clear. 

We feel that the AEC has the statutory power to contract for electric 
power to supply Paducah, Portsmouth, and Oak Ridge, and we believe 
that the statutory power is broad enough to include covering this pro- 
posal. However, we feel that the justification for canceling an exist- 
ing firm contract and contracting for the same amount of power at 
higher costs should be made by a higher authority than the AEC. 
Also, no final decision has been made in the Commission as to whether 
they are for or against this proposal, and there is a division of opinion 
as to the advisability of it and the use of the contracting power in the 
manner proposed. We do not have all of the facts yet. 

This analysis which I have given you has been submitted to the 
Bureau of the Budget, and we have been asked by the Bureou of the 
Budget, at a meeting which I attended with Mr. Clapp of the TVA, 
to see if we could sit down and come to some agreement. 

Mr. Puriures. How long ago was that meeting ? 

Mr. Nicnors. Last Thursday. We wanted to see if the TV A agreed 
with these costs. 

In other words, we are using the costs given by the private utilities 
and analyzing them to see how they would fit into their system. 

In addition, the Bureau of the Budget requested that the TVA ex- 
plore also our additional 200,000 kilowatts for Oak Ridge, which 
came up subsequent to initiating explorations along this line. 

Mr. Pimtuuires. When are you going to meet again? When do you 
expect to get your reply? 

Mr. Nicnors. T would hope to have the data by next Wednesday. 
We gave this data to the TVA and they felt they needed to study it. 
They went back to their home base in Tennessee to check and see how 
this proposal would fit into their system as well as how to raise the 
extra 200,000 kilowatts for Oak Ridge. After that, they planned to 
meet with us again and we would agree or disagree on certain factors. 
I would then take that up with the Commission and then take it up 
with Mr. Hughes. 

Mr. Anprews. How do the rates that you pay TVA for power com- 
pare with the rates you pay private utilities? 

Mr. Nicuors. I would hope to have the data by next Wednesday. 

Mr. Nicuors. They are cheaper. 
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Mr. Coox. Our rate at Paducah is about four-tenths of a mill 
cheaper than it would bet from Electrical Energy, Inc., and it would 
be about thirty-three hundredths of a mill ae kilowatt-hour cheaper 
than our expected rate from Ohio Valley Electrical Corp. 

Mr. Jonas. Of course, we all know that TVA can sell power cheaper 
than private utilities because TVA gets all of its capital funds from 
the United States Government interest-free and pays no Federal or 
State income tax. 

Mr. Nicuots. Off the record, please. 

(Discussion off the record.) 

Mr. Pumutes. I am not saying that we will, but suppose we should 
recommend that you not build all of these together. Are there other 
buildings at Oak Ridge which are involved in the same project where- 
by you would then have to move them or build something like them 
somewhere else? Is this a package in addition to just a few empty 
buildings at Oak Ridge? 

Mr. Nicnors. May we go off the record again, please? 

(Discussion off the record.) 


Tuespay, Marcu 9, 1954. 


Mr. Putters. The meeting will come to order, please. 

During the period this morning when no notes were taken, the com- 
mittee had the privilege of seeing a complete film, including security | 
material not released for — view, of the experiments known as 


Ivy and King. We also had a demonstration of the mechanics of 
— Peo weapons are put together. We thank you very much, Mr. 
ichols. 


Weapons Procram 


You had reached in your testimony yesterday, page 127, “Weapons.” 
Will you continue? 

Mr. Nicxots. I would like now to discuss the weapons program. 
If you will turn to page 127 of the big book, you will notice our total 
requirement for fiscal 1955 is estimated at $320,926,000, as compared to 
$252,999,000 in fiscal 1954. 

This increase in expenditure sogepeanee the increased production of 
weapons that will be made possible by the increased production of 
source and fissionable material. 

The budget for operating costs reflects the estimate of funds needed 
for the development, production, and testing of atomic weapons re- 
quired to meet military needs, so that the Nation may maintain its 
position of world leadership in the field of atomic armaments. 

Research has continued to yield new developments which we have 
pr pe to new weapons. We inaugurated these new developments in 
the design of new models to meet various requirements of the Armed 
Forces. The accelerated developmental effort will necessitate the 
continuation of weapons testing activities which are essential to ad- 
vancement in this field. 

In addition, the number of new weapons produced will increase in 
fiscal 1955, which requires an overall increase in operating cost. 

Mr. Pumps. Are 7" suggesting there will be other tests besides 
the one now going on 
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Mr. Nicuors. Yes. I will cover that later in the classified part. 

If you will now turn to Book 1-A, at page 128, I would like to go 
off the record. 

(Discussion off the record.) 

Mr. Puiurres. When we recessed for lunch, we were on page 144, 
“Design and development of specific weapons,” calling for $32 million 
in 1953 and $39 million in 1954 and dropping down to $28 million 
in 1955. 

(Discussion off the record.) 


WEAPONS CONSTRUCTION PROGRAM 


Mr. Puttures. Now will go to construction. 

Mr. Nicnuors. That starts on page 483 of Book 2. I would like to 
insert the white sheets in the record and talk from the green sheets 
off the record. 

Mr. Puitutrs. We will insert pages 483, 484, 485, 486, 487, and 488. 


PLANT AND EQUIPMENT 


Weapons—Construction obligations 


Estimate, Estimate, 
Actual, fiscal fiscal year | fiscal year 
your 1008 1954 1985 
Total obligations | $42, 658, 346 | $78, 669, 829 | $34, 815, 000 


JUSTIFICATION OF PROJECTS FOR WHICH FUNDS ARE REQUESTED IN FISCAL YEAR 1955 


1. Project No. 3-8100-3002, Demolition of vacated structures, Los Alamos, 
$400,000 

This project provides for the demolition of contaminated buildings and other 
unusable wartime structures located in the old technical area. This program was 
authorized at a cost of $750,000 in the fiscal year 1954 Appropriation Act with 
$350,000 provided to accomplish phase I. 

The total program requires the demolition of 32 structures of which 4 are 
contaminated, 25 constitute fire hazards and 3 so highly functional as to preclude 
their use for other purposes. The location of these structures is such that 
there is an everpresent danger of a fire spreading contamination over the Los 
Alamos town site. 

The project is scheduled for completion by July 1956. 


2. Project No. 3-3100-—5009, Security fencing, Los Alamos, $200,000 


This project provides for the construction of required security fencing and 
guard stations for unprotected or partially protected technical sites. The fenc- 
ing will be standard 8-foot, chain-link mesh, with barbed wire outriggers, on 
steel posts. This fencing is required to prevent unauthorized personnel from 
entering technical areas and to reduce security manpower requirements. From 
the following list of fencing projects, items of highest priority will be accom- 
plished during fiscal year 1955: 

Location 1: At the completion of construction in new technical area, it will be 
necessary to have two fenced areas with a free access road. A security station 
will be required for each security area. 

Location 2: Exterior testing in this area necessitates replacing barbed wire 
fence with standard 8-foot security fence. This will also permit a savings in 
security guard personnel. 

Location 3: Erection of standard 8-foot security fence on the southern bound- 
ary; since part of the old explosive exclusion area will be continued in use, 
additional security measures are required. 
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Location 4: At present this is an unfenced area to which access is coutrolled 
by a security station with a foot patrol required during nonworking hours. With 
the installation of vehicular gates and fencing, savings in manpower and added 
security will be realized. 

Location 5: An extension of fencing from the new technical area to connect 
with an existing security station to eliminate patrolling. 


8. Project No. 8-8100-5011, fiscal year 1955 miscellaneous construction, Los 
Alamos, $1,000,000 

This project is a consolidation of the following miscellaneous projects : 

(a.) Construction of additional roads and utility services on South Mesa with 
connections to outlying sites and an erosion control program in those areas where 
construction is complete. 

(b) Construction of miscellaneous projects of various types, additions and 
alterations to existing buildings as required by changes in research programs, and 
construction or alterations required by test programs. 

(¢) Capital improvements in the technical areas performed by permanent 
maintenance forces assigned to the Los Alamos Scientific Laboratory. 

(d) Telephone cables, lines, and appurtenances. 

Changes in technical program requirements and research developments re- 
sult in the need for altered or new unanticipated construction items. This may 
mean the removal or installation of partitions in an existing building, the pro- 
vision of new foundations or additions to buildings to accommodate new equip- 
ment, or in some cases, a new building may be required. 

Two million two hundred and thirty-eight thousand dollars was obligated for 
projects of this nature in fiscal year 19528 and $1,870,000 is programed for fiscal 
year 1954. 

}. Project No, 8-8104-501), fiseal year 1955 minor technical construction, Sandia, 
$500,000 

This project consists of minor construction in technical areas at Sandia Base, 
Salton Sea, and guided missile sites required by changes in operating conditions 
or techniques. While the scope of the improvements cannot be forecast in 
advance, past experience indicates that there will be a continuing requirement 


for miscellaneous improvements in the course of operating and maintaining 
these facilities. 

Three hundred and twenty-nine thousand dollars was obligated for projects 
of this nature in fiscal year 1953 and $672,000 is programed for fiscal year 1954. 


5. Project No. 83-8134-5017, fiscal year 1955 construction, Nevada Proving Ground, 
$422,000 

This project consists of additional personnel housing, and related facilities for 
staging and support of full-scale test operations ut the Nevada Proving Ground 
required because of expanded test activities : 

(a) Men’s dormitories.—Due to the shortage of permanent-type housing ac- 
commodations, it was necessary during initial test operations to erect numerous 
temporary prefabricated hutments. Subsequent test operations have demon- 
strated that the existing permanent facilities will continue to be grossly inade- 
quate. Continued use of the temporary hutments for long periods of time is not 
practicabie, both from the standpoint of increasingly excessive maintenance costs 
and the extreme fire hazard which exists during the heating season because 
of inflammable construction and close spacing. This project will alleviate this 
situation by providing for the moving of 4 excess construction dormitories (4,320 
square feet each) presently located at Los Alamos to the proving ground. 

(b) Additions to the sewage-treatment plant.—Based on minimum detention 
periods, volumes, and areas as recommended by the Nevada State Department 
of Health and Sanitation, the present sewage-treatment installation is capable 
of properly processing sewage influent for a maximum of 960 camp occupants. 
During test periods the population of the proving grounds rises to approximately 
2.500 inhabitants; the proposed plant additions will provide capacities to meet 
this peak population, 

(c) Miscellaneous construction—Covers nonprogramed minor new construc- 
tion and the replacement, modification, or alteration of buildings, utilities and 
maintenance facilities, plus improvements and small additions to roads within 
the camp, to permit additional or alternate usage required for support of test 
operations. 

Four hundred and forty-seven thousand dollars is programed for capital 
items of this type in fiscal year 1954. 
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6. Project No. 8-3139-5028, fiscal year 1955 miscellaneous construction, produc- 
tion installations, Santa Fe operations, $600,000 

This project covers general plant improvements and alterations necessary 
to meet production requirements and correct operational difficulties at the 
various weapons production installations under the management control of 
the Santa Fe operations office. 

There is a continuing requirement for new facilities or plant improvements 
of a capitalized nature, such as building alterations and improvements, process 
line changes, utility changes, and other miscellaneous work to provide for 
changes in operations and to maintain the plants level of operating efficiency. 
The exact nature of these improvements cannot be accurately predicted in 
advance and this project, therefore, must have a degree of flexibility sufficient 
to cover high priority work items which may arise because of operational 
difficulties, improved processes, modified production programs, or further 
economy in operations. 

Five hundred thousand dollars is programed for these purposes in fiscal year 
1954. 

7. Project No. 3-3148-5026, fiscal year 1955 construction, Pacific Proving 
Grounds, $1,388,000 

This project consists of additional personnel housing, replacement warehous- 
ing and related facilities at base camp sites for staging and support of full-scale 
test operations at the Pacific Proving Grounds, as follows: 

(a) Personnel housing: To provide additional aluminum prefabricated bar- 
racks to adequately house the military garrison permanently stationed at the 
proving grounds and to accommodate scientific and special observer personnel 
during extended test operations. 

(b) Replacing warehousing: The existing warehouse space is inadequate and 
widely dispersed and many of the buildings have deteriorated beyond the point 
of economical repair due to the salt spray and humid climatic conditions. Be- 
cause of inadequate warehousing during both Greenhouse and Ivy, it was neces- 
sary to resort to various makeshift means for protecting stored materials with 
a resulting loss in efficiency and economy. The replacement structures will 
have heavier steel framing members than those in existing buildings and a 
corrosion-resistant metal sheathing. 

(c) Miscellaneous construction: Covers minor nonprogramed construction 
and replacement, modification or alteration of buildings, utilities and mainte- 
nance facilities to permit additional or alternate usage required for support of 
test operations. Two million dollars was obligated for capital items of this 
type in Fiscal Year 1953 and $2,060,000 is programed for Fiscal Year 1954. 

The following are classified projects, and details are shown in the classified por- 
tion of the budget. 


Project No.: Estimated cost 
8.'8-3100 5007 ... . 1-1... $2,095, 000 
9, 3-3139-5013_-__-_. 4 980, 000 

. 3-3139-5016__ __- : 5, 000, 000 
. 3-24X-5602_- bed 5, 000, 000 
. 3471-5001 __. 4, 100, 000 
. 8471-5002 1, 610, 000 
. 3—411-5001 __- 10% 1, 000, 000 


_... 30, 305, 000 
AEC PROCEDURE ON AWARDING OF CONTRACTS 


Mr. Putrries. You are making an addition to the laboratory equip- 
ment at Los Alamos. What do you expect that to cost a square foot ? 

Mr. Nicwots. $35. 

Mr. Puititrs. Why is it so high? 


1 
l 
} 
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Mr. Nicnors. Primarily because of the laboratory type of construc- 
tion and the need for cleanliness in dealing with certain radioactive 
material, and the need for ventilation. 

Mr. Puuuirs. Will the contract be a cost-plus contract ? 

Mr. Nicuors. The contract will be a competitive lump-sum contract. 

Mr. Putiures. Over how wide a construction area will you offer the 
contract for bidding? Do you just havea few contractors in Santa Fe 
who are permitted to bid ? 

Mr. Buiocn. The bidding is public bidding and anyone interested 
can bid. It is spread over a pretty large area. 

Mr. Tuomas. Do you send out invitations to bid? 

Mr. Buocn. Yes, sir. 

Mr. Tuomas. And they cannot bid unless they are invited ¢ 

Mr. Buocu. No. 

Mr. Tuomas. The question the chairman asked you was how many 
people are you going to invite. 

Mr. Buocn. Well normally anywhere from 50 to 100 invitations 
might be sent out, plus public posting of the invitations in post offices 
in nearby towns. 

Mr. Yiewe. Why not post them in towns that are not nearby, like 
Chicago and some of the bigger cities? Why do not you advertise 
throughout the country for such construction? I know many of the 
large construction companies are looking for work. 

Mr. Tuomas. They are all looking for work. 

Mr. Yares. Sure they are. I am wondering if your advertising is 
not too restricted. 

Mr. Brocu. One thing is that any company looking for work gen- 
orally contacts our office and we refer them to places where we have 
work. 

Mr. Yares. Do you send an invitation to bid to any company that 
asks for an invitation, or do you limit it to certain companies? 

Mr. Brocn. Generally, if it looks like a qualified company, we send 
an invitation to bid. 

Mr. Yates. What do you mean by qualified company? 

Mr. Biocu. We have to know who it is. 

Mr. Yares. If they have the credit facilities and have had some 
experience in the field, is that sufficient to qualify them? 

r. Brocn. That is sufficient. 


LIAISON WITH SMALL BUSINESS ADMINISTRATION 


Mr. Jonas. Have you had any inquiries from the Small Business 
Administration ? 

Mr. Buiocn. We have contacts with them and they have set u 
liaison between their regional offices and our operations offices to look 
out for small business interests. 

Mr. Jonas. I mean the Small Business Administration. 

Mr. Biocu. That is right, the Small Business Administration. We 
report to them the percentage of work that is let to small business and 
make particular efforts to see that work is given to small business. 

Mr. Jonas. I mean in advance of letting contracts, do they make any 
effort to persuade you to give any to small business concerns? 
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Mr. Biocu. We have an active program and our operations offices 
have a liaison with all of the regional small business offices. We 
maintain a liaison here in Washington and arrangements are in exist- 
ence whereby small business offices get notice of invitations we send 
out for bids for construction, and also copies of the invitations for 
procurement of materials and supplies. In addition, small business 
firms are maintained on the bidders’ list in our operations offices. So 
we have quite an active program. 

Mr. THomas. General Motors, General Electric, and Du Pont lean 
over backward to give small business a whole lot of business. 

Mr. Biocu. Our contractors are very cooperative in this program. 

Mr. Tuomas. I know they are. I bet you could not get in there 
with a crowbar. 

Mr. Puititrs. You know when we come up with questions about 
Los Alamos, you must not forget what the usual reason is—that you 
have to haul some of these things for 35 miles. But, you know, 35 
miles to people who live in New Mexico, California, and Arizona is 
not a very long distance. 

I do not know how much you added to this $2 million item be- 
eause some of the things have to be hauled for 35 miles. 

Mr. Jonas. We had the Small Business Administration before the 
committee earlier this year, and I would like to know whether that 


agency is on the job and continually after you for contracts for small 
business 


Mr. Brocn. Yes, sir, they are. 

Mr. Yates. What do they do? 

Mr. Brocw. With our agency, they maintain contact with the local 
operations offices and our contractors. 

Mr. Yates. What do you mean by maintain contact? Do they send 
you a letter once in awhile? 

Mr. Brocu. No, sir; they maintain liaison with us at the operations 
office level and it is an exchange of information and includes the cer- 
tification by them of small business pools. It includes their recom- 
mending to us small business groups for our bidders’ list who receive 
invitations to bid. 

Mr. Yarrs. But you have not too many small business pools recom- 
mended ? 

Mr. Biocu. We have had a few. 

Mr. Yates. I thought that was a creature of World War II and it 
died subsequently. 

Mr. Buocn. No, sir; there is a program for it. : 

Mr. Yates. I know there is a program for it, but I did not know 
there are any pools. 

Mr. Brocu. There are a few and within the last several months I 
think there have been 2 or 3 awards made to pools through our pro- 
gram. I know one is down at Oak Ridge, where an award of some 
procurement was made to one of these small business pools. _ 

Mr. Pumuirs. Will you, for the record, identify your job with the 
AEC? I thought you were located at Los Alamos? 

Mr. Brocn. No, sir; I am Director of the Consfruction and Supply 
Division here in Washington. ; 

Mr. Nicnots. I would like to add that on my first trip around the 
project when I came back, I found that most of our offices were very 
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well equipped to give data and were complying with the regulation 
for giving small business work. So someone must have been putting 
pressure on in the ope 

(Discussion off the record.) 


DEMOLITION OF VACATED STRUCTURES, LOS ALAMOS 


Mr. Pritiurs. At page 483 we have demolition of vacated struc- 
tures at Los Alamos which are contaminated buildings. Were they 
warehouses? You have an item of $400,000 to demolish 32 buildings, 
or at least a part of them. 

Mr. Nicuots, This is a part of the general rehabilitation program 
at Los Alamos. 

General Firvps. It is a portion of the buildings, the main one being 
a metallurgical plant. j 

Mr. Puitiirs. You mean you build an expensive building for a 
laboratory, and then a few years later have to tear it down / 

General Frenps. This building was built during the war, and was a 
very temporary wooden structure, and it is a building in which we 
were doing research and development and the actual fabrication of 
plutonium. The building itself is contaminated all the way through. 

Mr. Yarrs. What about this item for security fencing at Los Ala- 
mos¢ Cannot they get that from the Air Force? 

Mr. Puiuires. Yes; the Air Force has an immense amount of se- 
curity fencing that they do not know what to do with, that they 
bought just to get their money spent before June 30, Have you 
made an investigation about using some of that 4 

General Freips. I did not know about that. 

Mr. Puititirs. How many miles of fencing was it ? 

Mr. Anprews. 146 miles; but it is 9 feet high. 

Mr. Nicnors. We will look into buying it from them. 

Mr. Putcuirs. The Air Force spent a lot of money in the enthusiastic 
belief of some purchasing officers that they would need it eventually 
and they made an effort to spend all of the budget before June 30. 

Mr. Nicnots. We will look into getting it, because it would be 


cheaper. 
Mr. Putts. I would hope it would be, because it is probably 


more expensive today. 


MISCELLANEOUS CONSTRUCTION AT LOS ALAMOS, SANDIA AND NEVADA 
PROVING GROUND 


Now you have $1 million for miscellaneous construction at Los 
Alamos. Millions are not always miscellaneous to us. 

Mr. Nicnors. This is what we find we will need as a result of 
experience. 
_ Mr. Prouiips. This is sort of an annual rebuilding of telephone 
lines, and so forth? 

Mr. Nicuots. Yes, sir. 

The next item is similar for Sandia, $500,000. 

Mr. Puixuips. The next is the Nevada Proving Ground. 

Mr. Nicos. That is similar. This is really preparing for test 
SEF That is the same general type of miscellaneous construc- 
ion. 
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Mr. Yares. On page 484 you have an appropriation of $1 million 
for miscellaneous items. Obviously that is a guess that you intend 
to spend a million dollars on miscellaneous construction at Los 
Alamos 

Mr. Nicnors. No, sir: that is an estimate of what we expect to 
spend. 

Mr. Yares. If you prefer, I will accept the word “estimate.” 

Mr. Nicuors. It is an estimate. 

Mr. Yares. But this is a yearly type of approach to this problem. 
Do you spend the full amount each year, or do you carry over any 
amount? What happens to any surplus funds you may have? 

Mr. Nicriors. In fiseal 1953, we actually spent $2 million, and in 
1954—— 

Mr. Yares. Was there an authorization for spending $2 million 
in 1953 and is that what you actually spent? 

General Fietps. That is right. These are minor construction pro- 
grams which fall below $100,000 and they are not identified sufficiently 
to use them as a line item in the budget. 

Mr. Yares. This is really working capital. 

General Fretps. Yes. 

Mr. Yates. You do not pinpoint the items? 

Mr. Nicuots. I do not think we can ahead of time in this type of 
construction. 


PERSON NEL HOUSING CONSTRUCTION, NEVADA PROVING GROUND 


Mr. Puittires. On page 485 you are getting back in the housing 
business in item No. 5. We thought we were clear on that. You want 
to construct some men’s dormitories at the Nevada Proving Ground. 

Mr. Nicuots. That is at the test grounds in Nevada. We do have 
housing at Los Alamos. 

General Fietps. That is a community project. 

Mr. Puiiitirs. What about these houses you are building at Nevada? 
Are they temporary ? 

General Freips. Yes; wooden barracks, of the dormitory type. 

Mr. Jonas. In what are they living now? 

General Fretps. We have a lot of hutments there, just small four- 
man hutments, with no heating. 

Mr. Putiirs. How long do they live in the hutments; how long 
are they there on duty? 

General Fretps. Last year at this time they were there for about 5 
months. 

Mr. Puittiirs. Do you expect to have almost a thousand people 
there for a long time? 

General Fretps. The stay normally is anywhere from 2 to 3 months 
actually in test operations, but the people have to be there for varying 
stages, some being there for 3 or 4 months and construction workers 
may be there for 6 months or as much as a year. 
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MISCELLANEOUS CONSTRUCTION, PRODUCTION INSTALLATIONS, SANTA FE 
OPERATIONS 


Mr. Puiturs. What about item No. 6 on page 486, “Miscellaneous 
construction, production installation, San Fe operations”? That 
is the same item for Santa Fe as for the others? 

General Fretps. This is for the plant at Kansas City, the plant at 
Picatinny Arsenal, and there is one at Burlington, Iowa, and the 
plant at Amarillo, Tex., and the Santa Fe plant in Denver. A1] those 
are covered under this statement. 

Again it is an operating item for minor construction items that 
inevitably arise in any operations; but it covers these five principal 
production contracts. 


Reacror DevELOPpMENT ProGRAM 


Mr. Puitiirs. We now come to the questions which we touched on 
briefly following the chairman’s (Mr. Strauss’) initial statement yes- 
terday, and that is reactors, on pages 497, 498, 499, and 500. 

Mr. Nicnors. If you would turn to page 151 of the large book, I 
would prefer to talk to the operating side first. 

Mr. Puiups. Then we will turn to the operations of reactors, 
and put in the record pages 151 through 167. 

And then, from the other book, we will put in pages 497 to 500, 
inclusive. 

OPERATING EXPENSES 


Reactor development program—operating costs 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 
Specific Reactors 

Industrial and production reactors... -...............-..-------- $18, 943,054 | $18, 606,000 $19, 000, 000 
Pressurized water reactor. 0 7, 900, 000 6, 500, 000 
Naval propulsion reactors program -. ---| 36,125,740 27, 770, 000 25, 645, 000 
Aircraft propulsion reactor program... ...................-..- 17, 282, 539 15, 000, 000 14, 200, 000 
31, 632 0 0 
Advanced engineering and development..._...........---.... 11, 673, 325 12, 500, 000 12, 500, 000 
Operation of specific reactors, processing plants and facilities___ 8, 372, 797 8, 273, 000 9, 225, 000 
Total operating costs. -..........-- 1 92, 429, 087 | 90,049, 000 87,070, 000 


Ne Includes comparability transfer of $1,300,000 for work previously funded by the Department of the 
avy. 


PROGRAM SUMMARY 


During the past year progress continued in reactor technology with some 
outstanding successes. Results of the year’s work indicate that the downward 
trend of reactor construction costs, per unit of output, can be continued by 
further development. Thus the outlook for the eventual solution of the 
“economic competitive nuclear power problem” remains good. 

The amount and cost of development, as well as testimony in congressional 
hearings before the Joint Committee on Atomic Energy on changes in the Atomic 
Energy Act of 1946, clearly indicate that at this time the technology is inadequate 
to permit shifting the load of nuclear power development to private financing, 
without considerable hiatus in nuclear power progress, 

Completion of some projects and further development of others permits a more 
selective program with the result that only four reactor types are being supported 
as currently most promising for producing competitive power. 
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Two of these, the breeder and homogeneous reactors, are the goals of long- 
term 5- to 10-year programs, and are assigned to the Argonne and Oak Ridge 
Laboratories, respectively. The technology of the other two projects, pres- 
surized water and sodium graphite reactors, is at a considerably more advanced 
stage. Powerplant design and construction might be started with considerably 
less development effort. These first plants—large or small, producing usable 
though comparatively high-priced power—would constitute a pilot stage essential 
to specific determination of costs and hence of the possibility of economic nuclear 
power from these designs, 

The basic problem in attaining competitive nuclear powerlines in lowering 
the cost of building the plant. Considering heat value alone, fissionable material 
is a very cheap fuel. But when the problems of actually using the fuel are taken 
into account, nuclear fuel costs are too high to be competitive but are getting 
closer to the cost of fossil fuels. 

The cost of building a nuclear plant is currently estimated to be considerably 
more than the cost of building a conventional plant. Even after low-cost nuclear 
fuel is realized, not more than something like $300 per kilowatt of installed 
capacity can be spent to build a nuclear powerplant if one wishes to compete 
without subsidy or byproduct market. This compares with $100 to $200 for 
conventional plants. 

The programs planned for fiscal year 1955 will probably be assigned to principal 
contractors, in terms of dollars, about as follows: 


Estimate, Estimate, 
Activities s fiscal year fiscal year 
1953 1955 


A. Continuing programs in A EC-owned facilities; 
Knolls Atomic Power Laboratory, Schenectady, N. Y. 
(General Electric): 
Research and development. $15, 530,244 | $18,341,000 $13, 499, 000 
Operation of SIR, including fuel preparation 0) 0 4, 000, 000 
Oak Ridge National Laboratory, Oak Ridge, Tenn. } 
(Carbide) 11, 637, 808 11, 681, 000 12, 660, 000 


Argonne National Laboratory, Du Page, Ill. (University 
of Chicago) 8, 106, 507 8, 448, 000 9, 688, 000 
Bettis Plant, Pittsburgh, Pa. (Westinghouse Electric): 
Research and development 17, 389, 062 13, 310, 000 9, 850, 000 
Operation of STR, including fuel preparation 2, 107, 858 3, 402, 000 5, 300, 000 
National Reactor Testing Station, Arco, Idaho (Phillips 
iy a Sees 8, 084, 216 7, 907, 600 9, 110, 000 
Livermore Laboratory, Livermore, Calif. (California 
Research & Development Co.) 8, 230, 398 6, 780, 000 5, 600, 000 
Brookhaven National Laboratory, Long Island, NY. 
(Associated Universities, Inc.) _.........-...-.-.-------- 1, 695, 796 1, 833, 000 1, 669, 000 
Radiation Laboratory, Berkeley, Calif. (University of 
California) 1, 191, 643 1, 250, 000 900, 000 
Ames Laboratory, Ames, Iowa (lowa State College) - 49, 994 200, 000 250, 000 
Mound Laboratory, Dayton, Ohio (Monsanto Chemical ose 


B. Major continuing contracts in non-A EC-owned facilities: 

Battelle Memorial Institute, Columbus, Ohio 

Brush Beryllium Co., Cleveland, Ohio-_. 

Carborundum Metals, Akron, N. Y 
: 5, 500, 000 
Massachusetts Institute of Technology, Cambridge, Mass. 480, 717 5 565, 000 
North American Aviation, Downey, Calif 77,7 K 3, 670, 000 
Radio of America, Harrison, N. Y 0 
Sylvania Electric Products, Long Island, N. Y 80, 985 7 555, 000 
Pratt & Whitney, Hartford, Conn 1, 500, 000 


Total 14, 187, 400 12, 767, 500 
C. Smaller continuing contracts § 2, 659, 000 2, 241, 500 
D. Contractors to be selected 0 0 135, 000 


90, 049, 000 87, 070, 000 


Note.—Explanations of the several activities and fund requirements are presented in some detail on 
the following pages. 


74,177, 040 73,202,600 | 71, 926, 000 
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Industrial and production reactors 


Estimated, fiscal year 18, 606, 000 
Estimated, fiscal year 1955. 19, 000, 000 


This subclassification contains : 
(a) Development and evaluation of reactor concepts considered promising 
for production of economically competitive electric power. 
(6) Other development and studies looking forward the production of 
fissionable materials, 


Major program emphasis has been and continues to be on the development of 
econowic electric power from nuclear energy, however, the technology associated 
With the reactor systems under consideration is for the most part applicable to 
Weapons material production. Four of the most promising reactor types have 
been selected for concentrated development. These are (1) the fast plutonium 
power breeder, (2) the homogeneous reactor, (3) the sodium graphite reactor, 
and (4) the advanced water reactor, The salient features of each of these pro- 
<xrams is summarized in the following paragraphs. 

1. Fast pu power breeder program, $3,700,000 

The unique feature of the fast breeder and the primary reason for its inclusion 
in the power program is that such a reactor produces more fuel than it consumes 
and offers the prospect of more complete utilization of the fissionable material 
resources of the Nation and of the world than otherwise possible. This may 
become an important factor in the development of a large scale nuclear power 
industry. The fact that breeding is a real possibility was demonstrated by the 
successful operation of the EBR in fiscal year 1953, however, the extrapolation 
of this experience to a large scale competitive power producing machine requires 
2 major development effort. For example, comparatively little is known about 
the basic physics associated with this type of reactor. Further, this type of 
reactor is characterized by a large costly fuel inventory which represents a 
luajor capital investment in the system. In order to quickly write off this cost 
and achieve economic power new fuel elements must be developed which are 
capable of running at exceptionally high specific power for long periods of time. 
Similarly new, simple, and rapid fuel fabrication and separations techniques 
must be developed to minimize the time this large fuel inventory is not being 
productively used in the reacter. In fiscal year 1953 a program was initiated at 
Argonne National Laboratory aimed at providing solutions to these basic 
problems. This program is to be continued in fiscal year 1955 and in addition 
preliminary engineering designs will be developed for an intermediate size experi- 
mental prototype reactor which will embody as many features of a full-scale 
fast breeder reactor as possible and serve as a research tool for further develop- 
ment. This project is being conducted by Argonne National Laboratory. 


2. Homogeneous reactor program, $4,000,000 

The simplicity of core structure and apparent ease of fuel preparation and 
processing associated with aqueous homogeneous reactors has long intrigued 
the power reactor engineer since these characteristics offer the prospect of 
significantly reduced costs. However, there have been several areas of basic 
uncertainty which have retarded the development of such reactors. These had 
to do with the chemical and nuclear stability of fuel solutions under irradiation 
and the controllability of such reactors. Successful operation of the HRE 
No. 1 at the Oak Ridge National Laboratory in fiscal year 1953 provided answers 
to some of these basic questions, particularly the controllability of such reactors. 
The homogeneous reactor has become one of the more promising candidates for 
the production of economic nuclear power. However, as in the fast breeder 
described above, a major development program is required before a large scale 
economic homogeneous reactor system can be reduced to reality. Some prime 
uncertainties associated with this concept still exist. In fiscal year 1954 studies 
utilizing the HRE No. 1 were initiated and a moderate developmental effort 
was carried out. These studies are to continue in fiscal year 1955; however 
corrosion data obtainable from the HRE No. 1 is severely limited. The HRE 
No. 1 which was designed to demonstrate nuclear stability and controllability 
will be dismantled and rebuilt based on knowledge thus far gained to provide 
a small scale demonstration of mechanical reliability and continuity of operation. 
Also initiated in fiscal year 1954 and continuing in fiscal year 1955 is an effort 
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on the development of low-cost separations techniques appropriate to the aqueous 
homogeneous systems. This project is being conducted by the Oak Ridge National 
Laboratory. 


3. Advanced water reactor program, $2,300,000 


Argonne National Laboratory is continuing development work initiated in 
fiscal year 1951 on designs of water reactor systems. Emphasis in fiscal year 
1954 and continuing in fiscal year 1955 is directed toward pressured water 
systems designed primarily for power production. This program emphasizes 
longer range improvements to design of waterpower systems for eventual mini- 
mum unit power costs. 

4. Sodium-graphite reactor program, $2,500,000 

The sodium-graphite reactor represents a comparatively short-term approach 
to power production from nuclear energy. Detailed evaluation studies of this 
reactor have indicated that such a system can be built mostly within the frame- 
work of existing technology and produce power at reasonable cost. Further, there 
is reason to believe that such a reactor system through further development is 
capable of producing power at generally competitive unit costs or lower. In 
order to firmly establish the immediate potential of this system and demonstrate 
operational reliability the fabrication of a small experimental reactor based on 
the Sodium-Graphite Reactor concept is planned. This project is being con- 
ducted at North American Aviation, Inc. 


5. Other development programs for the production of power and/or fissionable 
materials, $6,500,000 


Discussed in the classified portion of the budget. 


Pressurized water reactor 


Actual, fiscal year 1953 0 


This program started in fiscal year 1954 as a result of the reorientation of 
the large ship reactor program, which was terminated. Approximately SO per- 
cent of the technical progress already made during fiscal years 1952 and 1953 
on the pressurized light-water program for the large ship reactor will be 
applicable to the new program. This includes the basic reactor design, cycle 
analysis and steam pressure, nuclear calculations, exponential experiments, 
and development of enriched fuel alloys. 

In fiscal year 1954 after appropriate architectural engineering and site selec- 
tion studies it is expected that contracts for design of facilities required for 
the reactor plant will be let. It is planned to invite competitive bids from 
equipment vendors for the manufacture and test of components external to 
the reactor core including primary coolant pumps, control drive mechanisnis, 
boilers, valves, and other primary components. Thus an increasing portion 
of the total work will be done by subcontract outside the Bettis plant, which 
is operated for the AEC by the Westinghouse Electric Corp. The primary 
development effort will be concentrated on the design and development of the 
reactor core and container (pressure vessel). This includes development, test, 
irradiation and corrosion work on fuel elements, structural and control com- 
ponents in the primary reactor system ; nuclear experiments such as exponentials 
and critical experiments on water-slightly-enriched uranium lattices; and 
fundamental heat transfer, pressure drop, water density, and burnout experi- 
ments. Preliminary design of the major systems and components will begin. 
Bettis will undertake the development, design, and procurement of a prototype 
main coolant pump for test.” 

During fiscal year 1955 it is expected that construction at the site will be 
underway. The uranium enrichment and loading of the reactor core would 
be chosen from the results of nuclear experiments started in 1954 and con- 
tinued. Results of experiments on irradiation damage and corrosion should 
permit choice of the composition of the core and mechanical design of the 
fuel elements and reactor controls should be advanced to where detailed design 
and fabrication of core elements could begin by the end of the year. 


1 Included in the 1954 costs are charges resulting from closeout of the large ship reactor 
rogram : preparation of final reports termination of subcontracts, reductions in foree at 
ttis plant and cancellation of material orders, 
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The AEC has invited private industrial financial participation in this program 
for the purpose of obtaining first-hand experience with the new technology 
involved in building and operating a large-scale reactor designed specifically 
for power-producing purposes, as well as to offset part of the cost of this plant. 


Naval propulsion reactor prograin 


fecal weer 27, 770, 000 
Matimate, fecal gear 25, 645, 000 


This category contains development programs for specific reactors for naval 
propulsion plants. These projects constitute a program which is sponsored jointly 
by the Atomic Energy Commission and the Department of the Navy. Although 
based on specific requests from the military for reactors designed for military 
purposes, the AEC has recognized this program as an important accelerating 
influence in the practical development of all nuclear types. For example: the 
submarine thermal reactor (STR) represents the first practical application 
of nuclear power; the development of zirconium for use as a material in STR 
has considerably advanced the time when this superior reactor material can 
be used generally in reactor construction; investigation into the metallurgy and 
corrosion resistance of stainless steels, which was necessary for the submarine 
projects, has contributed to the use of these steels not only for other reactor 
projects but in their application to nonnuclear engineering efforts; liquid metal 
technology developed for SIR is being applied by several industrial firms in 
their reactor studies. 

The fiscal year 1955 program is for the development of the submarine thermal 
reactor (STR) and the submarine intermediate reactor (SIR). Prototypes of 
both reactors will be in operation throughout fiscal year 1955 and of the total 
funds requested, 36 percent, or $9,300,000, is for operating expenses and fabrica- 
tion of fuel for these reactors. In addition. design work is underway for de- 
velopment of an advanced nuclear powerplant for a submarine. The Navy has 
also expressed interest in its application for surface ship propulsion. 

The Department of the Navy transfers funds to the Atomic Energy Commis- 
sion for the purchase of replacement cores for nuclear powdered submarines, 
and pays directly for operating costs of reactors installed in submarines. 

Fffort on these reactors is primarily at the Knolls Atomic Power and Bettis 
Laboratories. These efforts are supplemented by a large number of industrial 
contractors and subcontractors employed on a competitive fixed-cost contracting 
basis wherever technically feasible. 

A prototype reactor of the STR reactor type has been constructed at the 
National Reactor Testing Station in Idaho and a prototype reactor of the SIR 
reactor type is under construction at West Milton, N. Y. The STR prototype 
reactor started radioactive operation in March 1953. 

The keel for the first nuclear powered submarine, the U. S. 8. Nautilus (SSN- 
571), which will be propelled by the first shipboard model of the STR reactor 
plant, was laid on June 14, 1952, by the President of the United States at Groton, 
Conn. The ship was launched January 21, 1954. The keel for the second nuclear 
powered submarine, the U. S. S. Sea Wolf (SSN-575), to be propelled by the 
second SIR reactor plant, was laid on September 15, 1953. 

The STR is cooled and moderated by high-pressure, high-temperature water 
and will operate in the thermal neutron range. The hot water will generate 
steam for use in a steam-propulsion plant. 

The SIR will be the first propulsion reactor to use a liquid metal coolant and 
the first reactor to operate primarily with intermediate neutrons. 

During fiscal year 1952 and fiscal year 1953, development was underway on 
a nuclear power propulsion plant suitable for propelling a major warship such 
as an aircraft carrier. In fiscal year 1953 a decision was made that this pro- 
gram, CVR (large ship reactor) would be stopped. 


Aircraft propulsion reactor program 


Actual, fiscal year 1953__ $17, 282, 589 
Estimate, fiscal year 1954__ Aas 15, 000, 000 
Estimate, fiscal year 1955_ 14, 200, 000 


General statement: The aircraft nuclear propulsion program is directed to- 
ward the fabrication and testing of nuclear reactors suitable for use in an air- 


2571 


craft propulsion system. This is a joint project of the Department of the Air 
Force and the Atomic Energy Commission. 


1. Activity A, Oak Ridge National Laboratory and Pratt & Whitney Aircraft 
Corp., $8,600,000 

This is a continuing activity. The Oak Ridge National Laboratory and Pratt 
& Whitney are conducting an aircraft reactor development program on a dif- 
ferent approach to that being conducted by General Electric in Lockland. The 
Oak Ridge National Laboratory is also the center of nuclear and shielding re- 
search for the overall aircraft propulsion reactor program and is responsible 
for conducting research and experimentation in these fields for other contractors. 


2. Activity B, General Electric, Lockland, $5,600,000 


The program at General Electric is a continuing activity doing research and 
development leading toward a reactor suitable for the nuclear propulsion of 
aircraft. Work is proceeding under a contract between the AEC and the atomic 
products division of the General Electric Co. The General Electric Co. is also 
under contract with the Air Force for research and development on other com- 
ponents of the propulsion system. 


Advanced engineering and development 


$11, 673, 325 
12, 500, 000 


This category includes that body of applied research and development not 
directly attributable to any of the specific reactors now under design but which 
is required as the foundation for the development of reactors of the future. It 
is in this program that new materials are tested and developed, new systems 
designed and tested for futnre application, and in which the Commission is add- 
ing to the store of knowledge in the field of general reactor technology. 


1. Reactor design and evaluation, $702,000 


This activity is to create and evaluate new reactor designs through the stages 
of preliminary design and feasibility report. Designs and related funds are 
transferred from this activity to the category of specific reactor projects upon 
acceptance. Effort is primarily at the Argonne, Oak Ridge, and Brookhaven 
National Laboratories, and the Massachusetts Institute of Technology. 


2. Reactor physics and critical assembly work, $1,165,000 

This activity is to develop information throuch experimentation to improve 
and check theoretical and analytical methods for predicting conditions within 
a reactor and to add to information in theoretical and experimental nuclear 
physies concerned with the processes and principles of the nuclear chain re- 
action. Effort is primarily at the Argonne, Brookhaven, and Knolls Laboratories. 


8. Reactor fuel systems, $1,925,000 

This activity is to develop improved fuel svstems for reactors, to improve 
physical and nuclear properties, and to improve metallurgical and handling 
techniques. Effort is primarily at the Argonne National Laboratory. 
4. Materials and components, $2,805,000 

This activity is to develop new materials and to improve characteristics of 
materials for use in the structure of components of reactors, to test materials 
under reactor conditions, to improve metallurgical techniques, and to develon 
new production processes. Effort is primarilv at the Argonne, Knolls, and Oak 
Ridge National Laboratories, North American Aviation. Inc.: Massachusetts 
Institute of Technology; and by a number of smaller contractors. 


5. Coolants, heat transfer and power generation, $716,000 
This activity is to develop improved cooling and heat transfer materials and 


systems, their components and their nuclear and engineering characteristics. 
Effort is primarily at the Argonne National Laboratory 


6. Instrumentation and control, $880.000 

This activity is to develon more effective and reliable instruments, controls and 
control materials and safety devices for reactors. Effort is primarily at the 
Argonne National Laboratory. 
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7. Shield development, $665,000 

This activity is to determine the materials, their combinations and their con- 
figurations, which will achieve optimum shield efficiency, shield cooling systems, 
and improved methods and devices for remote control and handling of work be- 
hind shields. Work is underway at the Oak Ridge and Brookhaven National 
Laboratories and several industrial and university contractors. 


8. Separations systems, $2,612,000 
This activity is to develop chemical systems to recover as much fissionable ma- 


terial as possible from all stages of handling spent fuel elements. Effort is pri- 
marily at the Argonne, Knolls, and Oak Ridge Laboratories. 
9. Waste treatment systems, $400,000 

This activity is to develop systems to recover process materials, to reduce 
waste volumes, to isolate, package and dispose of waste, to control and decon- 
taminate effluents, and to seek economic uses for materials now considered as 
waste. Effort is primarily at the Argonne, Brookhaven, Knolls, and Oak Ridge 
Laboratories. 
10. Sanitary engineering, $825,000 

This activity is to determine the effects of proposed and existing reactors and 
processing plants on the surrounding environment and to develop economic and 
effective means of controlling those effects. Effort is carried on by staff technical 
services and a number of contractors, including the United States Weather Bu- 
reau, Public Health Service, the Geological Survey, and several universities. 


Jf, Fission product utilization, $205,000 


The purpose of this activity is to develop uses for the high intensity radiation 
associated with gross fission product wastes. To date the greater portion of this 
development has been in the field of food sterilization and meat pasteurization. 
A significant but lesser degree of effort has been carried on in chemical reaction 
initiation and polymerization. This work has been conducted by the Brookhaven 
National Laboratory, Massachusetts Institute of Technology and several univer- 
sities. 


12. Training, education, manuals and data books, $100,000 

This activity includes programs for training and education in reactor tech- 
nology other than the School of Reactor Technology at Oak Ridge. During fis- 
cal year 1953, 2 volumes of a 4 volume reactor handbook were produced and pub- 
lished. This handbook is a comprehensive classified compilation of the essential 
information used by the scientific and technical personnel at all of our project 
sites. It has been prepared in collaboration with the national laboratories and 
other contractor groups. In fiscal year 1954 the remaining two volumes of the 
handbook will be published. Initial steps will be taken to start the revision of 
1 of the 4 volumes in anticipation of publishing a second edition in fiscal year 
1955. It is planned to revise and republish one of the volumes each year. There 
exists a demand by a great number of groups outside the AEC for an unclassi- 
fied version of the reactor handbook. Preliminary work leading to publication 
of an unclassified version of the handbook will start in fiscal year 1954. In 
fiscal year 1955 the unclassified version and first revision to one of the volumes 
of the classified handbook will be published. The unclassified handbook will be 
used by AEC laboratories and contractors and will be available to others through 
the Government Printing Office. 


Operation of specific service reactors, processing plants and facilities 


Actual, fiscal year 1953 
Estimate, fiscal year 1954 
Estimate, fiscal year 1955 


This category of items provides for operation of the general-purpose facilities 
which are essential to the attainment of specific objectives. These objectives 
include the development of radiation damage data on materials, reclaiming fis- 
sionable materials from spent reactor fuels, provision of services at the reactor 
testing station to isolated experimental facilities, training of design and operat- 
ing engineers in the field of reactor technology, manufacture of beryllium, haf- 
nium, and zirconium for use in reactors, and protection of highly classified ship- 
ments originating in or passing through Chicago. 
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Some major changes have occurred in this activity. The principal change has 
been to consolidate the operation of the materials testing reactor, the chemical 
processing plant and a good share of the central services and shops at the reactor 
testing station under one contract with Phillips Petroleum Co. This action is 
expected to result in operating economies, particularly in indirect expenses start- 
ing in fiscal year 1954. Decisions have also been made to put the beryllium metal 
plant at Luckey, Ohio, and the zirconium sponge plant of the Bureau of Mines in 
standby to permit reduction of inventories of beryllium metal and to concentrate 
the production of zirconium sponge in the commercially owned plant of the Car- 
borundum Metals Co., which is operating under a 5-year contract to produce 
sponge metal for the AEC. 


1. Materials testing reactor—Operation, $2,365,000 

The operation of the materials testing reactor, is a continuing activity located 
at the reactor testing station in Idaho. The operating contractor is the Phillips 
Petroleum Co. The reactor is operated on a 24-hour day T-day-a-week basis, to 
produce intense beams of neutrons for the purpose of testing their effects on 
materials and components used in the design and construction of new reactors by 
Commission laboratories and contractors. Also isotopes are prduced and 
information and experience accumulated on the operation and performance of 
this new type reactor. This reactor produces the highest neutron flux of any 
reactor yet constructed. The neutron flux composition and intensity makes 
this reactor most desirable for tests of mobile reactor materials and components 
and for reducing the time required to perform a test or produce isotopes: also for 
producing isotopes of higher specific activity than by other reactors. 

During fiscal year 1953 the materials testing reactor was brought to full design 
power level and the experimental program was started during the early part of 
this vear. This program consists of experimental material irradiations sponsored 
by AEC laboratories and contractors, all of which are approved by the AEC at 
the Washington level. The operation is budgeted for a “hard core” operating staff 
which is concerned with the continuous safe and efficient operation of the plant. 
However, the materials testing reactor is staffed by the contractor to provide 
technical and engineering assistance to sponsors upon request. All nonroutine 
services performed for experimenters and all incremental materials costs and 
construction costs relative to particular experiments are billed to the appropriate 
sponsors. The number of experiments that are simultaneously being irradiated 
in the reactor has increased rapidly in the few months since startup and it is 
anticipated that this trend will continue until all available reactor positions are 
filled. During the year, 108 requests for irradiations were submitted by 27 AEC 
laboratories and contractors and approved by the Division of Reactor Develop- 
ment, 61 were processed and inserted into the reactor, and 8 were completed. 
Concomitant with the increased experimental load there has been demonstrated 
a need for additional contractor staff assistance to sponsors and also the need 
for additional space and service facilities to work on the sponsored experiments. 
The requirements for staff assistance were anticipated by the contractor and 
staffing at the materials testing reactor, which is virtually completed, has given 
consideration to this factor. The need for additional facilities has resulted in a 
proposal for the Hot Cave, now under construction, which will permit analytical 
work on radioactivity “hot” material: also, a proposal for a reactor service 
building, now under construction, which will provide greatly needed areas for 
testing, assembling and storing equipment for reactor experiments, shops for 
fabrication and maintenance on experimental work, and space for engineering 
and design activities, as the testing program accelerates. 

During fiscal year 1954 it is anticipated that the number of individual experi- 
ments will substantially increase ; however, it is the contractors’ opinion that any 
increased cost resulting from the increased experimental load will be offset by 
operating economies which can usually be effected as a plant operation “matures.” 
During fiscal year 1955 the experimental 2nd irradiation load for the renetor is 
expected to continue at the same level as in fiscal vear 1954. 

2. Chemical processing plant—Operation, $3,950,000 

This activity is for the operation of the chemical processing plant at the 
National Reactor Testing Station, Idaho. The plant was started up radio- 
actively “hot” during fiscal year 1958 and has been operating continuously since 
that time. Operation will continue through fiscal year 1955 by the Phillips 
Petroleum Co. 
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8. National reactor testing station—Operation, $2,285,000 


This is a continuing activity and provides for the net cost of operation of the 
central services and facilities at the National Reactor Testing Station which are 
required in support of the technical plants and experiments at the station. 
Central services include stationwide security, health physics, fire protection, 
communications, medical service, technical library, safety, laundry, bus and 
cafeteria operations, warehousing, machine shops, and maintenance shops and 
maintenance of interarea roads, powerlines, and waterlines. 

Although the workload will increase in fiscal year 1955 because of increased 
activity at the station, it is estimated that net costs will be slightly less than in 
fiscal year 1954. The large drop below actual fiscal year 1953 costs was made 
possible by the consolidation of operating contracts. Most of the central serv- 
ices are now provided by the same contractor, Phillips Petroleum Co., that 
operates the materials testing reactor and the chemical processing plant. This 
consolidation is expected to reduce indirect expenses substantially. 

4. Oak Ridge School of Reactor Technology, $400,000 

The objective of this program is the training of design and operative engineers 
in the field of reactor technology. Initiated in March 1950, the school has now 
graduated approximately 164 highly trained scientists and engineers who are, 
almost without exception, now engaged in some phase of reactor development 
with the Atomic Energy Commission, its contractors, or the Department of 
Defense. The demand for these specialists far exceeds the supply and no fore- 
seeable saturation in the demand can be anticipated. 

The enrollment for fiscal year 1954 and 1955 will be approximately 80, which 
is the capacity of present facilities. Two classes of students are represented: 
(a) Recent college graduates with a B. S. in science or engineering, and (b) 
representatives sponsored by industry. Category (a) students are paid a salary 
by the operating contractor, Union Carbide & Carbon Co., while category (b) 
students remain on the payroll of the parent organization. 


5. Beryllium facilities—Standby costs, $75,000 

This estimate provides for maintaining the Luckey, Ohio, beryllium produc- 
tion plant in standby status ready for immediate reactivation should require- 
ments beyond stockpile availability develop. Standby costs include salaries of 
guards and maintenance employees, maintenance supplies and utilities, and 
related overhead costs. 


6. Bureau of Mines zirconium plant standby costs, $50,000 

The Special Reactor Materials Section of the budget provides for shutting 
down production ef zirconium sponge by the Bureau of Mines by the end of 
fiscal year 1954. Oxide production will be continued. As a result $50,000 will 
be required in fiscal year 1955, $15,000 for shutdown costs and $35,000 for standby 
eosts. The latter will cover protection and standby maintenance for the build- 
ings and equipment used in the zirconium refined chloride, sponge, and ingot 
processes. 
7. Security shipments, $100,000 

This estimate is for coordinating, escorting, and providing armed protection for 
shipments of highly classified materials and documents, as well as materials 
that cannot be transported by common carrier because of health and safety 
hazards. 


PLANT AND EQUIPMENT 
Reactor development program—construction obligations 


Total obligations: 
Actual, fiscal year 1953 $32, 155, 209 
Estimate, fiscal year 1954__ 39, 846, 225 
Estimate, fiscal year 1955. _. 51,144, 000 


JUSTIFICATION OF PROJECTS FOR WHICH FUNDS ARE REQUESTED IN FISCAL YEAR 1955 


The reactor development program not only develops certain new and novel 
types of reactors, it also constructs those reactors and operates them. To ac- 
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complish the full responsibilities of the program it is necessary (1) to construct 
and equip laboratories capable of handling the specialized problems of reactor 
development; (2) to construct and equip plants to manufacture reactor grades 
of reactor materials, such as beryllium and zirconium, because there is as yet 
no appreciable commercial market for these materials and because the produc- 
tion is not yet on a routine basis; (3) to construct and equip chemical processing 
plants for the processing of spent fuels, treatment of waste products and other 
purposes; and (4) to establish a reactor testing station, where the hazards 
associated with reactor experiments could be reduced to a minimum. 

The principal project in fiscal year 1955 is the pressurized water reactor which 
was authorized as a result of the Second Independent Offices Appropriation Act 
of 1954 to be started in fiscal year 1954. The project accounts for $35 million of 
the total. General plant improvements have been deferred to the fullest extent 
compatible with continuing operating programs. The construction program 
can be tabulated by major purposes as follows: 


Experimental reactors, test facilities and modifications to reactors. 4,370, 000 
Chemical processing 10, 654, 000 


4-42X-4001, pressurized water reactor, Chicago Operations Office, $35,000 

The pressurized water reactor will be designed to generate a minimum of 
60,000 kilowatts of useful electric power. This plant will require the construc- 
tion of facilities for operating the reactor, the steam powerplant, and electric 
generating equipment. Facilities for loading, unloading and storing fuel ele- 
ments, handling radioactive materials, supplying emergency power, handling the 
water supply and treatment, and cooling water facilities will be required, as well 
as conventional facilities related to the generation and distribution of electric 
power. 

In May 1953, the National Security Council held that the early development 
of nuclear power by the United States is a prerequisite to maintaining our lead 
in the atomic field. The Atomic Energy Commission recommended, and after 
review by the National Security Council, received approval from the President 
for development and construction of a full-scale reactor for a central station 
electric powerplant. In support of this view the Congress specifically authorized 
in the Second Independent Offices Appropriation Act, 1954, the expenditure of up 
to $7 million to begin construction in fiscal year 1954 of a reactor for this purpose. 
Westinghouse Electric Corp. has been selected as the principal contractor be- 
cause of their previous experience with the reactor system chosen. Through 
rapid reorientation of the development effort at Bettis plant it was possible to 
commence development of the reactor in July 1953. Work in fiscal year 1954 
will include site selection and preparation, architect-engineering, advance pro- 
curement, and the initiation of construction of separable general facilities at the 
site, which has not yet been selected. During fiscal year 1955 it is expected that 
construction at the site will be underway. 

Any estimate of cost for this reactor must be considered only preliminary 
until the site selection has been made and firm designs are available. The $35 
million of new funds requested in 1955, together with $5 million being obligated 
in fiscal year 1954, will provide a total of $40 million for the project. The Com- 
mission’s goal is to construct the reactor with a minimum capita! outlay in order 
to attain the lowest cost of power possible in this first step toward competitive 
power production ; it hopes to complete this project within the amount currently 
requested. 


Experimental reactors, test facilities, and modifications to reactors, $4,370,000 
Additions and modifications to experimental reactors and facilities will be re- 

quired in 1955 to provide for additional operating experience and performance 

information. 

Chemical processing plants, $10,654,000 


Anticipated increased program requirements will necessitate expansion of the 
Idaho chemical processing plant. 
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General plant improvement projects, $1,120,000 

To keep pace with the changing needs of the development program it is neces- 
sary from time to time to modify laboratory and experimental facilities including 
Jaboratories, reactors, chemical plants and the beryllium and zirconium plants, 
Because of constant improvement in the art, it is likewise often advantageous 
for technical or economic reasons to make improvements in the reactors and plant 
facilities. Some modifications and improvements are desirable to provide better 
service, to reduce bottlenecks, or reduce maintenance costs. By the very nature 
of the projects it is frequently and usually impossible to forecast each require- 
ment. To provide for this type of project we have budgeted a “general plant 
improvement” project for those major facilities which are engaged in major part 
in the reactor development program. These estimates are based on experience 
in prior years, age and condition of the facility, other work planned for the 
facility and any special needs which are apparent. Projects in this class are 
estimated to require $1,120,000 in fiscal year 1955 for work at 12 major facilities 
representing a Government cost as of June 30, 1953, of approximately $216 mil- 
lion, or about one-half of 1 percent of our investment. The operating programs 
accomplished in these facilities in fiscal year 1953 totaled $72,794,000 and is 
expected to reach about the same total in fiscal year 1955. 

Approximately $1,292,000 was spent for work of this nature in fiscal year 
1953. Although the plant investment in these locations is expected to increase 
more than $68 million in fiscal year 1954 as a number of projects underway in 
fiscal year 1953 are completed, the estimated requirements for similar work in 
fiscal year 1955 has been reduced to $1,120,000. This amount will provide for 
only those essential modifications and improvements necessary to support the 
development programs to be conducted in fiscal year 1955. The estimate is set 
forth by administrative areas as follows: 


j-42X-5001, general plant improvements, Chicago Operations Office, $500,000 

For facilities located at Argonne Laboratory, Bettis plant, Lockland plant and 
other similar sites. Comparable requirements in fiscal year 1954 total $650,000. 
j-411-5010, general plant improvements, Idaho Operations Office, $400,000 

For facilities located at the National Reactor Testing Station, including the 
chemical plant, the materials testing reactor, central service facilities and other 
smaller sites. Comparable requirements in fiseal year 1954 total $900,000. 
j-471-5001, general plant improvements, San Francisco Operations Office, 

$100,000 

For facilities located at Livermore, Calif., and other smaller sites, but not 
including the Radiation Laboratory at Berkeley. Comparable requirements in 
fiscal year 1954 total $450,000, which includes building modifications for a cafe- 
teria at an estimated cost of $95,000. 
4-2.52-—5001, general plant improvements, Schenectady Operations Office, $100,000 

For facilities located at the Knolls Atomic Power Laboratory, West Milton 
area, and other smaller sites. Comparable requirements in fiscal year 1954 
total $180,000. 
§-221-5004, General plant improvements, New York Operations Office, $20,000 

For beryllium fabrication facilities located at Cleveland, Ohio, the MIT 
operated metallurgical laboratories in the Hood Building, Cambridge, Mass., and 
the Sylvania Electric Products Co. laboratory at Bayside, Long Island, N. Y. 
Comparable requirements in fiscal year 1954 total $96,000. 


REACTOR OPERATING PROGRAM 


Mr. Nicuotrs. In the reactor operating program, we are continuing 
at about the same level as the previous year. We are actually dropping 
from $90,049,000 to $87,070,000. 

Mr. Putures. In my mind, this is the building of reactors which 
or ane as pilot plants. Is that right? ould these be pilot 
plants 


Mr. Nicuoxs. These are generally pilot plants and research develop- 
ment work, and we will cover, in the construction budget, the actual 
construction cost of certain specific reactors. 

Mr. Puiiures. Strange as this question may be, coming from a mem- 
ber of the Appropriations Committee, should you be reducing ex- 
penses here ¢ 

Mr. Nicwors. If you take the cost of construction, we are going up. 

Mr. Yates. But you are doing less work? 

Mr. Nicnots. The reason it goes up and down is that we have cer- 
tain programs. In other words, we are working on a particular 
reactor and in the development of a reactor over the course of 4 or 5 
vears the expenditure is not the same every year. It depends upon 
where you are in the course of development as to whether you are 
spending money for actual work, or spending money just for brain 
work, and this item varies depending upon where we are in that par- 
ticular program. 

Mr. Yates. On the first page, I notice a request for an appropria- 
tion for the aircraft propulsion reactor program. Last year you told 
us that was in suspension. 

Mr. Nicnots. I plan to cover that later. 

Mr. Puiuures. We widerstood that was not to be spent, and appar- 
ently you are spending $15 million. 

Mr. Nicuots. Yes, sir, that is right. Of the $87 million, about 
three-quarters is for specific reactor programs and, if you want to 
see where this money is spent, the actual laboratories, it is covered on 
page 153 of the justifications. As you see, the bulk goes to the Knolls 
Atomic Power Laboratory at Schenectady, N. Y.; Oak Ridge National 
Laboratory; Argonne National Laboratory near Chicago; the West- 
inghouse Laboratory at Pittsburgh; and the test station at Arco, Idaho. 
And we are doing some work at Livermore, which I will describe off 
the record at a later time, at Brookhaven, Ames, and Mound. Mound 
is dropped out entirely this year. 

There is also supporting work at non-AEC-owned facilities at the 
institutions listed under B. I think the more descriptive part of this 
is found in the discussion of the individual projects. 

Under “Industrial and Production Reactors,” we have four main 
projects. The first is on page 154, the fast plutonium power breeder 

rogram. This isa long-term program wherein we hope is one of the 
bad solutions for making power, but there are so many problems we 
have to solve that we have to put it in the long-term category. 

Mr. Yates. How much have you put in that program to date? 

Mr. Nicnoxrs. Something like $10 million. But we would hope with 
this particular program that you ultimately could have breeding that 
would produce more fissionable material than it consumes, and at the 
same time get power. 

Mr. Anprews. Is this the program you mentioned yesterday at a cost 
of $40 million ? 

Mr. Nicuots. No, sir. 

Mr. Yates. I was under the impression, as a result of a news story 
that appeared last year, that this was now a successful operation. 

Mr. Nicuots. We have a small-scale breeder at Arco, Idaho, in other 
words, an experimental model in which they have made measurements 
of the amount of breeding. The next step is to improve the fuel rods 
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and design a better reactor, although the next one will still be a pilot 
model. Tn other words, we are not yet going to any large-scale ven- 
ture in this particular type of reactor. 

Mr. Yares. That story was premature? 

Mr. Nicuots. It was premature from the standpoint of the optimism 
of raising power; but not premature from the standpoint of the scien- 
tist looking at a reactor and saying, “This proves ultimately that we 
can breed fissionable material.” Item No. 2 is another long-range 
project which is being conducted by Carbide & Carbon Chemical Co. 
at Oak Ridge. This is the homogeneous reactor program. We are 
estimating $4 million for that program in the next fiscal year. 

We have built a small model called a homogeneous reactor experi- 
ment. We will spend a good part of this money rebuilding that in 
carrying on and trying to solve some corrosion problems. Again this 
is long term, but it has eae of breeding, also. This is a dif- 
ferent technical approach. 

The third item is the “Advanced Water Reactor Program” which 
is at Argonne, under the direction of Dr. Zinn, and we conducted an 
experiment at Arco last summer which is very promising and this looks 
as if in the pressurized water system we can cut down the cost. 

Mr. Yares. Could not you give us the cost to date of each of the 
programs? You testified as to the cost of the plutonium power breeder 
program; you did not give us the cost for the homogeneous reactor 
program, nor the advanced water reactor program. 

Mr. Nicwors. For the homogeneous reactor program, I would say, 
it would run in the neighborhood of $15 million. That is a long-term 
program requiring a lot of research. 

The boiling water experiment, the advanced reactor, is probably 
more like $3 million. at is really a cheap experiment, but very 
cumbersome. 

Mr. Yates. Do you have target goals in terms of dollars for each 
program, or are you still treading in the dark? 

Mr. Nicxors. It is pretty much treading in the dark, but we do 
have one very firm target goal, that is, that the total cost of the reactor 
must be low enough to compete with a power plant using coal for 
generating electric power. Until we have done that, that is our target. 

Mr. Yates. I assume at some later time you will discuss the cost? 

Mr. Nicuozs. I will be glad to. 

The next item, No. 4, is the Sodium-Graphite Reactor Program. 
That is being conducted by the North American Aviation Co. in 
California. 

(Discussion off the record.) 

Mr. Nicuors. This also shows some promise as being a relatively 
short-term project. 

Mr. Yates. Two million and a half dollars is allocated to that. 
What has been spent to date? 

Dr. Harstap. Three or four million. 

Mr. Nicuors. All four of these are different approaches. In other 
words, two are long term and two are short term. 

Now I would like to go off the record. 

(Discussion off the record.) 
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PRESSURIZED WATER REACTOR 


Mr. Nicuors. The next item is the big reactor at page 157, the Pres- 
surized Water Reactor. This is the reactor we plan to spend $40 mil- 
lion on. We have $6,500,000 in this request for development and we 
have in the construction budget at page 497 an item for $35 million 
which would be added to the $5 million which this committee author- 
ized in fiscal 1954. 

This is the first large-scale reactor which will generate power. It 
will not generate economic power; there is no pretense that it will; 
but we feel that we can learn enough from the engineering point of 
view and the operating point of view to warrant the expenditure of 
this amount of money. 

We also have hopes that we can so improve the fuel assembly that 
we can lower the cost. I believe we testified the other day we started 
at 40 mills, Dr. Hafstad, and that with this existing setup we may get 
as low as 12 mills if we can increase the length of life of the fuel rod 
assembly. And we hope by the time we have completed the experi- 
ment and drove down to a minimum in the use of this method, that we 
will have acquired enough knowledge and experience for the next unit 
which probably would be larger and we would have economic power, 
or close to it. But we feel unless you go ahead with the engineering 
work on this type of thing, you never will be able to refine the cian! 
cost of the large-scale units. 

Mr. Yates. What cost do you include in the reactor in your deter- 
mination of whether or not it produces economic power? Do you 
include the cost of all research that has already been done? 

Mr. Nicuots. No, sir; not the cost of research. 

Mr. Yares. Just the cost of this particular program ? 

Mr. Nicwors. We only put in what would be the actual construction 
cost with the idea of duplicating what that ought to buy. We are 
interested in getting an instrument that you can duplicate or make 
minor improvements in and have economic power. 

Mr. Yates. This unit is not successful for use in a large ship? 

Mr. Nicuots. This is the original unit for large ship use. 

Mr. Yares. It was shoved over from last year / 

Mr. Nicwots. Shoved over from last year, It represents the out- 
come of eliminating certain things you would need in a ship reactor 
to take care of the roll and that type of thing, to try to cut cost. 

The other very interesting factor in regard to the program is that 
we hope to have industrial participation and we advertised in January, 
just an open announcement in the newspaper, that we would entertain 
proposals from private industry to participate in this particular ven- 
ture. 

We got some very attractive proposals. In fact, we have not 
analyzed them all, because you have to go back to the companies and 
say “What does this mean” and start pinning them down. But we 
have advertised and received proposals and my people tell me they 
think they can get the best proposal to me in a wd ofdays. It looks 
as though we have at least one outfit that will build the steam generat- 
ing plant necessary for this, where all we do is to build the reactor, 
and they will operate it for us under a contract and the steam that is 
produced they will pay for at so many cents per million B. t, u., com- 
parable to the highest cost they pay for steam anywhere. 
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That means we will thereby cut the Government’s investment in 
this venture to the cost of the reactor and cut the Government’s oper- 
ating cost also. We would not have to worry about how do you 
distribute the power, or how to use the generating plant, and we will 
get a full return for the value of our steam. As I stated earlier, the 
cost of the steam would be uneconomical in this initial venture. 

This will be a 65,000 electrical kilowatt unit and will be the first 
large-scale land power unit and, as I say, we are very optimistic 
abou! getting a measure of industrial participation in it to cut down 
the Government’s cost. 

Mr. Pures. I think you estimated in your justifications, based on 
your own records, that you anticipated $14 million industrial aid. 

Mr. Nicuots. We did not know what we would get. I think it was 
10 or 12 million. 

Mr. Puriures. I got a figure from somewhere of $14 million. 
hay I want to know is, does that mean you want $26 million from 
us 

Mr. Nicnots. No. sir. When we agreed to this figure with the 
Bureau of the Budget, we estimated we would get industrial partici- 

ation. If we had not gotten industrial participation, we would not 
Lisa money enough. We do not know yet just what is going to be 
the division here, but it was estimated the $40 million would be the 
price of the reactor itself without any steam generated. 

Mr. ‘je How thoroughly did the Bureau of the Budget go 
into it 

Mr. Nicuors. They went into it thoroughly. Of course, these 
things are estimates and, when something is not completely designed 
and is still experimental, you have quite a variation in the estimates. 

Mr. Yates. I was under the impression that the cost of the reactor 
as given to this committee last year was approximately ninety to 
one hundred million dollars. 

Mr. Nicuors. Yes, sir. Now we have cut that to a very simplified 
reactor, eliminating many features that were required in the ship 
experiment. ~ 

r. Yates. What is the total cost as presently designed ? 

Mr. Nicuots. As presently designed, it will be about $52 million, 
including the steam plant. 

Mr. Yates. You mean the cost of the steam plant—— 

Mr. Nicuots. Is about $12 million. If they put up more money, 
we drop below $40 million. 

Mr. Yatrs. Why is there such a difference in the cost? You stated 
the total cost of this experiment was ninety to one hundred million 
dollars last year; now you are estimating it at $40 million plus $12 
million. y the great differential between the $52 million and the 
ninety to one hundred million dollars? 

Mr. Nicnors. We are a little closer to the design and the engineer- 
ing has moved further along and we have simplified it. 

r. Harstap. The original estimate was a quick one made for a con- 
siderably larger unit in the kilowatt. We were at least hoping to 
build about a 200,000-kilowatt unit in the estimate of ninety to one 
hundred million dollars. 

Mr. Yates. Did we authorize the construction of that large reactor? 

Dr. Harsrap. No, sir. 
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Mr. Nicuots. You did not specify which one. 
Mr. Puturrs. We just gave them the money. 

Mr. Nicuors. You gave us $5 million to initiate an industrial 
reactor. 

Mr. Yates. I was under the impression we gave them the money 
on the basis of the testimony they gave us, and the testimony they 
gave us was for the larger reactor, and I thought that was the reactor 
they would build. It now appears, since that time, you have changed 
your mind and are now proposing to build a smaller reactor. 

Mr. Nicuots. That is right. 

Mr. Yates. One capable of producing—— 

Mr. Nicnors. Sixty-five thousand electrical kilowatts. We feel we 
can get the engineering data and the larger pumps we need with this 
amount of money. 

Mr. Yates. Have you completely abandoned the idea of using such 
a reactor in a large ship? 

Mr. Nicnors. We are not working on it at the present time; but 
the Navy is not abandoning it. 

Mr. Yates. What is the Navy doing? 

Dr. Harsrap. The Navy has authorized the Newport News Ship- 
building Co. to continue studies, at Navy expense, on the use of 
nuclear power and for the study of the availability of reactors. 

Mr. Yarrs. What does this mean, really? When the Navy au- 
thorizes the Newport News Shipbuilding Co. to study it, does the 
Newport News Shipbuilding Co. have any technical background for 
it? Why do they not authorize the Commission to do it? I would 
imagine you would be in a better position to appraise these things 
than the Newport News Shipbuilding Co. 

Dr. Harsrap. This reactor is a demilitarization of the boiler of the 
pressurized water powerplant. The Commission can and must do all 
of the work involving reactors, nuclear power, and so forth; but the 
Navy has still a big job to do to modify various components in order 
that they would be able to use it. This means that the Navy, if they 
can go on at Newport News or any other company qualified in marine 
engineering, will develop the modifications. 

Mr, Yates. Does the Navy propose to build a reactor capable of 
being used in large ships? 

Dr. Harsrap. They have not given up, and the basic design of this 
pressurized water reactor being based on the original submarine 
thermal reactor, could again be used as a basis of design for a naval 
power plant. 

Mr. Yates. If you continue the construction of an additional reac- 
tor, it justifies my argument last year, namely, that we should build 
a reactor capable of doing both jobs. 

Dr. Harstap. Each of those reactors contributes knowledge in the 
other field. 

Mr. Yates. But if you build two reactors, you are paying double 
cost. 

Dr. Harstap. Whichever one you build, you would have to build 
another emphasizing the design for the particular things you want. 

Mr. Nicnors. In every reactor we build, we learn a lot for use in 
the next one. 

Mr. Yares. I think that istrue. My criticism is that I do not think 
you are giving greater attention in the budget to reactors. 
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Mr. Nicuots. Neither do I. 

. Mr, Puiuurs. Now let us go to page 160, to the Aircraft Propulsion 
Reactor Program or is that the next one? 

Mr. Nicuors. No sir, the next one would be page 158, Naval 
Propulsion Reactor Program. 

We have $25,645,000 for the naval propulsion reactor program as 
shown on pages 158 and 159 which are in the record. We then turn 
to page 185 and go off the record. 

(Discussion off the record.) 


REQUEST FOR CONTRACT AUTHORIZATION 


Mr. Putiures. The committee has discussed at length the prob- 
lems of the construction of reactors particularly the speed with which 
they should be developed; the speed with which the experimental 
work should be done, and the extent, and we would like, on the 
record, to ask Mr. Nichols certain questions, one of which is: Are you 
satisfied with the present reactor program, so far as the rapidity of 
development is concerned, partiedterit if this committee were to de- 
cide to give you the authorization to use funds for starting work on 
the reactors and if the work, the experimental work, should be ac- 
celerated before we come back next year? 

Mr. Nicuors. My answer, Mr. Chairman, is that we could accelerate 
the program, if we hit upon certain reactors which we could select, 
which offered promise ; authorization would permit us to start making 
contract negotiations for carrying forward whatever turned out to 
be the most promising approach. 

Mr. Pures. The fact that there are various of reactors, 
possible reactors, and that experimental work must be done, means 
that if you were, for example, to be given the gs nl or the mone 
to start them all at once, actually you would not develop them muc 
more rapidly under such a program, and it would involve the waste 
of money by eliminating knowledge which would come from starting 
on one at a time. 

Mr. Nicnors. If we undertook to do it on a parallel approach, it 
would cost more money. I think we can make more speed at this 
time if we are free to select what turns out to be the best one, in 
first, say, the next 6 to 12 months, and then one for each year for the 
next 3 or 4 years; in that way, we could carry forward the state of 
the art, basing each one of them on what looks to be the more promis- 
ing, and gradually develop this state of the art. But at this stage 
of the game, we think it is best to select the one that looks the more 
promising. 

_ Mr. Putuies. I am sure the committee will take these suggestions 
into consideration when it comes to mark up the bill. 


PRIVATE INDUSTRY PARTICIPATION IN REACTOR DEVELOPMENT PROGRAM 


Mr. Nicnors. There is the other possibility that we are presently 
investigating—what might possibly speed up industrial participation, 
which would mean more money in the program, would be to find 
some way to get authority to contract for buying plutonium or U-233, 


on a long-term basis, which we would buy as a byproduct of power. 
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In other words, if we could set a price so that we could buy fissionable 
material from utilities who wanted to build a reactor of their own and 
give them a fair price for it, which I would say would not be in excess 
of the price which we pay for material produced in present plants, 
that might encourage private money to come into this field; but it 
would require long-term contract authority for this purpose under 
which we could make a deal with industry to purchase the product. 
It would also require other changes in legislation such as have been 
proposed to Congress. 

Mr. Putuirs. The question which this committee might wish to 
have answered, being an appropriation committee, would be how much 
money would be involved in a deal of that kind ? 

Mr. Nicuots. Over a 15-year period, it would run from twenty-five 
to thirty million dollars a year. 

Mr. Srrauss. Dr. Smyth makes the point that if this remains in the 
record, he thinks that it might give the impression that the rush for 
contractors is in the offing. 

Mr. Puitites. You mean about what? 

Mr. Srravuss. About the purchase of byproduct materials. 

Mr. Nicuots. I should say this is my personal opinion which I have 
not yet sold to the Commission. 

(Of the record discussion. ) 

Mr. Putters. I think possibly the most interesting part of your 
testimony on this subject of reactors is the evidence of increased in- 
terest on the part of private industry to the point of participating 
financially in the development. 

Mr. Nicuots. I think this could go on the record. We actually 
have a proposal from Dow-Detroit-Edison Co. and a group of indus- 
trial people to spend $2.5 million of their own money next year. 

Mr. Yares. To do what? 

Mr. Nicuots. For research in the reactor field. In other words, for 
a study contract, under which we make information available to them, 
which makes possible the spending of $2.5 million of their own money 
in carrying forward research in this field. That is work that they are 
proposing to do on reactors. 

Mr. Yares. Supplementing the chairman’s question, I wish that 
General Nichols would give us a complete picture of how far industry 
has been willing to go in this particular field. You have indieated so 
far that the Dow-Detroit-Edison proposes to spend about $2.5 million. 
Are there other companies that are willing to spend money in this 
field, and in what direction. How serious is industry at this time? 

Mr. Nicuors. We are very definitely working with them. 

Mr. Yates. In what way? 

Mr. Nicuors. There are eight study contracts. 

Mr. Yates. What do you mean by study contracts? 

Mr. Nicnors. I mean the contracts we make with companies where 
we furnish them access to information on the basis that they will set 
set up an engineering group to work on this problem at their own 
expense now; rather than making available to every company this 
information, we ask them how interested they are, and their interest 
is indicated by the size of the organization that they set up to do the 
research and engineering work. I think there are eight such study 
contracts. 
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Mr. Yates. What companies are they? 

Mr. Nicuots. Dow-Detroit-Edison 1s one; Commonwealth Edi- 
son—— 

Mr. Yates. That is in Chicago? 

Mr. Nicuors. Of Chicago. And they are tied in with the Northern 
Illinois—— 

Mr. Yates. Public Service Co. of Illinois. 

Mr. Nicuors. Yes. 

Dr. Harstap. And the Pacific Gas & Electric Co., the Bechtel 
Corp., the Union Electric Co., and the American Gas & Electric Co.; 
then we have another, with Monsanto Chemical Co. 

Mr. Puuutirs. Doctor, can you tell us, as you list these different 
companies, the amounts of money which they have evidenced their 
willingness to spend ? 

Dr. Harsrap. These have been spending at the rate of between one 
and two hundred thousand dollars a year of their own money. 

Mr. Yates. For how many years? 

Dr. Harstap. For about 3 years. Each of them have come through 
with an actual engineering design of a power reactor; which they 
could build if the money were available to build. None of them con- 
cluded at the present time, that they have completed their studies to 
the point where they say that it was economical on a power basis only. 
All of them, however, were sufficiently interested in the rate at which 
costs were coming down to indicate they were not only willing 
but determined to stay in the picture in order to take advantage of 
the advance that has been made in this field, and each of the group is 
becoming more interested and devoting more, rather than less, money 
to it. 

The Dow-Detroit-Edison is one example of this. Other groups have 
combined to form a nuclear power company, or organization. One con- 
sists of Commonwealth Edison, Bechtel ., American Gas & Elec- 
tric, Union Electric, Public Service of Illinois and Pacific Gas & 
Electric. There are others who want to be able, at some not too 
distant future, to do further work in this field. 

Mr. Puiutrs. Dr. Hafstad, I am reminded that the TVA said 
something when it was up here about spending some of their own 
money in this field. 

Dr. Harstap. Yes, they have several people working on this at the 
present time. 

Mr. Yates. Is that the complete story of industry’s participation 
in reactors ? 

Dr. Harstap. Those are the major ones. We have quite a number 
of other small companies. For example, only recently Babcock and 
Wilcox have been given a study contract, not, however, to design a 
complete plant but to cooperate with any and all other utility groups 
that might be interested. The American Machine & Foundry Co., 
is moving into the game the same way; and Bendix Co. and several 
others are. 

Mr. Yates. When you say moving in, you mean the study groups 
are experimenting much the same way as is being done by each of 
the other groups. 

Dr. Harsrap. Yes. 


Mr. Yates. But evidence interest to the point of being willing to 
construct a reactor ? 

Dr. Harstap. Several indicated some years ago that if they could 
find a market for plutonium at a suitable price, they would finance 
the whole thing, but without that, the economic factor itself would 
not them to finance it completely. 

Mr. Srravss. It should be pointed out that there is a barrier in 
existing legislation to very active participation beyond the point at 
the present time of the company building a reactor. They could not 
even own or lease the fuel. At the present time, any company 
getting into the field could not derive any patent protection for its 
development. 

Mr. Putuies. For its own discovery ? 

Mr. Strauss. Even for its own discovery. 

Mr. Puiuirs. What assurance then have they, in spending all of 
this money, that they will have to pull out at some time in the future? 

Mr. Srrauss. That is a matter that we hope will be taken care of by 
an amendment to the act, which we have submitted to the joint com- 
mittee. I think the record should also show that in addition to this 
group that Dr. Hafstad has listed, that there is a number of other 
companies comprising about how many ? 

Mr. Nicnots. Some 20 companies. 

Mr. Srrauss. Twenty companies, some of them being quite small 
interested in components. 

r. Nicnots. They are collecting from these companies $50,000 to 
$100,000 ; that is, the organization is collecting from each of these par- 
ticipants on the average about $100,000. 

Mr. Puiturrs. Before Mr. Nichols goes off the record, are there any 
questions on this statement ? 

Mr. Yates. Mr. Chairman, I have a question. On page 183—— 

Mr. Puittres. This is in the green sheets, page 183 ? 

Mr. Yares. It is marked “green,” supposed to be green, and the 
fourth statement (reading) : 

The fourth project, “a large ship reactor” which was to have developed a 
nuclear propulsion plant suitable for propelling a large surface vessel, such as 
an aircraft carrier, was terminated as a result of the National Security Council’s 
recommendation made on the request of the Acting Secretary of Defense. 

Was this before the Navy was interested to the point where it author- 
ized the Newport News Shipbuilding Co. to continue on the work, or 
does this mean that the National Security Council has reversed itself 
on this question, or that the Navy is undertaking the study without 
the approval of the National Security Council ? 

Mr. Srravss. I think the decision would be determined by the study 
of the construction. 

Mr. Yates. May I suggest to you, Admiral, that last year they were 
at the study stage, and that the National Security Council determined 
that point. y, then, should they continue the study? Did the 
N a have the puproval of the Security Council? 

r. Strauss. I am certain that whatever was done was properly 
authorized. 

Mr. Yates. By the National Security Council? 

Mr. Srrauss. I would assume so. 
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Mr. Puiurrs, May I say that tomorrow we will start on the various 
subjects and questions which the task force has submitted to us. We 
were at page 130. Do you wish to continue Mr, Nichols? 

Mr. Nicuots. Yes, I have covered that part. I was just about to 
take up another explanation, 

(Off the record discussion.) 

Mr. Pauses. We will start with physical research tomorrow. 

Mr, Yates. I want to ask a question about the material on page 206. 
North American Aviation seems to be doing some work here. 

Mr, Nicnots, What page do you refer to? 

Mr. Yates. Page 206. 

Mr. Srravss. At the bottom of the page. 

‘ og Yates. North American Aviation is doing some work in this 
e 

Mr. Nicuoxs. They have built up a research group, an engineering 

oup, and they are doing very fine work on designing a reactor. That 
is the particular project that we are supporting, the sodium graphite 
reactor. 

Mr. Yarrs. How much, if any, in this field, if I may ask about the 
industrial interest, or, continue to ask about it, is being put in by 
them—North American is one you refer to. 

Mr. Nicuots. North American—we are paying for the work. 

Mr. Yares. Yes, 

Mr. Nicuots. This should be off the record. 

(Off the record discussion.) 

Mr. Yates. How many companies are in this program you have 
referred to? 

Mr. Nicuors. We will send you a table, indicating the companies 
and the amount of money being spent by them on this program. 

Mr. Patuuies. Thank you, gentlemen. 


Wepnespay, Maron 10, 1954 


Mr. Putturres. The committee will come to order. We are working 
under difficulties today. In fact, we have been working under some 
difficulty since the hearing started. Today I have a conference with 
Mr. Taber and others at 2 o’clock, and Mr. Cotton will take the chair 
at that time, although I hope I can get back. I think I will have to 
take Mr. Jonas with me. Perhaps Mr. Thomas can ask his questions 
at that time. 

T am hoping to get through the questions which T have today; that 
is, the questions which have been raised by the memoranda from the 
Task Force because, if possible, I have to go on to New York on official 
business tomorrow, and while I will cancel that if necessary I would 
like to clear this up today. 

I am hoping we can get through with the whole hearing today but 
if we do not, we will continue tomorrrow. 


COST OF RESEARCH DEVELOPMENT, PROCESS DEVELOPMENT, AND 
ENGINEERING DEVELOPMENT OF WEAPONS 


I have just been handed by Mr. McCarthy the information we asked 
for yesterday for the cost of research development, process develop- 


ment, advanced engineering and development, and design, develop- 
ment and testing of weapons for some years back—how far do you 
go; 1958, 1954, 1955? 

Mr. McCarrny. Yes, sir. 

Mr. Puituips. The members of the Committee already have copies 
marked restricted, for no reason that I can see on the face of it. 

Mr. McCarrny. The reason is we break down the operating costs 
between production and research and development on that table for 
certain programs. 

Mr. Puiuirs. If we were to combine the figures for certain of those 
programs it would be declassified ? 

Mr. McCartuy. It would. 

Mr. Puuutrs. I think after the committee has had a look at it in 
its present form, we will hand it to the reporter and have him put it 
in the hearings with those items combined in each case, for all 8 years. 

Mr. Srrauss. Combine the research costs. 

Mr. Puitutrs. For those items. We would like it combined for the 
3 years. There are three items on this table to be added together and 
combined in one item. The clerk can take care of that, or Mr. 
McCarthy, and the witnesses can look at that while I am starting 
some of the questions. 

(The document referred to follows :) 


Cost of research development, process development, advanced engineering and develop- 
ment, and design, development and testing of weapons 


| 
Research and development | 
| costs reported to National 


Science Foundation 
. | ing and 
Program } ] develop- Total 
Applied ment, 


Basic | research 
research devel- 


Total | and tests 


opment 
ql) (2) (8) | (4) (5) (6) 

FISCAL YEAR 1953 | 
ens -| 77,393 77,393 | $15,036 | | $92,429 
.- 23, 767 13, 805 37, 570 832 38, 402 
Biology and medicine. 3,395 | 20,684 | 24, 079 821 24, 900 

FISCAL YEAR 1054 
Production programs 11, 574 55, 328 | 66, 902 _- 
Reactor development | 76, 821 13, 228 1 90, 04 
Physical research. __- -| 24,359 14,091 | 38,450 450 38, 900 
3,506} 21, 714 25, 220 780 26, 000 
39,439 | 167,954 | 207,303 | 


FISCAL YEAR 1955 | 


Reactor 74,720 | 74,720| 12,350 | 87,070 
Physical 25,832 | 15,768 | 41, 600 400 42, 000 
Biology and 3,705 | 22,453 26,158 842! 27.000 


1 Includes $1.3 million funded by the Navy. 
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PERSONAL SERVICES 


Mr. Putures. I want to take up first your personnel. I think 
there are extra copies of this sheet that are not classified. Do you 
have extra copies of this? 

Mr. McCarruy. We have not had copies of that. I think those are 
the investigator’s questions. 

Mr. Yes. 

Mr. Burrows. They had our figures. 

Mr. Puuuirs. In brief, the methods of computing the personnel 
figures for this year in your charts are that you take the number of 
positions, and the average daily personnel. 

This committee in the past has preferred to have the number of 
positions authorized, but in your figures, I think, from my observa-* 
tion of them, you are not entirely consistent. In some places you work 
on the average and other places you work on authorizations. Thus, 
in 1954 it shows that there were 4,980 positions and incidentally, Mr. 
McCarthy, I have adjusted these, I think, to meet your suggestions. 

Mr. Nicuots. I have those figures here. 

Mr. Puiturrs. Then in 1955 it shows 4,904. 

Mr. Nicuots. Yes. 

Mr. Puiures. On the other hand, if you will look at the average 
number of employees, instead of being the reduction indicated there, 
of 76 people, actual employment increases from 4,701 in 1954 to 4,823 
in 1955, an increase of 122. Your dollar figures therefore for per- 
sonal services increase $1.3 million. It is a little difficult for this 
committee to understand page 401 of the justifications. I just point 
out that of all the thirty agencies that come before this committee, 
yours is the only one that has this concept of accounting for positions 
which produces a result which is not comparable. 

Now, the Task Force, in discussing this with your own people, were 
told that you are using a practice which was established some years 
ago by the Fish and Wildlife Service. The Fish and Wildlife Serv- 
ice in the opinion of this committee is not a model for the Atomic 
Energy Commission. 


PERSONNEL EMPLOYED BY CONTRACTORS 


We think it might be better if you take some larger agency as your 
model and keep your budget on those figures. But to get down to the 
actual facts, we do not find in your figures anz reference to the number 
of employed by contractors. 

our ln would suppose, would be that it is not your headache, 
but the contractor’s biedotha, that you give the contractor a certain 
amount of money and the number of people he uses is entirely his 
business. 

But on the other hand—and I think the other members of the 
committee will be interested in hearing this—you can apparently shift 
people back and forth from one account to another. In 1955 you are 
shifting 90 rage which you told us should be under limitation in 
1954, into the weapons program which is not under limitation. If 
you are able to shift 90 people out from under limitation you can shift 


190 people. 
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Mr. Nicuots. The particular account that you have here is the one 
that you are talking about where you have a figure of 4,701? 

Mr. Yes. 

Mr. Nicuors. That is the average for 1954 which is direct employ- 
ment for program direction and administration. We have considered 
that is the type of man that we have for our administration, and on 
our direct payroll, and use them on our own administrative work. 

We have another category of direct program people. For example, 
at Oak Ridge, the contractor furnishes the guards, Dut at Los Alamos, 
they are Government employed guards. In those cases, the staff should 
be considered an operating function with Government personnel or 
with contractor personnel, and in those cases where we feel we had this 
leeway, it was, by and large—— 

Mr. Putiies (interposing). I am not talking about Oak Ridge 
here; I am talking about Santa Fe. You are shifting 90 inspectors at 
Santa Fe which in 1954 were carried under the ceiling we gave you, 
- and you are now shifting them outside of that ceiling. If you have 
the right to shift people outside of the ceiling at will, then there is 
no point in our giving you a ceiling, is there? 

Mr. Nicuots. I think it should be pointed out, Mr. Chairman, that 
we have these two programs, the 8,000 and the 3,000 program, and we 
are shifting these inspectors from the 8,000 program to the 3,000 
program. 

Mr. Puituies. But that is shifting them out from under the ceiling. 

Mr. Nicuots. Yes; it does. Actually, they are still within the ceil- 
ing for 1954; we have never reached the ceiling. 

Mr. Burrows. That is correct. This comes up when we make the 
shift and notify the committee at the beginning of the year, but we 
made no shift during the year. 

Mr. Nicuors. We son not violated the ceiling but are proposing a 
shift for next year, and we have—— 

Mr. Puiuies. This committee has been disturbed by the number 
of employees who are on the contractors’ payroll and for whom we 
have no accounting. If we thought you were going to shift personnel 
out from under the ceiling that we gave you, we would be consider- 
ably more uneasy, I think. Now, with reference ot Oak Ridge—and 
I will come back to the other a little later—looking at Oak Ridge, the 
breakdown you probably have there is the one I have. 

At Oak Ridge, AEC had in 1953, 664 employees; that is, in June 
of 1953, and in November of 1953, 650, and in December of 1953, AEC 
had 646 and in January of 1954, 644, constantly going down. 

Mr. Nicuots. I do not have those figures. 

Mr. Burrows. Those are the figures for Oak Ridge. 

Mr. Puitiies. I am talking about Oak Ridge alone. 

Mr. Yes. 

Mr. Puiiies. You want to take all four of them together ? 

Mr. Nicnots. Yes. We operate in three areas there. 

Mr. Very well. 

Mr. Nichols wants me to take Oak Ridge, Paducah, Dayton, and 
Portsmouth, so I will give those figures. 

Mr. Nicuots. Yes. 

Mr. Puiues. In June 1953, 893; in November 1953, 856; in De- 
cember 1953, 851; and in January 1954, 851. The estimate for June 
1954 is 878, and the request for 1955 is 907. 
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The estimated number of positions for 1955 is 922. 

It is important only in this way, that your own manager did not 
ask for that many people. Somewhere in the process there must have 
been a misapprehension of the number you were going to need, and 
you are over by that amount, and you would not have had to ask for 
more than you had this year. 

Mr. Nicnots. The basic cause of the discrepancy here is that last 
year there was a cut in the personnel money and in trying to figure out 
what happened, and what we needed to do about that, there was too 
long a delay in taking effective action to reduce the personnel to fit 
the money ceiling ; that is, the number of positions to fit the money ceil- 
ing, and the result has been in the effort to make the amount of money 
come out right, we have had to cut below what was authorized, because 
we have had—— 

Mr. Prous. There was no law that required you to use the number 
of people that you asked for, at the beginning of the year. 

Mr. Nicuors. We would have preferred to have continued the oper- | 
ation at a more uniform level at which the budget was made up, and 
those were the figures that got into the budget prior to the time of the 
full effect of what we had to do in the last 6 months. In other words, 
we were forced below the desirable point for the last 6 months, and that 
is what has happened—that is why we have these figures. 

Mr. Putures. I do not think you are quite correct. 

- Mr. Tuomas. Is not this the situation: When you analyze the ap- 
ropriation language, with a limitation on travel and also your admin- 
istrative expense, it all comes up under salaries and expenses and in- 
cludes 01 through 09. In other words, the limitation is on construc- 
tion, so when you limit salaries and expenses for the commissioners, 
if the Commission sees fit to avoid the limitation, it is a very simple 
matter for them to transfer whatever has been taken out of the item 
and put it over into operating expense, so the contractors’ cost, for all 
practical purposes, is a lump sum appropriation with minor exceptions. 
_ Mr. Puitures. That apparently is what was done. 

Mr. Tuomas. That is obvious. 

Mr. Burrows. That is not what was supposed to have been done. 

Mr. Nicrors. No. 

Mr. Priurs. I think the committee is going to have to have some 
sort of limitation, or at least a breakdown of the number of employees 
in the other areas. 

Mr. Tuomas. But you do not get it under this presentation. It 
shows fissionable materials, weapons, research and development, raw 
materials—you have got 8 subheads, so you cannot tell what the con- 
tractors’ cost is. 

Mr. Putuures. Based on the figures that they have provided, of the 
total number of employees on December 31, 1953, both contractor 
and AKC the total was 146,478, and it shows that your number of 
employees was 6,288, so that you have only 4 percent of the number 
of employees. 

I think we are going to have to have a breakdown in justifications 
after this for the total number of employees. 

Mr. Nicuors. The total, Mr. Chairman, would be most difficult be- 
cause, take the estimate of the construction budget, for example, you 
plan a thing on a certain curve for construction, but you actually 
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build on the basis of how your material comes in, and when your ma- 
terials come in you hire the people to erect it. 

Mr. Tuomas. Your justification does not reflect at Hanford, for in- 
stance, the number; and at Oak Ridge, your manufacturing costs do 
not reflect the number. 

Mr. McCarruy. The information is set forth on page 17 of the oper- 
ating budget. Page 17 shows the entire Government employment ; and 
the charges to the administrative expense program, and those charged 
to the operating programs. 

Mr. Tuomas. That does not mean anything. You do not take your 
manufacturing units and break them down. 

Mr. McCarruy. On the contractors side, you mean ? 

Mr. THomas. That is right. 

Mr. Nicuors, | think we would run into difficulty in trying to arrive 
at the number of employees in the contractor group. We are able 
to give the number under administration when we are talking about 
Government employees, but when we come to try to limit a contractor, 
where our basic policy here is to operate by contract, by industrial 
know-how, to manage and operate as distinct between whether it is 
done by machine or whether it is done by manpower, or if we start 
imposing on them a ceiling on manpower, we are getting into some- 
thing more difficult to estimate, because we het a trying to tell 


the man how to run his plant when we want him to run it the most 
economical way he can. That is the difficulty we would run into. 

Mr. Putturrs. We will agree to that but we are talking about peo- 
ple you have. 

Mr. Nicnors. Yes; but I would like to try to separate my own peo- 


ple from the contractor’s people. 

Mr. Tuomas. I do not even go along with you on that. I am not 
willing to give anybody a blank check. We are giving you one and 
we are giving the contractor one and you have reiterated that three 
times. 

Mr. Putuuirs. Actually they have figures on their contractor em- 
ployment. 

Mr. Tuomas. Yes. 

Mr. Purvis. In my hand I have their own figures of the eon- 
tractor’s employment. 

Mr. Tuomas. That is the contractor’s figures? 

Mr. Puitures. That is from their own figures, on this sheet of paper 
and you have it right in your book there, Mr. McCarthy. 

Mr. NicHotLs. What page is that on? 

Mr. Putuuies. This is not in the justifications. This is not in the 
material which you furnish us. This is in the material taken from 
your own record. We have not required you in the past to fur- 
nish the contractor’s employment figures. 

I think we had better establish an understanding now that you do 
furnish this information. 

Mr. Yes. 

Mr, Puitires. Whether that, in turn, goes to the point you make, 
that you should say to the contractor, that he has got to eut down 
employment, that 1s a matter for the committee to take up subse- 
quently, but at least it would give us an idea of your figures as com- 
pared with the figures of the contractors. 
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Coming back to your own figures, the point I am making is that 
in this program of direction and administration, your figures were 
reduced ; that is, your employment was reduced, not the figures, from 
4,950 in June 1953, to 4,630, to January 1, of this year, or a reduction 
of 8 percent. 

In your budget you want your employment money, the request for 
next year, you want tare employment maintained at 4,800 and I do 
not think you have that justified in the request. You have actually 
4,630 employees at the present time, and you want to build that up 
to 4,800; how can _ justify that on evidence that is before us when 
the various installations show that you are actually reducing the 
number of employees. 

You want to hire 170 additional employees in fiscal year 1955 which 
does not correspond to your own figures showing that your employ- 
ment is gradually coming down. 

I will use these figures for Puducah and Oak Ridge. At Puducah, 

our employees have been reduced from 88 to 59 as of last year between 
J une and January, and this downward trend, according to your man- 
ager there, is expected to continue until it reaches a plateau, or a 
leveling off of 14 to 17 employees. 

Mr. Nicnots. We plan to go up higher in two cases than what we 
have on the chart here. 

- Mr. Putrurs. Then your average employment for 1955 to date 
would be 38? 

Mr. Nicuors, Yes. 

Mr. Putts. Yet you have asked for 78, when you show a reduc- 
tion to 38. Now these figures may not be very serious in themselves, 
but it is the general trend that concerns the committee. 

Mr. Nicuots. I think the trend should be down over last year. 

- Mr. Pumutes. Very well, let us take Oak Ridge. 

Mr. Nicuots. We have some places where we needed to go up. Ac- 
tually this whole personnel chart was made up before we started 
going into this New Look. 

Mr. Putters. I was going to bring that out; that this was the 

uest for people as of the date prior to the New Look. 
Mr. Nrcnors. That is correct. And I have great difficulty in de- 
fending any particular place, and I personally have already issued 
orders for reductions at Reveiauls River, because I want more people 
on the Colorado Plateau, over and above and beyond what we had 
listed here. 

Mr. Putuurres. Now, take Paducah. I mention that because your 
own figures show your employment there averages 38 and you have 
asked in your budget for 78, so that is a place where we can make a 50 
percent reduction. Now, take Oak Ridge. Your manager, as I said, 
did not ask for the number of people that you are asking for there, and 
he felt that there would be, over the year, a 25 percent reduction; that 
is from your own records. I have two more: Take Hanford; at the 
end of January of this year you had 395 people and your own staff es- 
timates the figures are going to be down to 370 on June 30, 1954. 

Mr. Nicnors. Yes. 

Mr. Pures. Yet you are asking for 385 for 1955. Actually, there 
is a letter in the files of your agency, the Task Force tells me, indicat- 
ing that the employment is expected to go down to 318 by June, 1955. 
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Mr. Nicuots. I have not seen it. 

Mr. Puttires. So the average for the year would be about 344 and 
then take the final one: What was the budget estimate, Mr. McCarthy, 
for Hanford, at June 30, 1955? 

Mr. McCarruy. That was 370, the year-end strength. We esti- 
mated for the opening of the year, when we made this initial 1955 esti- 
mate, that we would open the year with 408 at Hanford and come 
down during the year to 370. 

Mr. Putuirs. That is the point I was going to make. 

Mr. McCarruy. Yes. 

Mr. Puiutes. It is not a question of arguing whether you are mak- 
ing the right figures in here, but what we are trying to get is some lim- 
itation in the budget. 

Mr. Nicuots. Yes. 

Mr. Puiuurrs. Mr. McCarthy says that your figures on June 30 were 
370, but your Hanford manager’s figures, at June 30, show 318. 

Mr. Nicnors. Frankly, Mr. Chairman, when I first saw this Govern- 
ment employment, I questioned whether we needed an increase, and I 
would be prepared, certainly, to accept the employment figures ef- 
fective as of January 31 although I have a little question in my mind 
as to whether we can stick at the present level. I do not want to go 
into the New Look, into the revised program, yet—but in the revised 
program, I feel that there is a need for a little latitude. 

Mr. Purtturrs. Do not speak to this committee about the need for 
a little latitude. If any agency of the Government has had latitude, 
in the past 7 or 8 years—— 

Mr. Yarrs. Latitude has even become longitude. 

Mr. Pures. I accept that amendment. 

Mr. Nicnots. In fact, I do not worry about continuing the present 
figures, but I have not had a chance to appraise all of them. 

Mr. Priiuirs, Also in this connection, although I understand you 
are not ready to make any public statement on the record, but it is a 
fact that somewhere in your records a statement is made that you in- 
tend to close an office. 

Mr. Nicwots. May I say something off the record ? 

Mr. Yes. 

(Off the record discussion.) 

Mr. Putures. For the benefit of your Oak Ridge manager, I wish 
to correct the statement I made a few moments ago, when I said he 
expected the number would be reduced in the following year, that he 
had expected a 25-percent reduction. That is not so. A 25-percent 
reduction has been suggested but your Oak Ridge manager apparently 
does not think that will be reached; although he does think there will 
be some reduction in an amount not indicated. For Savannah River— 
that is where a lot of money is involved—Savannah River, at the 
end of January, you had 288 employees and as of this date, there is a 
$1.5 billion construction program, which is about 85 percent com- 
plete. Why does Savannah River need 22 more employees? 

Mr. Nicnots. Frankly, they are not going to get them. 

Mr. Putturs. That is a good answer. 

Mr. Yates. What was the answer? 

Mr. Puuuirs. That they are not going to get them. 
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Mr. Nicuors. I anticipated, and hoped to have a total cut of about 
100 in the total AEC program; I think I can absorb that without 
any problem. Beyond that, I do not know how much that is going 
to hit us, and I can also assure the committee that I am going to get 
by with the smallest number possible regardless of the ceiling. I had 
hoped that we would have a little leeway, so we would not bump our 
heads too hard. 

Mr. Puuures. Let us take the Savannah River, and maybe we can 
suggest how you can do it. The figures in your records show that you 
have about 280 people, 288 to be exact, keeping track of a single 
contractor. Do you not think that DuPont can do that without your 
requiring 288 people to keep track of them? 

Mr. Nicuois. We have a problem here of not just watching Du- 
Pont, but of answering a lot of local people’s questions, checking over 
all the information as required by the General Accounting Office, and 
by Members of Congress—— 

Mr. Puicures. Fifty percent of the 288 are servicing your own em- 
ployees down there. 

Mr. Nicuors. Well, they are doing administrative work, watching 
to see if DuPont people are giving attention to subcontractors, for 
small business; seeing that they do not violate any GAO or legal 
requirements on this type of contract. You see, we get oritiolied by 
agencies of the Government, say, by not giving more critical control 
to the holder of the contract, or giving greater leeway to the contrac- 
tor. And it is one of these things where you walk a tight rope. Per- 
sonally, I have always favored doing any job with the minimum num- 
ber of people, and as I say, I have already instructed Mr. Cook to see 
how we can whittle that figure down to the minimum. 

Mr. Pur.uties. I have not discussed this with all members of the 
subcommittee but I have a very strong feeling that we may be able 
to try to help you find out how you can do with a smaller number of 

e. 
mer. Nicnots- I think my record in the Government has probably 
been one that shows I would like to operate with higher quality and 
fewer people . 

Mr. Puuuies. Let us go out to California: You have 115 in the 
San Francisco office and, according to the information which I have, 
you are thinking of reducing that office. Why are you asking for 15 
more people, if you are going to reduce the needs there ? 

Mr. Nicnors. That decision has not been made yet. 

Mr. Puiturrs. Maybe you would like us to help you make it? 

Mr. Nicuots. I do not think you can. In other words, it involves a 
commission decision, which, if we make it, means we will consolidate 
that office with a fewer number of people, but if we do not, then this 
request is a reasonable one. It is the plan to consolidate that type of 
thing wherever wecan. But I have always looked for, and I have been 
looking all through this program, to find places where I can save 
people, to put them in other places where I think the program has been 
underestimated. For example, the reactor program has been under- 
estimated and I think we are losing out just beckons the raw materials 
program has not been as strong as it should. 

Mr. Puicurps. I have not found many cases where program were 
underestimated. 
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Mr. Nicnots. Well, we have at Grand Junction, Colo. 

Mr. Puituirs. I do not know, but you have pointed out, on page 
404 of the justifications, which you can read, that you are making sub- 
stantial reductions in construction engineering, service, and staff per- 
sonnel at the Idaho office. I think this is an exact quotation: “These 
reductions are attributable to a consolidation of contractor operations 
and the elimination of 84 positions in the reactor development pro- 
gram.” Iconcluded when I read that, that you were at least maintain- 
ing the Idaho office in a status quo and that we might look for an over- 
all reduction in personnel, and I was a little surprised, therefore, 
to see that you are requesting an increase from 97 to 120 in your own 
personnel. 

Mr. Nicuots. I will not defend that. 

Mr. Puiitrs. Maybe that is explained by the fact that this matter 
has been prepared for a long time. 

Mr. Nicuors. That is right. I feel the figures I had have changed 
materially. I think the more important thing is the list of what we 
should have for the administration of the overall program. 


DUPLICATION BY AEC PERSONNEL IN EXAMINING CONTRACTORS 


Mr. Putturrs. Well, our investigators tell us that the contractors. 
occasionally complain about so many people visiting their office that 
they do not have time to do the work for the Government. 

Mr. Nicnots. Our people or outside ? 

Mr. Puuutrs. No, the contractor. 

Mr. Nicuors. I mean AEC visitors. 

Mr. Puiiurres. According to the contractor, the supply division 
studies items like procurement and inventory, and the Comptroller’s 
division audits the same activity, and others as well. 

Mr. Nicuots. One of the reasons for that is that we have been 
requested to make as great a reduction in inventory as possible. 

Mr. Puuuires. That is fine, but I do not recall that this committee 
asked you to send two people down there to do the same thing. 

Here is some information which shows that your Supply Division 
and your Audit Division are both checking the same functions per- 
formed by Bendix at its Kansas City plant. The Supply Division 
issued a report dated June 15, 1952, on examination of property 
activities and related records. I do not know the number of days 
necessary to prepare the report. But on May 22, 1953, Mr. Bolson 
of the Supply Division made a report on the examination of property 
and management activities and related records, which took 30 days 
to make. Mr. Mahoney on November 17, 1953, made a report on the 
examination of the traffic activities that took 10 days. 

This is all at the Bendix plant in Kansas City, but at the same time 
the auditing staff on August 7, 1953, made a report which took 71 
days on warehousing and inventory controls; one that took 42 days on 
February 13, 1953, of procurement activities; on August 7, 1953, on re- 
ceiving and inspections, and one on August 7, 1953, on traffic practices. 
They took, on warehouses, 71 days; procurement, 42 days; receiving 
and inspection, 67 days; traffic practice, 78 days. I am just pointing 
out that the examination of traffic activities by Mr. Mahoney must 
have been a duplication of the examination of traffic practices and 
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the 2 or 3 months work by the Audit Division. In fact, I think you 
have some duplication in all of these items. I would suggest that 
this is a problem of the Audit Division and it would be better to let 
the supply people do something else. 

It was just pointed out to me that the supply division goes from 
Santa Fe over to Kansas City to make these reports, while the audit 
division has a 3-man staff resident at the plant. You not only have 
a duplication of work, but you are sending the supply people from 
Santa Fe to Kansas City while the auditing staff is already there. 

Mr. Strauss. What were the dates you were reading ? 

My Pups. I will give it to the reporter and it can go in the 
record, 

(The statement referred to follows:) 


Reports PREPARED BY AEC Divisions PERTAINING TO THE BeNprix Corp. 
Activities at Kansas City 


(Prepared by Supply Division personnel of the AEC Santa Fe Office) 


Report title Prepared by— 


Examination of pro; y activities | R. S. Lippincott, Assistant Chief, Pro; June 13, 1952 (5 

and related records. erty anagement Branch, Supply 
Division, Sante Fe office. 

Examination of property manage- | J. I. Bolson, Assistant Chief, Property | May 22, 1953 30 
ment activities and related re- Management Branch, Supply Division, 

cords. Santa Fe office. 

Examination of traffic activities..... Edward Mahoney, Chief, Traffic Branch, | Nov. 17, 1953 10 

Supply Division, Santa Fe office. 


1 Not available. 


(Prepared by the AEC Audit Staff which is resident at the Kansas City plant) 


Date com- |Man-days 
Audit report pleted required 
Warehousing and inVentory Aug. 7, 1953 71 


Mr. Nicuors. May I say, Mr. Chairman, that the Kansas City office 
is under Santa Fe, so the management of records is out of Santa Fe, 
and we send over there the basic documents. 

Mr. Puuturs. You have three auditors there all of the time? Is 
that correct, Mr. Burrows? 

Mr. Burrows. That is correct. 

Mr. Nicuors. In this case, the effort is to reduce our supply and 
we have charged that responsibility to the Santa Fe office. 

Mr. Puuutrs. I do not know where yon charge it, but why do you 
have to send 2 groups of men out to do the same thing? 

Mr. Nicnots. Sometimes there is a duplication in personnel check- 
ing to see what they are doing. 

r, Puiures. It does seem that there is some duplication in here. 

Mr. Nicuots. There may be some, yes. 

Mr. Putts. Would not that be the place for the auditors to do it? 


| 
| 
| 
4 
| 


2597 


Mr. Nicuors. Not necessarily. In other words, it is not completely 
an audit function, because, as I say, the man in Santa Fe has the re- 
sponsibility with respect to the flow of weapons, and it is his responsi- 
bility to see that there is a proper supply and that we do not have 
interruptions. Now, we use the audit staff at the local areas as a 
sort of guide to see that they are doing a good job. But I do not 
intend to give the auditor the responsibility to see that performance is 

He is an inspector, rather, and the one that has responsibility 
to see that this work is accomplished—that is the decentralized area, 
the operations office. 

Mr. Purures. Let me see how many people you have sent out to 
Eniwetok. The comptroller’s office went out from Los Angeles and 
the supply division went out from Santa Fe, all within two and a half 
months, one in the latter part of 1952 and one in the first part of 1954, 
on the same thing. 

Mr. NicHo.s, Tao not know the answer to that. 

Mr. Burrows. I do not know the answer offhand. 

Mr. Srrauss. We will undertake to check and find the reason for 
that if there is a reason. 

Mr. Yates. What were they checking? 

Mr. Putuurrs. I presume they were auditing the books, auditing the 
accounts—auditing the inventory and procurement records. Find 
out what it was. I do not know whether we are interested particu- 
larly in getting a statement from you on it, but I think we would 
just like to hear next year that you have cut expenses, because 37 

reent of your travel represents people from the Wicshinaton office. 


ou have one of the highest travel bills in the Government, is that 


not correct ? 

Mr. Nicuots. I do not know the—— 

Mr. Srrauss. Probably we are the most dispersed of any agency in 
the Government. We are operating in 45 States. 

Mr. Pures. Maybe there is a point there, of the division of work, 
so that it does not all come out of Washington. 

Mr. Nicuots. I just want to say, Mr. Chairman, that as far as the 
amount of work involved is concerned—— 

(Off the record discussion. ) 

Mr. Tuomas. Mr. Chairman, in order to clarify this whole thing 
here, so we can get a bird’s-eye view of it, this agency has never done 
this, and I would like to have them do it. I think this can be quickly 
furnished; a chart giving a breakdown by units and divisions in the 
Washington office with the personnel and the classified grades; that 
is, for the Washington office. 

Then for each one of the installations, by the same units, the num- 
ber and the civil-service classifications. That is two. 

Then the contractor. He has a different pay scale, but he can give 
you the salaries and the approximate euadicetion in the production 
field. That is No. 3. 

Mr. Nicuots. May I ask a question there—— 

Mr. Puuwtirs. And then fourth, on your construction contractors, 
that is the fourth chart, you are going to have to lump in a good many 
construction workers under that broad head, but when you get into 
your office setup, on your construction people, that will be something 
different, but that will certainly give us something that everybody 
can understand. 
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Mr. Nicnots. May I ask this question—— 

Mr. Puttiips. We have a record of practically all agencies of the 
Government along that line, but we have never asked this of the AEC 
before, because you were in the — of development, and could not 
_ it on a comparable basis, but I think the time has come, as Mr. 
y cena has pointed out, that we ought to have something like this 

m you. 

Do sat make it too complicated, however, Mr. Thomas, because they 
will be asking us to give back some of the personnel we are trying to 
eliminate, in order to prepare it. 

This applies to the field offices and the contractors ? 

Mr. Nicrots. That is what I would like to find out, when you asked 
about the contractors. If we take the prime contracts of $25,000 and 
over, we have 793. Do you want that for this 793 contractors? 

Mr. Pures. I had in mind production and manufacturing opera- 
tions. 

Mr. Nicuors. That would be 82. 

Mr. Purtiips. You will possibly find that the efficient gentleman on 
your left has most of that information already. 

Mr. McCarrny. We have a little different type of information on 
contractor personnel. 

Mr. THomas. When you get it down in black and white, you will 
then know what you are doing, I can tell you that. 

Mr. Prius. Maybe they had better do it, even if we have to give 
them back two people. I would suggest that maybe, if you want to 
avoid the duplication, you could cut out that kind of work where 
people are doing the same kind of a job and in that way you will be 
able to find some people who can get the information which Mr. 
Thomas has requested. 

Mr. Tuomas. Mr. Chairman, the clerk gives me this chart, appar- 
ently, which has been here and has not been passed out before. 

Z r. McCarrny. Those charts are for Washington and the field 
offices. 

Mr. Puititps. You have made a start on it already ? 

Mr. McCartuy. We will have to furnish the contractor informa- 
tion asked for. This is a chart of the Washington and field offices. 

Mr. Puiturps. Mr. Nichols, have you already assigned a man in 
vour office to devote himself to this sort of job? That is, you have 
already assigned a man to devote himself to the study of reports of 
various kinds? 

Mr. Nicuots. Yes, I have assigned a man to that. 

Mr. Pututrs. That would include the overall information. Maybe 
you have that already ? 

Mr. Nicuots. Actually, we have some of it. The tendency is to get 
one report after another and I would like—— 

Mr. Prius. It may be that he has all of this information. 

Mr. Nicuors. I do not think so. And unless you limit it, unless it 
is limited to some point, particularly the third item you ask concernin 
contractors, if we could cover the site contractors, rather than a 
others. We can get this information for our major prime contractors, 
— I think that would be a reasonable job. That is why I wanted to 

nd out—— 
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Mr. Tuomas. Well, what is unreasonable about it; why is it 
unreasonable ? 

Mr. Nicnots. I think its the number, where to limit this thing. 
When you say contractors, certainly I do not think you want every 
one, several hundred charts. I think you mean the major ones. 

Mr. Tuomas. How many big production contractors are there ? 

Mr. Nicwots. If you take the big production contractors, I think 
that would be reasonable. 

Mr. Tomas. How many of them are there ? 

Mr. Nicuots. I am told about 70. 

Mr. McCarruy. That includes the major laboratory operating 
contractors as well as production. 

Mr. Putmurs. May I suggest that we ought to get that first, and 
then we will see where we are before we authorize you to go down be- 
low that 70. I think we want them all, but we might take a “look- 
see” at the top and see what that looks like before we go down to 
the smaller ones, if that is satisfactory. 

Mr. Nicnots. The major contractors, I think we can get. 

Mr. Puturrs. In order to save a little more money, why would you 
send auditors all the way from Santa Fe to Boston, Mass. ? 

Mr. Nicnots. We are correcting that. 

Mr. Puriiies. You have men at New York, only 250 miles away. I 
am glad to hear you say you are correcting it. 

Mr. Nicnors. We have a plan to correct that, yes. 

Mr. Puuitxres. It looks to me as if you are beginning to do some of 
the things that we have been very anxious to have done. Maybe you 
can get something done about the records. 

Mr. Nicnors. Yes; we have already started on that. 

Mr. Pups. We have been pointing out for several years, Mr. 
Chairman, the need for a thoroughgoing study of the report system, 
and this is the first time we have had a report that something is being 
done about it. 

Mr. Nicuots. We would like to try the system and get the Com- 
mission’s views. Mr. Chairman. 


ASSISTANTS TO THE COMMISSIONERS 


Mr. Yates. As I read the statement here, you have an assistant to 
the Chairman, and three other assistants. Is that correct? 

Mr. Srravss. I have 3, 1 who serves without compensation. 

Mr. Yates. Are they known as assistants to the Chairman? The 
chart shows 3 assistants to Commissioners at GS-15, 1 assistant at 
GS-18. I wondered what the other range of assistants was. Are 
they carried under the name of assistants? 

Mr. McCarruy. Those are administrative assistants. The typists, 
secretaries, and others below that grade of 15, are not assistants to 
the Commissioners. 

Mr. Yates. Are they in secretarial work? 

Mr. Strauss. No; there is a difference between the typists, the re- 
ceptionist and the assistant, who does the administrative work. 

Mr. Yates. Would they not be listed on the chart somewhere ? 

Mr. Srrauss. I assume it is reflected by civil-service rating. 

Mr. Puuuirs. I think this idea, Mr. Nichols, of people traveling 
all around the country out of the Washington office, does not meet 
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with favor on the part even of some of the employees; if you could 
reduce that a bit, I think it would meet with their favor. 

Mr. Nicuots. That is a fact, Mr. Chairman. 

Mr. Puiuies. I do not have any idea that the Government em- 
ployee likes too much to travel on Government per diem. 

Mr. Nicuors. They are losing money and it is not their desire, you 
might say, Mr. Chairman. They are not doing it for pleasure. 

Mr. Yares. I just wondered whether this chart which has been 
handed to us is complete. From looking at this chart, I would as- 
sume that each of the Commissioners had an assistant, but this chart 
would indicate one is assistant to the Chairman and the others assist- 
ants to three of the other Commissioners. Now, the Chairman states 
that he has three assistants. 

Mr. Srravss. One serving without compensation. 

Mr. Yarrs. He is not listed. Are the other two listed? 

Mr. Srravss. I presume so. I do not think you can identify them 
from this chart, or thistable. Ithink I can indicate—— 

Mr. Yates. How can they be identified, Mr. Burrows? 

Mr. Burrows. They can be identified by Commissioners, if you so 
desire; this type of chart consolidates by grade the number of as- 
sistants to Commissioners. 

Mr. Puiups. I think perhaps Mr. Yates wants them identified by 
number; is that what you want? 

Mr. Yates. I would assume that there were four assistants to the 
Commissioners. Of these 1 is an assistant to the Chairman, GS-18— 
and — now appears to be 2 paid assistants to the Chairman, and 1 
unpaid. 

Mr. Srravss. Let me try toexplainit. There isno uniformity. As 
I indicated, Dr. Smyth has no assistant. Mr. Murray has 2 assistants, 
1 of whom is a naval officer, and I suppose is carried on the Navy pay- 
roll, and another without compensation; Mr. Campbell, do you have 
one? 

That position is not filled at the present time. I believe Mr. Zuckert 
has an assistant. That is the way the matter shapes up now. 

Mr. Yares. I do not mean to prolong this, but I was trying to under- 
stand the chart. 

Mr. Puttures. In other words, there are 4 assistants to the Com- 
missioners, and I think the difficulty comes from the fact that 3 are 
GS-15’s and 1 is a GS-18, designated as a technical assistant to the 
Commissioner, while obviously some of the GS-11’s and GS-10’s must 
be, accordingly as indicated, assistants to the Commissioners. Per- 
haps you could classify those particular positions in the chart ? 

r. Nicnots. I think we could. 

Mr. Puuutes. And indicate which ones are which. 

Mr. Yates. Why were not the titles placed opposite the ratings, so 
we would know what they were? 

Mr. Strauss. May I go off the record for a moment ? 

Mr. Puitites. Certainly. 

(Off the record discussion. ) 

A Yates. We do not know what the positions are, by looking at 
the chart. 

Mr. Pumturs. I think the best way to find out is this: When you say 
a person is an assistant to the Commissioner, you mean he is what 
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one calls an assistant, or do you mean to say that he or she is a secre 
tary or a stenographer ¢ 

Mr. Strauss. In my case, it is not a secretary-stenographer. 

Mr. Punuttrs. Actually he is an assistant? 

Mr. Strauss. Actually an assistant, yes. 

Mr. Puuuies. Then Mr. Yates’ point, I think, is well made. You 
presumably have only four people in that category. 

Mr. Nicnots. That is correct. 

Mr. Putters. But you do not know what the other people do? 

Mr. Yates. Could some of them be secretaries? 

Mr. Nicnots. Secretaries, receptionists, and in that category. 

Mr. Yates. Do you not think they would be entitled to know what 
your own organization calls them ? 

Mr. Strauss. They know what they are. 

Mr. Yates. How? 

Mr. Nicnors. You want the difference between Mr. Smyth’s and 
Mr. Strauss’ office ? 

Mr. Yates. The point I make is that we ought to know, by looking 
at the chart, what positions they hold in the organization. 

Mr. Srravss. Receptionist, mail clerk, and so on. 

Mr. Yates. As I remember the justifications of other agencies, they 
show on the chart what the positions are. 

Mr. Nicuors. We can show that. 

Mr. Yates. How many secretaries, how many stenographers, how 
many typists, and so on. 

Mr. Nicos. We can very easily supply that information. 

(Off the record discussion.) 

Mr. Puitures. I think if you will give us the chart that Mr. Thomas 
has been asking for, we will then be able to figure it out. 

Mr. Tuomas. Very well. 


AREA OFFICES 


Mr. Pures. Apparently, in your justification, you have separate 
offices at Hanford, Oak Ridge, Savannah River, and Santa Fe. Then 
you have area offices for certain of the operations; for instance, at 
Paducah, that office has 59 people in the operations. At Portsmouth, 
142, and at Sandia, you have 113. I am just not clear on the distinc- 
tion, because, in my mind, since about 60 percent of the people in 
those area oflices perform service-type functions they are really dupli- 
cating work on 2 different levels. 

Mr. Nicuots. The reason for that difference in designation, Mr. 
Chairman, is to control the programs, because of the similarity be- 
tween the operations at Paducah, Portsmouth, Oak Ridge, we have 
placed Paducah and Portsmouth under Oak Ridge. We have the 
three plants operating almost as a unit. 

Mr. Puiturrs. That seems to confirm my point. You have placed 
Portsmouth and Paducah under the same ofitce, and you duplicate, at 
the local level, the same work that is done at a higher level ? 

Mr. Nicnots. We do not duplicate all of the functions; we dupli- 
cate some; we do certain of the jobs at the local level. For example, 
the coordination of plans is done at Oak Ridge. At Oak Ridge, we 
also do such things as control the designs by Carbide and Carbon, for 
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the 3 projects. At Ork Ridge, we also control such things as mate- 
rials, where, for instance, at 1 place you would need a certain size 
or type of pipe, or the contractor learns that he needs a certain type 
of pipe, and it is at Oak Ridge, or at 1 of the other places, we can get 
that from supply. And in building the plants, you have to watch 
constantly the rate of construction and see that a particular job is 
not held up for a piece of pipe, where you have two pieces of the same 
type on another job. 

Mr. Putuirs. The only thing I have to go by is the designation of 
the type of job. Perhaps when we get that part of the chart, you can 
tell us more about it. But the point I want to make, and I think you 
have it, is that we want this situation looked into. 

Mr. Nicnots. At the Santa Fe office, we control there the general 
operations. 

Mr. Puitures. But it does look like a little duplication of effort. 

Now, may I say next, and I do not do this to amuse the committee 
but to point out some of the experiences we have had before, on ocea- 
sion we are sorry in subsequent years that we suggested certain econo- 
mies to agencies that have come before us. Under investigations made 
on this agency last year we recommended that AEC move out of a 
high-rent area in San Francisco—and you know what I am about to 
say—you moved out of the high-rent district in San Francisco, and 
you moved across the bay to Oakland, but you rented 85 percent more 
space over in Oakland than you were renting in San Francisco. I do 
not think we saved very much in doing that, did we? 

Mr. Nicuots. May I say I do not know the answer to that offhand ? 

Mr. Puuuirs. Through all of this runs the feeling on the part of the 
committee that you are trying to do many of the thin that we have 
been asking about in previous years, and we particularly commend the 
fact that on certain items you are doing something about what we 
have been talking about. For instance the task force reports an im- 
provement in length of phone calls. In places where they were running 
as high as 98 minutes in the past, they are now receiving some attention 
in your office. But of course there are delays, and we experience some 
of those up upon the Hill ourselves. 

Mr. Strauss. It results in the Commission’s impatience at our being 
unable to get away from some of it. 

Mr. Puiutes. We find evidence, at least the Task Force in this case, 
finds evidence, of duplication of effort between the Comptroller Divi- 
sion and the Supply Division—and we have already touched on that 
to some extent. 

Mr. Nicnots. Yes. 


SHORTAGE IN CONSTRUCTION CONTRACTOR’S INVENTORY 


Mr. Puuuies. I now want to discuss with you a recent audit report 
you issued concerning the operations of one of your largest construc- 
tion contractors. The audit report admits.in this connection that 
you were unable to verify the contractor’s inventory from his records. 

The value of the inventory shown on the contractor’s balance sheet 
was way out of balance with the physical count made by your auditors. 
Do you have the answer to that ? 

Mr. Nicnors. Do you have the answer, Mr. Burrows? 


Mr. Burrows. I think I have. 

Mr. Puitutrs. The inventory value on the balance sheet of about 
$13 million does not correctly reflect the amount on hand. It is not 
supported by physical count of the items; that is, the count is not 
accurate and the storage is not conducive to physical controls; there 
is no control over the materials issued. In addition this is not a pres- 
ent condition; it is a condition that has existed for 2 years, and ap- 
parently nothing has been done about it. 

I am quoting from the auditor’s report, not from the task force but 
from your own auditor’s report, that the condition is one that exists, 
and has existed for 2 years. 

Now, based on your auditor’s sample count of only 28 percent of the 
inventory, it was found that this physical inventory was $1,196,640, 
less than the figures in the financial statement. Also other de- 
ficiencies were noted; and I am quoting from the audit report, which 
states : 


Fifty-seven percent of the excess is still stored with the regular inventory 
and could not be identified. 


And, second— 


it seems odd that such things as office machines, clocks, and the like get to be 
excess to the tune of over $15,000 and then sold for $1,952. 

Mr. Nicuors. Mr. Phillips, I would like to point out to you that is 
one of the reasons why we need the administrative staff and why, on 
occasion, We send a man out from Washington to check on the field. 
Here we have a very good contractor, yet we find things like this do 


exist, and we need, not only in the local area, but occasionally we need 
to send out from Washington to make a check even on such a well- 
known contractor by our own force. 

Mr. Pues. I hate to spoil a good story, but these errors were dis- 
covered by the local staff and not iP ae Washington office, so, under 


that, you could do away with your 
the local level. 

Mr. Nicuots. That is only one item, Mr. Chairman; I do not think 
all such errors are discovered at the local level. 

Mr. Burrows. There is a study going on right now, Mr. Chairman, 
to correct the system. To change the system, and make it more 
accurate. 


ashington office and handle it at 


STORES INVENTORY 


Mr. Pumps. Now I would like to talk about the stores inventory. 
These things, for reasons of which you are aware, are being taken out 
of continuity. We discussed this stores inventory last year. You 
were not here then, Mr. Chairman, but this is one of the things we have 
been working on, and based on the report of the task force at that 
time, we recommended that you follow the practice of keeping on hand 
a 5-month supply of stores inventory and we understood you were 
proceeding toward that objective. 

As Al Smith used to say, let us look at the record. Our investigators 
point out certain changes which you have made this year in your 
method for computing the number of month’s investment of current 
inventories on hand. While they impose no objection to the new 
method, they do point out the change tends to show a greater improve- 
ment than occurred. 


2603 
te- 
Ze 
pe 
ret 
ch 
is 
ne 
of 
an 
oul 
al 
ee 
a 
to 
rd 
re 
lo 
1? 
he 
ve 
1e 
ve 
1g 
mn 
1e 
ig 
at 
rt 
at 
s. 
ot 


2604 


You used to estimate a month’s supply by using the prior month's 
actual usage; whereas now you estimate it on the basis of the next 
month’s anticipated usage. 

Your estimated issues for fiscal 1954 is $125 million from the stores, 
or at the rate of about $10 million per month. However, the actual 
usage during the first 6 months was $54,177,771, or $9 million a month. 
At that rate, your actual usage for 1954 would be $108 million, or 
about $16 million less than you estimate. 

Mr. Nicuors. That is going back to the month before, or maybe I 
misunderstood ? 

Mr. Putuxres. Your estimate was based on anticipated usage. I am 
trying to find out what you need on the basis of your own figures, and 
to me it looks like your figures are $16 million too high. 

Mr. Nicnors. I misunderstood you. I thought you said we should 
be estimating on the future. 

Mr. Prius. You should be estimating on what you expect to use, 
and I am using the figures of actual use and trying to project that in 
the future, which is the only way I know. 

In other words, you started a year ago, or a year and a half ago, 
and you estimated there would be $125 million usage in the current 
fiscal year, and it turns out the usage, based on actual usage for the 
first 6 months, will be $108 million. The estimates for 1955 suggest 
to me a difference between $9 million a month and $12 million a month 
is probably nearer right, or $36 million. 

Mr. Nicnotrs. One thing on those inventories of stores that should 
be kept in mind is as we expand our plant, if you anticipate the future 
to keep the larger sized plant going, you would need a larger inven- 
tory of stores, based on the same 5-month inventory. My understand- 
ing of the budget, although it is not down there yet, is that the budget 
estimate for 1955 is based on a 5-month supply. 

Mr. Putiurrs. Yes; but you keep changing your own figures. For 
example, for the 6 months ending June 30, 1953, you estimated $10.1 
million usage per month; on December 31, 1953, you estimated $9.8 
million usage per month. And that was your own reduction in a 
period of 6 months. But you do not then show that reduction in the 

uest presented to the committee and I am suggesting again that 
it is another case of having made up the budget well in advance and 
using the figures of that time, because your own findings are not 
adjusted in the figures. The effect is you overestimate your usage. 
You add approximately another month’s usage to the inventories. 

Here again, from your own figures and not those supplied the com- 
mittee, is a report dated February 5, 1954, and came from the Division 
of Finance, Accounting Reports Branch. I would like to put that in 
the record, because that shows what I have in mind. Let us take them 
by commodity and look at the number of months’ investment as of 
December 31, 1953. 

In building and road materials and supplies it is 5.9 months; in 
hardware and small tools, it is 7.8 months, almost an 8-month supply. 
Hardware and small tools certainly is not something that you ‘irs 
to stock so far ahead as that. It runs into a total of $3,852,351, and 
you certainly have an excess there on the basis of a month’s use of 
three-quarters of a million dollars. 
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If you jump down to the third item from the bottom, I think there 
is an outstanding example of what we have in mind; here is “motor 
vehicle and heavy mobile accessories and repair parts” where you have 
almost an 11-month supply of those at a value of $21, million, and you 
certainly could reduce that an eighth of a million. If we just take 
those two, you have almost $1 million. 

Now one thing you do not have to keep on hand is repair parts for 
motor vehicles. Spas can run into Knoxville and buy them from an 
auto supply store. 

Mr. Burrows. The policy on automobile supplies is to buy them 
locally wherever we can, from the local dealers. You recognize we 
have some installations where that is not practicable; but, wherever 
we can, we buy them from local dealers. 

Mr. Nicuots. We have not yet, but we hope to cure those things. 

Mr. Puriuires. Yes, but a very heavy amount of this is at Oak Ridge, 
and when you want this subcomimttee to come down and visit Oak 
Ridge, you tell us how easy it is to fly down to Knoxville and drive 
over to Oak Ridge. But when you want to buy repair parts for Oak 
Ridge, you tell us how inacessible it is. 

Mr. Nicuots. I would like to point out you notice the amount al- 
ready declared excess. We have $128,000 there of excess out of a 
month’s usage of $2 million. 

Mr. Puituies. The GSA, which was given certain responsibility 
over various types of supplies, does not agree with you that your need 
is anything like this in items of that kind. 

In chemicals and compounds, you have only a two-months’ supply; 
in metals and metal alloys, you have 4.9 months’ supply; in electrical 
materials and supplies, you have 8.1; in electronic supplies—you 
might expect that—you have 8.1 months’ supply; in mechanical ma- 
terials and supplies, you have 8.2; in custodial materials and supplies, 
you have 4.2 months’ supply. That is under the 5 months’ limit, but 

certainly think you do not need to buy custodial materials 5 months 
ahead of time. You could probably save about $6,000 there and apply 
it to something else. 

On medical materials and supplies, you have 4 months; on office 
materials and supplies, you have 4. 7 months; on fuels and lubricants, 
it is 3.4; on clothing, it is 5.6; on laboratory supplies, it is 6.6, and on 
miscellaneous materials and supplies, it is 6.7. 

The only way you get dythare near the 5 months limitation that 
we put on you is by taking the average of all items, where you get 
5.4 months’ supply. 

I think I will insert this in the record. 


(The matter above referred to is as follows :) 
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Consolidated analysis of stores inventory, 6 months ended Dec. 31, 1953 


Number | Anticipated 
ment usage 
Building and road materials 
5.9 $510,855 | $2,997, 682 $3, 049 7,474 | $3, 208, 205 
Hardware and small tools. ____ 7.8 388, 324 | 3,031, 683 58, 033 762, 635 3, 852, 351 
Chemicals and compounds.._. 2.1 | 2,047,995 | 4,378,008 642, 225 74, 346 5, 094, 579 
Metals and metal alloys... .__ 4.9 1,801,955 | 8,755,344 889, 111 1, 157, 976 10, 802, 431 
Electrical materials and sup- 
pene &1 869,364 | 7,041,565 | 2,550,884 | 1,512,933 | 11,114, 382 
E tronic supplies... .___. 8.1 328,978 | 2, 676, 647 175,458 | 1,104, 337 3, 956, 442 
Mechanical materials and 
8.2] 1,083, 270 | 8, 933, 169 |'16, 769,863 | 2,798,623 | 28, 501, 655 
— materials and sup- 
4.2 88, 041 374, 123 380 5, 986 380, 489 
Medical materials and sup- 
3.9 41,007 159, 446 1,027 9, 007 169, 480 
Office materials and supplies_. 4.7 226,887 | 1,065, 634 552 24, 546 1, 090, 732 
Fuels and lubricants________ 8.4 | 1,113,826 | 3,737,626 867, 001 10, 791 4, 615, 418 
5.6 157, 546 890, 124 4, 873 76, 358 971, 855 
Motor vehicle and heavy 
mobile accessories and repair 
Pe itankesctedseusithnnansest 10.8 192,882 | 2,089, 767 35, 780 128, 984 2, 254, 531 
Laboratory supplies... 6.6 278,253 | 1,845, 623 35, 797 113,702 | 1, 995, 122 
Miscellaneous materials and 
6.7 760,128 | 5,061,785 127, 158 740, 550 5, 929, 493 
| Me. 5. 53, 038, 226 8,728,248 | 83, 936, 665 
Stores work in process. 1,691, 652 
Returnable containers. 50, 023 |_ 50, 023 
1, 078, 398 42, 643 1, 121, 041 
Total, Dec. 31, 1983....} | 55, 858, 209 | 22,170,191 | 8,770,891 | 86, 799, 381 


' Completed barrier materials at Oak Ridge in the amount of $2,665,190 included in current use stores 
reclassified to standby. f 


Mr. Niciots. I would like to point out that we have every intention 
of reducing this to 5 months, but we would like to exercise some judg- 
ment occasionally where we do find we can save money by having a 
slightly larger inventory, particularly on critical supplies. 

‘ But I agree fully with your desire to bring this down to a 5-months’ 
asis. ‘ 

Mr. Puitutrs. I think it has a money value to us, and we are inter- 
ested in money. 

On June 30, 1953, you had $75 million money value in the stores, and 
you budgeted them at the same level for 1954; however, on the last day 
of 1953 you had $78 million actually on hand. 

Mr. McCarrny, Our budget estimate calls for our coming down in 
this last 6 months. We are reducing this to $75 million by June 30th, 
SO as issues go out, we will not replace them. 

Mr. Nicwots. We actually had a 9-months’ supply in 1953, average, 
and we hope to reduce this te 5 months by the end of this year and, 
through 1955 our estimate is based on a 5-months’ program. The 
reason it goes up from February 5, 1954, is because of the increased 
scope of our operations. In other words, to have a 5-months’ supply 
for the expanded plants takes more money after the plants are in 
operation. 

Mr. Puts. That is all right, but you have a way of dividing your 
inventories into three categories that, according to my way of think- 
ing, give you a greater excess than would be indicated by what Mr. 
McCarthy just said. 
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Now I am talking about your excess inventories. First of all, you 
have what you call current use inventories, and that is what you try to 
keep on a 5-months’ level. I have no idea of the amount of these 
current inventory items which are over the 5-month level, but we will 
say they are gt $9 million. 

In the second place, you have stand-by inventories that amount to 
about $22 million, according to your own records, or about 40 percent 
of all your inventories. 

Then you have excess inventories, amounting to about $9 million, or 
another 16 percent. 

And it looks to us, from the cold figures, as if you had excess in- 
ventories amounting to about $40 million. 

Mr. McCarrtuy. No, the excess was $9 million; the current use was 
not $9 million; it was $55 million. In other words, the breakdown, 
roughly, of the $75 million 

Mr. Puttrs. It looks to me as if you have some excess. 

Mr. McCarrny. That current use is the stores currently being used 
and issued. The stand-by, of course, is that inventory which consists 
of items being held for future programs, such as electronics and things 
which are of such a type that they are not disposed of as excess, but are 
held for future projects. 

Mr. Nicnoxs. I would like to point out that in the barrier materials 
you might be trying to curtail in the material on hand when actually 

you have plans to use a part of that, and you may not be saving money, 
ut it would actually cost the Government more. It is not just saved 
because we come down to a 5-months’ basis. It is deferred, but we 
still will need it. 


Mr. Proauuirs. Would you be willing to say that all of the inventory 
which you class as current, you think this committee would class 
as current? 

Mr. McCarruy. Yes, I would, on the basis of the present 
classification. 

Mr. Puituirs. How about the Reynolds Electrical Engineering 
Co. inventory ? My recoliection is they ought to be coming to the end 


of the contract. ow near are they to the end of the contract? 

Mr. McCartny. They continue in operation. 

Mr. Purutrs. Let us look at the inventory they have. On October 
Ist of last year, which is not too far away, they had $30,000 worth 
of hardware and smali tools which is a 2-year supply. They had $165,- 
000 worth of electrical materials and supplies. Which happens to be 
over 5 years’ supply. These you have listed as current inventory. 

You have motor vehicle and repair parts of $75,000, or a year’s 
supply. You are suggesting to us that those are current inventories 
and you only want to get a little credit on them for a few dollars. 

Mr. McCarrny. I do not have that breakdown. 

Mr, Puiiues. I will insert this information in the record at this 

int. 

(The information referred to follows :) 


Current use inventory 


Number | Invest- Dollar amount 
months at | ment at 
Sept. 30, 

1953 


REYNOLDS ELECTRICAL & ENGINEERING CO, 


Hardware and small tools 

Metals and metal ELST TE 

Electrical materials and supplies 

Mechanical materials and supplies 

Custodial materials and supplies. 

Motor vehicle and heavy mobile equipment accessories 
and repair parts. 


Mr. Puiuies. How long before Reynolds finishes his job? You 
have him stocked up for 2 to 5 years, and you are calling them “cur- 
rent use inventories.” You have 91 commodity groups having more 
than a 12-month supply. 

Mr. McCarrny. vee sir. 

And you have them all marked “current ;” is that 
right? 

r. Brocn. Yes, sir. That is an area we have to work on. These 
are soft spots, and we have to work on them. 

Mr. Puiurrs. This is a soft spot we are working on right now. 

Mr. Buiocu. In that specific area, current use is the right category. 

Mr. Putuipes. It may be that some are, but a 28-month supply of 
small hardware is not a current use supply. 

Mr. Tuomas. The question is that Mr. Bloch is the head of this Di- 
vision, and does he keep up with what the contractors have? 

How many people do you have on that job in the District of 
Columbia? 

Mr. Biocn. The total Division? 

Mr. Tuomas. Yes. 

Mr. Putturrs. Do you know who wrote this report, Mr. Bloch, that 
I have in my hand? 

Mr. Biocn. Probably it was written by my Division. 

Mr. Pures. It was signed by Mr. E. J. Bloch. 

Mr. Tuomas. How many people did you say you have in your 
Division? 

Mr. Brocn. 221 all told, in all capacities in the Division. This in- 
cludes construction, supply, and the Washington services functions. 

Mr. Tuomas. You really do not have enough, because you do not 
know what the contractors have! 

Mr. Putuies. I am going to quote Mr. Bloch: 

During the first quarter of fiscal year 1954, the overall number of months’ 
investment in current-use stores inventory increased from 5.2 to 5.8 months. On 
an operations office basis, reductions in the number of months’ investments were 
reported by only two offices. On the basis of individual activities reports, there 
was a total of 91 commodity groups of stores inventory having more than 12 
months’ supply, involving a total investment of $9.3 million, as of September 30, 
pag This compares with 77 commodity groups totaling $8.4 million as ef June 


which was only 3 months before. 


pt. 
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Mr. Yates. What is the nature of those commodities? Are they 
items that are easily procured ¢ 

Mr. Puiures. Not necessarily; but they are items that the contrac- 
tor uses and AEC uses, but mostly the contractor, 1 guess, and we 
stock them for him; is that right? 

Mr. Nicuors. No, the contractor does. That is one thing I would 
like to point out, that here is one of the conflicts we have. You tell 
us to reduce our administration, and we should not check a company 
like Du Pont, because they know how to run things. 

Mr. Pures. Nobody said that. 

Mr. Nicuors. No; but you say why cannot we get along with fewer 

ple at Savannah River, because Du Pont knows how to run things. 

Mr. Pumutrs. Well, you are not doing so well with 288 people. 

Mr. Nicuotrs. No, but here is a place where we have to dig into the 
contractor’s business to stop him from buying an excess supply. 

Mr. Pures. I do not think the committee is going to buy that. 
I think the committee is going to suggest that with 288 people you had 
better get on the job we are talking about. 

Mr. Nicuots. It is my intention to try to reduce the stores inventory, 
but it means administrative people to check on the contract operations. 

Mr. Yates. Whose compilation is this? 

Mr. Nicnots. It is our compilation of reports we get from con- 
tractors. 

Mr. Yates. This is overpurchasing by contractors. 

Mr. Nicuors. Right. 

Mr. Yates. What do you do in a case where you find that situation ? 

Mr. Nicuots. We have to put pressure on the contractor to reduce. 
That means you have to check them. 

Mr. Anprews. Was the contract in this particular case a cost-plus 
contract ? 

Mr. Nicuots. These are our operating contractors. 

Mr. Anprews. It does not cost the contractor anything if he gets 
a 10-year supply? 

Mr. Nicuots. No, and that is what we have to watch. 

Mr. Yares. Is it to his advantage to buy a 10-year supply ? 

Mr. Nicuors. Oh,no. The fee is fixed. 

Mr. Puituies. Let us make this clear, that what I am doing is quot- 
ing Mr. Bloch who is of the opinion that something should be done 
about it. 

Mr. Biocn. And we are trying to reduce it. 

Mr. Puiirrs. And Mr. Bloch says that: 


During the first quarter of fiscal year 1954, 51.9 percent of the excess and 
surplus property disposed of was utilized within AEC or transferred to other 
Federal agencies, as compared with 41 percent in fiscal year 1953. Proceeds 
from the sales of surplus property during the first quarter, fiscal year 1954, 
increased to 29.5 percent of the book cost of the property as compared to 15.6 
percent during fiscal year 1953. 


I think I had better put that in the record, so that Mr. McCarthy, 
General Nichols, and Mr. Bloch will be reminded of it. 
(The matter above referred to is as follows :) 
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UNITED States Atomic ENERGY COMMISSION, 
Washington 25, D. C., December 28, 1953. 
To: Principal Staff, Washington Managers of Operations. 
From: E. J. Bloch, Director, Division of Construction and Supply, Washington. 
Subject : Summaries and analyses of financial data on the management of stores 
inventory and utilization and disposal of excess and surplus personal prop- 
erty, as of September 30, 1953. 

Attached for your review and consideration is a report containing various 
summaries and analyses of financial data on stores inventory and excess and 
surplus personal property compiled from the June 30, 1958, and the September 
30, 1953, financial statements. 

Of particular significance are the following points covered in the report: 

1. During the first quarter of fiscal year 1954 the overall number of months 
investment in current-use stores inventory increased from 5.2 to 5.3 months. 
On an operations office basis, reductions in the number of months investments 
were reported by only two offices. 

2. On the basis of individual activities reports, there was a total of 91 com- 
modity groups of stores inventory having more than 12 months’ supply, involving 
a total investment of $9.3 million, as of September 30, 1953. This compares 
with 77 commodity groups totaling $8.4 million as of June 30, 1953. 

3. During the first quarter of fiscal year 1954 excess and surplus property was 
generated faster than it was disposed of and as a result there was an increase 
of $362,000 in the amount of such property on hand. 

4. During the first quarter, fiscal year 1954, 51.9 percent of the excess and 
surplus property disposed of was utilized within AEC or transferred to other 
Federal agencies, as compared with 41 percent in fiscal year 19538. 

5. Proceeds from the sales of surplus property during the first quarter, fiscal 
year 1954 increased to 29.5 percent of the book cost of the property as compared 
to 15.6 percent during fiscal year 1953. 

6. Donations to schools, public health institutions, public bodies, ete., in- 
creased from 7.3 percent of total disposals during fiscal year 19538 to 14.2 percent 
during the first quarter, fiscal year 1954. 

7. Sales to the public decreased from 43.7 percent of total disposals during 
fiscal year 1953 to 32.1 percent during the first quarter, fiscal year 1954. 

8. During the first quarter fiscal year 1954 27.1 percent of the property avail- 
able for disposal was disposed of. 

It would appear from a review of the report that the principal opportunities 
for further improvements are (@) a reduction in stores inventory in those 
commodities having the higher number of months investment, particularly those 
groups with more than 12 months’ supply and those involving relatively large 
amounts; ()) the continued screening of stores and plant and equipment in- 
ventories to identify and report as excess all items not needed; (c) the maxi- 
mum utilization of excess property by AEC and other Federal agencies; and 
(d) a more rapid disposal of excess and surplus property in order to reduce the 
amount of such property on hand. 

Additional copies of this memorandum and the attached report may be ob- 
tained upon request. 


Mr. Yares. I do not believe I got an answer to my question as to 
what happens in the event a contractor overstocks. Apparently the 
exhibit the chairman showed you indicated there had been such an 
overstocking. What do you do in such a case? 

Mr. Nicuots. We try to stop them from if wecan. We 
exert pressure on him to keep him from purchasing. 

Mr. Yates. Have you ever done so? 

Mr. Nicuots. Yes. That is one thing that is always to be kept in 
mind. It is not something that we won’t use up. He will use it, but 
it just means he will hold up his next order. ' 

Mr. Puiitrs. What the committee wants to know is what Mr. Jonas 
and Mr. Yates have been talking about—are we making any progress ? 
The answer should be “Not noticeably”, because in the 3 months from 
September 30, 1953, to December 31, 1953, the supplies of motor vehi- 
cle parts advanced from a 10-months’ supply to an 11-months’ supply. 
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Motor vehicle parts is a field you could check up very easily. 

Mr. Nicnors. That depends on when the order was placed and when 
the deliveries come in. In other words, if you look at the quarterly 
report, we then might have a rise in our commodity stores which we 
planned to reduce during the year, because of the time when we placed 
the order and when we get delivery. I think it is not an overstocking 
as such; it is above the average level that we would like to see main- 
tained, and we have been reducing within the period from 1949 on. 

Mr. Puuuies. When the committee looks at the report from year to 
year, sometimes it gets a little discouraging. 

Mr. Yares. My question is, How many of those items are susceptible 
of use at all of your installations; how many are common items ¢ 

Mr. McCarruy. The majority of them are in common use. 

Mr. Puitutrs. That is what I am talking about; not specialized 
stuff, but common-use items. 

Let us take mechanical materials and supplies. You showed an 
expected use of $2 million a month in the report for September 30, 
1953; but on December 30, you showed expected use of approximately 
a little more than $1 million a month. Yet in that time the inventory 
increased from 5.5-months’ supply to an 8-months’ supply. This is 
from your own figures. 

Mr. McCarruy. Let me take one particular item. You were refer- 
ring to mechanical materials and supplies. 

r. Putuuies. Yes. 

Mr. McCarruy. In there we carry barrier products for the gaseous 
diffusion plant at Oak Ridge. We carry that in our stores inventory. 
Then, of course, with the continuing need for the Portsmouth plant, 
our stores inventory will build up. But as we use and put that into 
plant, a credit comes back to the stores inventory, so the stores inven- 
tory is not affected. 

Mr. Jonas. I can understand, Mr. McCarthy, how you have to take 
into consideration the fact that these are quarterly reports, but calling 
your attention to the situation with respect to motor vehicle spare 
parts, when you receive the report for the quarter ending September 30, 
1953, you show ‘he number of months’ parts on hand was 9.9 months. 
Now what actually was done? Did you start right then to try to get 
that down, or to correct that situation? And if so, why at the end of 
the next quarter did it jump to 10.8? 

I would like to follow one of these cases through to see what, if any- 
thing, you did in a practical way to try to reduce that inventory. 

Mr. Biocu. We analyzed the first quarter reports and pointed out 
to each of the operations offices where their levels in those individual 
categories, including motor vehicle parts, was above our objective, and 
asked them to stop buying and to proceed to work off the inventory by 
drawing out of inventory and stop buying. 

Now the category you mention includes not only motor vehicle parts, 
but it includes heavy equipment parts and one thing that swells it is 
that it currently includes close to a million dollars for marine repair 

arts for the maintenance of vessels we have on loan from the Navy. 

hose are the sort of things that are grouped in here. But we attempt 
to analyze by individual contractor and by commodity group and im- 
mediately ask our people in the field to start working on those weak 
spots. 
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We have shown a steady improvement down through the years, for 
the last several years particularly. We realize we still have more 
work to do. We are working vigorously on it. The report that the 
chairman mentioned was an analysis that we made and sent out, trying 
to point out to the field the areas that needed more attention. 

Mr. Puututrs. That is a general statement. May I call the com- 
mittee’s attention to one feature of this, which I think will interest Mr. 
J cane a all of the members, but Mr. Jonas particularly in connection 
with this. 

When we had the Veterans’ Administration before us, you remem- 
ber we had an analysis of the managerial situation in all of their 
GM & S, TB and NP hospitals, and we received an extremely in- 
teresting analysis of cost per patient per day in the various hospitals. 
You have not the same figure, of course, because you do not have any 
hospitals, but you have very much the same thing. In Oak Ridge, 
Hanford and Savannah River,—they are some of your large installa- 
tions—your inventories are being maintained at less than a 5-month 
level ; but at Santa Fe, you are running on a 7-month level. 

What I am asking is what we asked the head of the hospital section 
of the Veterans’ Administration—why not try to get your various in- 
stallations in line by some competitive information, or something like 
that, to stimulate a little initiative on the part of the area managers, 
or installation managers where their records are not good. Are you 
doing that? Tadd that to Mr. Jonas’ question. 

Mr. Nicuots. If we are not, it is a good suggestion, and if we are 
not doing it we will do it. 

Mr. Putuuiirs. We are trying to sell that idea to the Veterans’ Ad- 
ministration. I hope we will be successful. 

Mr. Jonas. Mr. Yates will be interested to know that in Chicago 
it was 9.2 months. 

Mr. Putures. That is one of those places that is so far from the 
source of purchase, that that is an inaccessible place. 

Mr. Burrows. I would like to point out that our budget does reflect 
an anticipated reduction over and above the figures you are now 
reading from. 

Mr. Puttiirs. How much in money? 

Mr. Burrows. We are reducing something in the neighborhood of 
$2 million in the current level. 

Mr. Putiuies. You admit there is some excess, and you admit $2 
million. 

Mr. Burrows. That is not in excess: that is current use. 

Mr. Nicuors. That is current use: excess we have not included. In 
other words, we have a use for it. 

Mr. Puttiis. What happens to the money when you sell noncur- 
‘rent excess? 

Mr. Nicwoxs. It goes back to the Treasury. 

Mr. Burrows. It goes back to the Treasury in some cases, and in 
others it is applied against the contract. costs. 

Mr. Yarrs. Would it be better for the AEC to do the purchasing, 
rather than having the contractor do it? 

Mr. Nicnoxs. No, sir. The whole premise of our operation is that 
we use contractors to do the bulk of our work, and if we start setting 
up to where we take over the purchasing from them, we might as well 
do the whole business. 
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Mr. Yates. What you are doing is to review their purchasing. 
The question that comes to my mind is whether you have as many 
people to review their purchasing as they have to do the purchasing. 

Mr. Nicnors. We may have; but because the committee is suggest- 
ing this, and the GSA is suggesting it, we think we have to do it. 

Mr. Yarrs. I would agree with you that it should be reviewed; my 
point is, however, would it be better for AEC to do the purchasing 
themselves 

Mr. Puiuties. I have to get back to the statement here that during 
the first quarter of fiscal 1954, 51.9 percent of the excess and surplus 
property disposed of, according to Mr. Bloch, was utilized within 
AEC. Soas it was not sold, but was utilized, presumably that answers 
that question. 

Mr. Nicuors. That is shifted from one job to another. 


SALES OF SURPLUS EQUIPMENT AND MATERIAL 


Mr. Pours. Somewhere I had a statement that you could use in 
some cases the money you recovered from them, could reuse it inside 
of your agency. 

Mr. McCarthy. To the extent the contractor sells it, the funds come 
back to him as a reduction in cost. 

Mr. Puturs. We do not get any record of that? 

Mr. McCarruy. Yes, sir. The following year we have it in as an 
asset which is applied to a reduction of the appropriation. 

Mr. Anprews. What happens in case a contractor buys too much of 
a given product, finishes that contract and leaves you with a big 
my Who has title to it? 

Mr. Nicnots. We do. In other words, we have to sell it. That is 
one of the reasons we need people on a job like Savannah, to close it 
out. For example, they have a large stock of construction equipment. 
We are having the contractor rehabilitate that to where we will have 
use for it, or some may go to Spain, where it could be used on other 
jobs. If we transfer that to the Air Force, they give us credit for it; 

ut it is our responsibility to see that the contractor has the stuff 

ready to get rid of. If they should close the contract, we have to take 
it over, but normally we use the contractor to conduct the sale. 

*, ANDREWs. How much of a credit do you get? 

*, Nicnors. I think in value it is running around 30 percent. 

. Anprews. You have a 70 percent loss ¢ 

Nicnons. That is right. 

. ANDREWs. Who suffers that loss? 

Mr. Nicnotrs. The United States. Our objective is to try to cut this 
to the minimum. 

Mr. Puituirs. Let me point out to Mr. Yates, Mr. Andrews, and 
Mr. Jones, in view of their questioning, that where the contractor dis- 
poses of this—we have been disposing of about half of it among our- 
selves—but if the contractor sells it to outsiders, he gets about 30 
percent of the book value and he gets it in cash, and it is not turned 
into the Treasury. If it comes to AEC, it would be turned into the 
Treasury, but the figures on page 428 do not display that. Your 
figures do not display any offset for what you say the contractor sells. 
You are asking for $6 million of new money for 1955 to add to your 
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inventories and, on your own figures, it looks to me as if you already 
had the money. 

Mr. Nicuoxs. No, sir; we need that for the expanded plant. 

Mr. Jonas. Do you mean if the contractor sells some of this surplus 
material, he does not turn the money into the Atomic Energy Com- 
mission, but uses it as an offset against what you owe him; therefore 
you keep the money we give you and pay him that much less? 

Mr. Nicnots. That is considered in our estimates for the next year. 

Mr. But that does not in your justifications. 

Mr. Nicnoxs. It appears in our work inventories. ‘To take a specific 
example of one I got into recently in the matter of barrier materials 
down at Oak Ridge, Carbide and Carbon has a lot of scrap nickel. 
The best thing to do with that is to take it and melt it up in the form 
of ingots, and that is sold, and recently we sold some to United States 
Steel. BDSA directs us when to sell it, because this is critical 
material. 

Carbide and Carbon credits their operating account for that amount 
of money. They estimated in the beginning when they got the nickel, 
but you cannot estimate how much scrap you will have in making 
barriers. 

That is not suitable for us. We have to get ours in a particular 
form. We can sell it and it is really a part of the cost. In other 
words, estimating what barriers are going to cost is hard. 

Mr. Jonas. Will they simply credit your account with the proceeds 
from this material ? 

Mr. Nicuors. That is right. 

Mr. Jonas. Therefore, you owe them that much less money. 

Mr. Nicnors. That is right. In making our estimates for the year, 
in estimating how much barrier we are going to use, we assume we 
will get that credit. . 

Mr. Jonas. If you thought you were going to owe them $1 million, 
you would not ask us for the entire $1 million, but you would ask us 
for $1 million less what you expected to get? 

Mr. Nicrors. Yes, on that particular type of thing. 

Mr. Jonas. In response to Mr. Andrews, as I understood, you said 
where you have a surplus amount of machinery on hand at the end of 
a contract, you have them rehabilitated, and occasionally sell it and 
give you credit. 

Does a contractor ever purchase that equipment himself? 

Mr. Nicuors. Very seldom. 

Mr. Jonas. Have you sold any to specific contractors? 

Mr. Nicuots. They generally steer shy of it, because they know the 
situation is sensitive. 

Mr. Jonas. With respect to commodities that are in your inventory 
surplus, what do you do with those; does the contractor ever buy any 
from you? 

Mr. Nicnotrs. Not that I know of. 

Mr. Burrows. Those are sold on competitive bid. 

Mr. Nicuots. For example, we had one recently in the West and 
we ran an auction. 

Mr. Jonas. What return did you get? 

Mr. Biocw. We got 35 percent of the original book value of the 
material. 
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Mr. Jonas. What was the original book value of the material? 

Mr. Buiocu. $450,000. 

Mr. Jonas. How many such sales have you held? 

Mr. Buocu. This is the only auction sale that we have had. We are 
trying auction sales to see if we can get a higher return from public 
sales. In the past, we have sold this by public bidding on competitive 
sealed bids. 

Mr. Jonas. How many sales of surplus commodities such as you 
have in your inventory have you had during AEC’s history ? 

Mr. Biocu. They are going on all the time. 

Mr. Jonas. Is 30 percent the maximum you have realized on most 
things ? 

Mr. McCarruy. About 25 percent, taking the average in other than 
auction sales. The auction really produced more. 

Mr. Jonas. Usually your return is much less than that. 

Mr. McCarruy. Yes. 

Mr. Jonas. Is this item of “new items,” unused items? 

Mr. Buocu. No, sir. <A large percentage of this is used items. 

When we talk about the original value, or book value, it does not 
represent the value of the material at the time of sale. For example, 
on construction equipment, construction equipment is used during 
the job and may be deteriorated to almost nothign, but we are required 
under the GSA setup to maintain the original acquisition value of 
the material and equipment all the way through. 

Mr. Jonas. You mean without any reference to deterioration ? 

Mr. Buiocn. That is right. So far as its worth, what we sell at ex- 
cess could be depreciated to almost nothing. 

Mr. Jonas. Were any of the surplus sales of items that were not 
used 

Mr. Biocn. There have been some sales of items that were not used, 
yes, things left over, resulting from changes in the programs, and 
material which may become obsolete with program changes, if we 
cannot utilize it somewhere else, eventually we have to sell. 

Mr. Jonas. What percentage of return did you get in those cases? 

Mr. Brocn. I do not have that breakdown here. 

Mr. Nicwors. Mr. Cook, do you remember the specific figures they 
gave us down at Savannah River on the rehabilitated pipe? 

Mr. Cook. They got an increase from about 35 percent to 70 percent 
of the book value. 

Mr. Yates. This was during the pipe shortage? 

Mr. Nicnoxs. No; it was when I was down there in September. 

A particular example of how we try to get the most for our money, 
in building the construction job down at Savannah River, the contrac- 
tor estimates what he will need in pipe. He never can get the exact 
number of fittings, and it is better to have a few in excess than to hold 
a job up because they are missing an elbow. The result is we have a 
reasonable excess left there out on the ground at Savannah River, and 
we found in the case of a few sections that, by pickling it, it increased 
the value very much. That is what we call the effort that the contrac- 
tors make to get a higher value. And actually by selling this stuff on 
a competitive basis, although we may get only 25 or 30 percent of the 
book value, it is the actual market value of the material. 
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Mr. Yares. I think that is true, but the amount of loss suffered is 
less when the inventory is reasonably close. Do these inventories rep- 
resent reasonable amounts, in your judgment ? 

Mr. Nicnots. I think we can cut them down. In other words, I go 
along with you, Congressman, that we should cut our inventories and 
set an objective of 5 months. 

As stated earlier, in 1952 we had 9 months, which I considered ex- 
cessive. I had nothing to do with it, as I was not there at that time. 
I think an objective of 5 months is a reasonable one and we will at- 
tempt to achieve that. 

I did state earlier that there are some examples where you would 
want more than 5 months. In other words, if you set as a maximum 
a 5-months’ supply, when you have a set plan in operation, if you 
can get the cost of stores down by having a longer supply, we should 
be able to exceed the 5-months’ level. As I say, we have an objective 
of 5 months. We have not achieved it yet, but we will make every 
effort to achieve it and put pressure on the contractors to do it. 

Mr. Putiuirs. Now, Mr. Chairman, I believe there was something 
you wanted to say ? 

Mr. Srrauss. Simply in reply to the question Mr. Yates put to us 
vesterday and then General Nichols’ answer. As I understood it, 
Mr. Yates was curious as to whether there had been any action by the 
National Security Council which reversed the signals on the Navy’s 
interest in a nuclear powered carrier. 

Mr. Yates. CVR last year was canceled upon action of the National 
Carey Council in terminating the military necessity for it, was it 
not ¢ 

Mr. Srravss. That is right. 

Mr. Yates. As I understood the testimony yesterday, it was to the 
effect that the Navy had authorized the Newport News Shipbuilding 
and Drydock Company to engage in a study of the possibilties of a re- 
actor such as CVR at sometime in the future; I directed my question 
to whether the National Security Council had now found the ship 
reactor to be a military necessity and had authorized the Navy to 
proceed. 

Mr. Srravss. The answer is this: There has been no subsequent con- 
sideration by the National Security Council, and the study contract 
which the Navy has awarded or engaged in or initiated—I do not know 
its present status—with the contractors, looks toward the determina- 
tion of what modifications of the Commission’s PWR design would be 
necessary in order to adapt it to shipping use. In other words, it is 
not a study contract to begin on a new reactor, but simply to take the 
design for the PWR as it now stands and add to it or subtract from it 
in order to make it adaptable. 

gitt Yates. Is the Newport News company receiving money for 
that? 

Mr. Srravss. I cannot answer that. 

Mr. Puiriies. Now, General Nichols, was there something you 
wanted to add? 


MOBILE POWER REACTOR 


Mr. Nicnors. I had one statement yesterday which T had intended 
to put on the record, but you closed so suddenly that I did not. It per- 
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tains tothe Army reactor, the so-called mobile power package that they 
have submitted a report on. In fact, the Department of Defense has 
submitted a request to develop and procure one mobile power package 
at a remote site. But we feel that this particular reactor is such a 
slight modification from existing reactors, that we could actually let 
this, by a lump sum competitive bid; in other words, for the develop- 
ment and for the procurement of one. 

Now due to the fact this need arose so late, it did not get in our 
budget and up to yesterday I had hoped the Department of Defense 
could furnish the money along with it, but they raised a policy question 
that this would bypass an earlier agreement that in the case of the de- 
velopment of a new reactor, AEC has to put up the money for develop- 
ment of the first reactor, with the understanding that if you have a 
second one that is identical, the military will buy it off the market. 

So what we have here is a worthwhile project that has slipped up 
between the two agencies. In other words, neither one of us has any 
funds in the budget to carry forward this program and everybody who 
has looked at it feels it is a very good idea. And you people were so 
receptive yesterday to reactors, that I wanted to get this one on the 
record. 

We assume the one we would procure would produce 1,000 kilowatts 
of electricity. It would be mobile. 

Mr. Yates. Would it be similar to the PWR? 

Mr. Nicwors. Roughly, yes, because it will be pressurized water. 
And it could be loaded with the fuel and operate nominally for 5 years 
without refueling. That isthe advantage in a remote site. 

We feel that we could initiate a contract by competition to develop 
this and produce one at a cost of about $2.5 million to $3 million, and 
the fuel loading for the first one would be of the order of $1 million. 

Mr. Yates. What capacity of kilowatts? 

Mr. Nicuors. 1,000 kilowatts. This would give you a high priced 

wer package. But when you consider the logistics, the cost of haul- 
ing oil to some remote sites, the studies have indicated that this would 
be cheaper over a period of years. 

Mr. Yates. Would 1,000 kilowatts serve the purpose of the Army ? 

(Discussion off the record.) 

Mr. Putiies. What about the comparative initial costs of the old 
type and the new type of PWR as compared to some other means of 
producing heat and power? 

Mr. Nicnots. This looks like the most economical up to the present 
time. In other words, if you analyze the situation today, although in 
letting bids I think it will open it up a little bit for people to con- 
vince us that some other type would be better, it looks like a thing 
which could be let competitively today and we feel it could be pro- 
duced in a period of about 2 to 214 years to get the first one. But 
here is a practical military application that has a lot of merit. 

As I say, due to the lateness of the study and getting the thing 
jelled, we apparently slipped up between us as to where the money 
would come from. 

Mr. YArtes. At the same time you are building the other, could you 
build the PWR. 

Mr. Nicnors. Yes. I think this has particular merit not only for 
military use, but possibly other uses in remote industrial sites where 
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ange may go in to qperete somewhere. It is a different size, and 
we would have it before the other. 

Mr. Yates. What is the target date on the other? 

Mr. Nicnors. On the PWR, I do not see how we could get that one 
done in less than 3 years, probably 314 years. But this is a practical 
ren of power that is better. I am biased; I started this in the 

rmy. 

Mr. Yates. Then this would be the first reactor, presumably, to be 
used for a commercial purpose, would it not? 

Mr. Nicuots. Yes, 

Mr. Yares. If it can generate only 1,000 kilowatts of electricity, 
presumably there is no limit to the amount it could generate on the 
same principle. Am I correct? 

Mr. Nicuors. I think the pressure vessel might give you difficulties 
which would take a longer time. That is why the PWR is further 
away. This is what you might say is a cross between a submarine 
reactor and a land plant, a mobile plant. We are stripping the sub- 
marine reactor of certain requirements they were going to use, so the 
requirements will be less and will make it cheaper. Whereas in the 
PWR we are trying to get bigger pressures and higher temperatures 
and more efficient operation, but we are trying to compete with coal, 
and here we have the logistics factor. 

Mr. Jonas. How would it be mounted? 

Mr. Nicnots. They are trying to make it airborne, to shove it into 
an airplane. Perhaps Dr. Hafstad could tell you about that. 

Dr. Harstrap. The parts of this would be so designed that no part 
would be too large to carry in an airplane, but not as a complete unit. 

Mr. Jonas. You would not move it about on a plane? 

Dr. Harsrap. It is transportable, but not on wheels. 

Mr. Nicnors. You would haul it in parts and erect it and hold it 
there for a long while. 

Mr. Jonas. But you cannot move it somewhere else ? 

Dr. Harsrap. It is more like a demountable or portable machine in 

arts. 
‘ Mr. Putiiirs. You do not expect them to take it to pieces and move 
it somewhere else ? 

Dr. Harsrap. No, I do not think so; although the design is such 
that it could be done. 

Mr. Nicuors. It could be put on a barge and hauled somewhere else. 

Mr. Jonas. What would the general size be when erected ? 

Dr. Harsrap. It would go in, I would say, quonset hut size. It is 
a relatively small unit. 

(Discussion off the record.) 

Mr. Jonas. Did not you say you were going to put this out on com- 
petitive bids? 

Dr. Harstap. That is right. 

Mr. Jonas. What is so secret about it, then? 

Dr. Harsrap. It is not secret, except the details of the information. 

Mr. Jonas. But have not we already done what you have been 
talking about? This can be used in a civilian activity, as well as 
military ? 

Mr. Nicuots. If you had this developed and anybody wanted to use 
this, I would say, provided we get legislation which permits us to 
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turn over the fuel and that type of thing, this could be used by 
industry. 

Mr. Puttures. The only thing secret about this is where we are 
going to use it and how. 

Mr. Nicuors. Where we are going to use it and how, and the specific 
details of construction. 


AFTERNOON SESSION 
INSURANCE COLLATERAL FUNDS 


Mr. Puitures. The committee will please come to order. We had 
reached this morning the item on capital funds. I think again there 
is another field in which your efforts are to be commended, particu- 
larly your accomplishments. As I understand it, you have gotten 
back about $14 million of collateral funds from DuPont, Tennessee, 
and Columbia Universities. What about the $10.5 million that you 
are asking from General Electric / 

I understand that you have another $10 million of collateral funds 
with smaller contractors. Subsequent to making the notation on some 
of these questions which were previously prepared, I understand that 
some of your managers had already taken steps and had recovered 
some of these funds. 

Mr. Burrows. Answering the first part of your question, concerning 
General Electric, negotiations have pres going on between General 
Electric and Travelers Insurance Co, on this particular point, and 
just about 2 weeks ago the Travelers Insurance Co. refused to return 
any of this amount of money on the grounds that it would have insuffli- 
cient protection in the event of a catastrophe, and indicated they could 
not continue with this policy if the collateral funds were withdrawn. 

General Electric is now negotiating with another insurance com- 
pany and we do not know yet whether they will be successful in that 
effort. 

Mr. Puitiirs. Let me clear up one point which might have some 
influence on it. What we are doing is giving the insurance company, 
in this case, the Travelers Insurance Co., $10.5 million in bonds just 
to hold in their own hands. 

Mr. Burrows. Yes. 

Mr. Puiturrs. But we collect the interest on that? 

Mr. Burrows. That is correct, and the interest is turned in to 
miscellaneous receipts of the Treasury. 

Mr. Puituirs. The only thing that would be involved would be a 
$10 million reduction in the national debt ¢ 

Mr. Nicnors. Yes. There is no change in the expenditures. 

Mr. Yates. What do you mean by that; that we are co-insurers / 

Mr. Puituies. No, we are not co-insurers. 

Mr. Yates. We are not / 

Mr. Puiturrs. The insurance companies, all of them, at one time, I 
gather, had some little difficulty of this kind because they had no idea, 
since this was a new field, they had no idea what the risk, or the 
demand upon them, would be, and they wanted something to protect 
them. 

Mr. Nicuors. That funds would be available? 
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Mr. Puiturps. Yes, that funds would be available if Congress was 
not in session, for example, that funds should be available, I suppose, 
to meet some sort of a disaster. 

Mr. Nicnotrs. That is correct. 

Mr. Puiuuirs. Or excessive loss. 

Mr. Yarers. So then we are co-insurers. 

Mr. Srravuss. No. 

Mr. Yares. You do not consider that we are co-insurers? 

Mr. Srravss. No, I do not think so. 

Mr. Pus. The Government pays for it and we give this assur- 
ance, if they take the policy, that we will protect them against lack 
of funds caused by Congress not being in session ? 

Mr. Srravss. Because they have no funds available, in effect. 

Mr. Pres. I think Mr. Yates’ question is a good one. If the 
Travelers Insurance Co., in this case, is going to pay the loss, then 
why are we putting up the $10 million? 

Mr. Nicnors. So they can pay the losses out of the $10 million. 

Mr. Then we are really self-insurers? 

Mr. Nicuors. What the insurance company does is to handle the ac- 
counts for the protection of the Government. 

Mr. Yarrs. Why do we need Travelers ? 

Mr. Burrows. This is what is known as a cost-type of insurance 
plan, where the current rate of premium is not the normal rate; the 

remium is based upon the actual experience which we would have. 
vow, in that experience, of course, there is no experience of disaster, 
but in the event of disaster, we would have to put up the money to 
pay the claims, and they would do all of the work in servicing those 
claims. 

Mr. Pmuurs. What sort of premium do we pay them for letting us 
pay the claims? 

Mr. Burrows. The premiums are renewable every year on the basis 
of the experience. 

Mr. Puiiies. Actually on the basis of what is paid. 

Mr. Burrows. And actually we have not had any experience of 
disaster. 

Mr. Nicuors. Initially we paid Travelers on the policy $1,000 a 
month, subject to review at the end of the year, based on the ex- 
perience of claims they have had to pay. They are really a service 
organization, in turn making the initial payment of the claims on 
which they were reimbursed by the Government for the claims which 
they have paid. 

Mr. Yatrs. What kind of claims are you talking about, Mr. 
Nichols? Are you talking about fire losses, compensation losses, or 
what ? 

Mr. Burrows. Liability, personal liability and property damage. 

Mr. Strauss. May I say something off the record ? 

Mr. Patrires. I think we might have this on the record. Your 
question is, what are we getting for the $12,000 or, rather, what would 
we be paying the insurance company if they were to take the entire 
risk and not have the United States back them to pay the damages? 

Mr. Burrows. It would be a fantastic rate: we would have a condi- 
tion, I am sure, where the rate would be out of sight. 

Mr. Tomas. We are turning over to them $12,000 to pay for this 
service. 
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Mr. Burrows Yes. 

Mr. Tuomas. And taking all the risk. 

Mr. Burrows. Yes. 

Mr. Yates. So we are self-insurers. 

Mr. Yes. 

Mr. Yares. We are insuring ourselves. 

Mr. Tuomas. In the event of a lawsuit, instead of suing the Gov- 
ernment, they would sue the insurance company and we pay the claim 
and they service the claim. 

Mr. Yates. Then what is the government getting for the $12,000? 

Mr. Puiures. Have we had any such claims? 

Mr. Nicuors. What are the claims? 

Mr. Yates. How many have we had? 

Mr. Nicnots. We have not had experience yet of catastrophe, but 
we can furnish for the record, if you wish, the number of claims. 

Mr. Yares. You do not have any assurance of funds to cover Du- 
Pont indemnity, in case of loss?) What funds does Travelers Insur- 
ance Co. have to protect them ? 

Mr. Nicnois. We put the money up, the $10 million. 

Mr. Puuuirs. In other words, these are $10 million worth of United 
States bonds which they hold in their hands, we collect the interest, 
and it goes into the Treasury. 

Mr. Burrows. Yes. 

Mr. Yares. I understand, but why could not the same procedure be 
applied to DuPont, and not have the insurance company in it at all? 

Mr. Nicnors. DuPont would normally—this of course, is an insur- 
ance company. 

Mr. Yares. Well, whatever the company may be—— 

Mr. Nicnors. They normally would want someone with experience 
in settling claims to handle the business for them. 

Mr. Yares. But this $10 million would not be a drop in the bucket 
if there actually was a catastrophe. 

Mr. Nicuors. Then we also have in the contract, we would try to 
arrange funds until there was an appropriation. 

Mr. Burrows. This is to cover the initial claims while we are clear- 
ing the matter of appropriation. 

{r. Yares. I understand. 

Mr. Puiuirs. Let us clear up this matter of claims, because I am a 
little surprised. I did not realize we had an indefinite liability of that 
kind. I thought they were minor claims on matters of compensation. 

Mr. Burrows. Oh, no. 

Mr. Putters. They make a claim for 

Mr. Burrows. Compensation insurance is carried in that case, ac- 
cording to the law, the State laws under which they operate. 

Mr. Puitures. That has nothing to do with this? 

Mr. Burrows. No. 

Mr. Puiiirs. So you are really talking about claims, for personal 
damages, and in some cases, damages—— 

Mr. Burrows. Radiation damage would be an outstanding example. 

Mr. Putters. How many of them have we had ? 

Mr. Burrows. We could furnish that for the record. 

Mr. Yares. Have you had many? 

Mr. Burrows. There were quite a few. Wecan furnish them. 

(The information follows :) 
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Claims paid by Travelers Insurance Co. under policy with General Electric Co. 


Workmen's Automobile and public liability 
Period compensation, Grand total 
Schenectady Hanford Schenectady Total 


September 1950 to 


September 1951 ___ $39, 481.78 (247) |$144, 987.83 (56)| $560.85 (5)/$145, 548.68 (61)/$185,030.46 (308) 
September 1951 to 


eptember 1952___.| 13, 885. €6 (319)| 119,044.68 (73)}1, 267.58 (9)| 120,312.26 (82)| 134,197.92 (401) 
September 1952 to 


ptember 1953____| 25, 247.98 (362)} 5,866.33 (74)|4,877.46 (5)| 10,743.79 (79)| 35,991.77 (441) 
78, 615.42 (928)| 269, 898. 84 (203)/6, 705. 89 (19)| 276,604.73 (222)| 355, 220.15 (1, 150) 


Note.—Figures in parentheses represent number of claims on which payments were made. 


Mr. Puitiirs. How about damages to property and damages to 
water rights; do they defend them also? 

Mr. Burrows. Yes except for Government property. 

Mr. Srrauss. May I say something off the nase} 

(Off the record discussion.) 

Mr. Nicuots. But each contact is worked out a little differently 
with the local people and what they consider the risk is, and what 
is the best way to cover it. It is a most difficult problem to solve. 


CONTRACT WITH UNIVERSITY OF CILICAGO 


Mr. Puiuies. Getting back to Mr. Yates’ district for a moment, 
who let the contract with the University of Chicago? Mr. Nichols, 
who wrote the contract with the University of Chicago 4 

You have a contract with the University of Chicago; in fact, you 
have four contracts with them, under which any overpayments of 
actual cost is supposed to be returned to AEC by the University of 
Chicago on a voluntary basis. 

Mr. Nicuots. Originally this type of contract rose again with the 
Du Pont Co. where they wanted no profit and no gain. 

Mr. Putters. Maybe we had better hire them to deal with the 
University. 

Mr. Nicuors. No profit and no loss, and we were seeking a formula 
of how to cover a true cost contract. In other words, no fee, just the 
cost of the contract, and after exploring many possibilities, they 
came up with the idea that you would set all costs and you would 
allow a certain amount of money for overhead, for those intangible 
things which you cannot put your finger on, but which do involve 
so many dollars, for a certain amount, but not having each item. 

And we submitted this to the Comptroller General of the United 
States—this was during the war, and asked if this formula was an 
appropriate one to use. And the answer we got from him at that 
time was “I would not be forced to object.” 

Mr. Pututrs. Has the contract been renewed since that time? 

Mr. Burrows. Not on the same basis. 

Mr. Pures. I am talking about the original contract. 

Mr. Nicnots. This was the original idea, but since then they have 
been changed, and I think Mr. Burrows can enlighten you on that. 

Mr. Puutirs. Mr. Burrows, what I was interested in—and I sus- 
pected this went back to the initial days of the war—few people knew 
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anything about the project, and you were anxious to get something 
done quickly. I am wondering if that would account for the univer- 
sity holding $567,000 for a — of years without even paying the 
United States any interest on it 

Mr. Burrows. I think I can explain that. This was the overage of 
the amount that was put up, as based on actual costs. The amount is 
now $530,000. They are holding that until we decontaminate build- 
ings and restore certain property used during the war, and until then, 
the university is not willing to release these funds. 

Mr. Putuies. That is a restoration job? 

Mr. Burrows. It is a restoration job. 

Mr. Puiurs. Then why not do it and get the money back ? 

Mr. Burrows. Well, they have not quite—this has been going on, 
the study has been going on, to try to get the best arrangement, and 
they have not arranged for a solution yet. 

Mr. Yates. This was the building where the experiments were con- 
ducted ¢ 

Mr. Nicuots. Yes. 

Mr. Putuurs. But they have still got $530,000 that they are keeping 
until this work has been completed ¢ 

Mr. Tuomas. What became of the $50 million which General Elec- 
tric had ¢ 

Mr. Puuuies. That, I guess, is the one they reduced to $10.5 million ? 

Mr. Tuomas. I thought it was more than that. 

Mr. Puttuips. Where is the $50 million which General Electric had 
in this total you referred to? 

Mr. Burrows. I do not think ,Mr. Thomas, that the—— 

Mr. Yates. That is the collateral fund ? 

Mr. THomas. What was the amount of the General Electric, and I 
think, 2 or 3 other contractors, had ? 

Mr. Pures. According to the record, the amount recently was 
$17,250,000. The records show—some 2 years ago—that is the one 
that was around $50 million. 

Mr. Burrows. Yes. 

Mr. Puitiies. How much is that now? 

Mr. Burrows. That is $14,500,000 total. 

Mr. Tomas. How come you did not remember it ? 

Mr. Burrows. I did not remember the $50 million. 

Mr. Tuomas. It was $50 million about 2 or 3 years ago, and it has 
gotten back now to what? 

Mr. Putuies. It is $14,500,000. 

Mr. Burrows. A part of the $14 million is for this job; another 
part, $1 million, against the employee-benefit fund; and they want 
that in order to be able to pay the benefit of employees in the event 
of a disaster; and $3 million is the balance of the administrative fund. 

Mr. Puitiirs. And you are to get $2 million back ? 

Mr. Burrows. We are supposed to get $2 million of that back. 

Mr. Nicuors. The employee-benefit fund is in the same category as 

r. Patties. Coming back now to Chicago, seriously, can we get 
back any of this $530,000 ? 

Mr. Burrows. We will get it back as soon as we complete this work 

and we hope to get it back this year, but we have not completed 
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Mr. Pumums. Why not get started?’ You have to restore those 
buildings. What is the argument about? 

Mr. Burrows. We are trying to negotiate with them on a lump sum 
rather than going in and doing the restoration work. 

Mr. Putiiis. Why have you not done that? Your contractor has 
had 2 years, almost 2 years, use of interest-free money. Can you not 
help get that out of the way, Mr. Nichols? 

Mr. Nicnots. We are getting behind them, yes. 

(Off-the-record discussion.) 


PLant EQuipMeNT 


PROCESSING MILLS 


Mr. Puitures. The Commission has in the past followed a policy of 
having private enterprise operate the processing mills, and in the 
Chairman’s statement yesterday some reference was made to the 7 or 
8 processing mills on the Colorado Plateau. As it was pointed out, 
these mills are being owned and operated by private enterprise. Now, 
your records show that the Commission is operating only one mill 

use of the desire to get pertinent operating and construction 
costs to be used as a basis for negotiating private contracts for that 
work. 

Mr. Nicuots. We do hope to do this job with private contractors, 
and we do feel that we are going to do it that way in a short time. 

Mr. Putures. You have had nine mills put up by private con- 
cerns 

Mr. Nicuots. Yes. 

Mr. Puturs. Why do you ask us for money to build five new 
mills? 

Mr. Nicuots. Because we feel that we can utilize less capacity and 
take the best advantage of the ore that is already available in the 
West. What we would like to do—and the best way to do this, but 
certainly I do not want to spend this money that we don’t have to—— 

(Off the record discussion.) 

Mr. Puiuies. The point is, there is another side to it. If you are 
going to start in constructing mills, you might want to locate one—— 

Mr. Nicuots. Yes. 

Mr. Putuies. To find out how much it is going to cost, and what 
amount private industry would put up. 

Mr. Nicuots. Yes. 

Mr. Putures. Now, if you have the cost of some 8 other mills that 
have been constructed by private industry, why would you turn 
around and construct 5—or whatever the number is in the budget? 
Will you not build up in the minds of private industry, the idea that 
if they drag their feet, you will build them ? 

Mr. Nicuors. We would hire private industry to operate them. We 
do not want to operate them ourselves. But it is a case of us putting 
up the capital for the mills that we do not want to worry about 
operating. 

Mr. Pues. I do not know whether the members of the subcom- 


mittee will agree or not, but I personally do not see why you should 
have more than enough money to build one mill. 


Mr. Nicuots. We will probably be faced then—that is why we de- 
cided to ask for this, was because the nature of the procurement ar- 
rangement that we are making with private industry, and the lack is 
so much that we will not be able to raise the level of ore production to 
the maximum extent possible in the area. We feel that the money 
we are saving by trying to raise the objective higher is, we believe— 
we believe we can reach a higher objective on a 50 percent increase, 
and we hope we can get that out, and it means expanding mill ca- 
pacity at a pretty rapid rate. 


HOUSING CONSTRUCTION AT LOS ALAMOS 


Mr. Puiutps. The Committee has complimented you from time to 
time on the good things you have been doing, but now, I wish to with- 
draw one of the compliments that was paid you last year. You were 
complimented, as the record shows, last year for the million dollar 
saving on the construction of housing in the Los Alamos area; this 
amount represented a one-third reduction in your original request. 
And now I discover on reading the record that that saving was brought 
about by reducing the number of houses you built from 180 to 120, but 
that you built them at about the same cost as before. So actually there 
was no saving as far as construction costs are concerned. I think we 
are going to have to tie a little string on the compliments and wait to 
see how things work out. 

Mr. Nicuors. I would like to have Mr. DiLuzio explain that dif- 
ference. 

Mr. DiLuzio. Mr. Chairman, you are absolutely right, that the 180 
houses was cut down by the budget to 120 and the money we got was for 
the 120, and it was not possible to try to save $1 million for 120 units. 

Mr. THomas. How much did the units cost you, $16,000 4 

Mr. DiLuzto. They ran a little over $15,000. 

Mr. Puiires. When you divide the figure into the others, Mr. 
Thomas is right, $16,600 per house, for a 3-bedroom house. 

Mr. DiLvuzio. The 3-bedroom house in the 2-16 house units is being 
advertised right now to be awarded March 30, and the 3-bedroom 
units, based upon our estimate, is the house itself, without the main 
utility runs, the streets, and soil-erosion projects, with the surrounding 
area, 1s $11,825. 

Mr. Tuomas. Without utilities? 

Mr. Puures. And without land? 

Mr. Di Luzi1o. Without that price land—— 

Mr. Puiures. Without utilities. 

Mr. Dr Lvuzio. With utilities from the service connection into the 
house itself. The utilities I am talking about are the main lines, water, 
power and gas to serve the area, and the distribution network within 
our area, 

Mr. Putures. Last year, or the year before, Mr. Thomas showed 
you some clippings from Albuquerque and Santa Fe papers adver- 
tising comparable housing for $7,800 up to $12,800. And your 
answer, as I recall it, was that you had to haul the materials 30 to 35 
miles. 

Mr. D1 Luzio. No, sir. As I remember, the answer was on a different 
type of housing. That was construction of poured slab, not the type 
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of units we are building here. The housing we are building is up to 
the maximum permissible under the Bureau of the Budget Circular 
18. It is very close to the minimum FHA, both as to facilities pro. 
vided and area. 

Mr. Nicnots. I think this does show how extensively, Mr. Thomas, 
is the effort in this new situation through the advertisement of jobs 
right now. Initially we prepared 100 sets of plans and specifications, 
and we had requests for 175 sets. In other words, that should give us 
some indication of how wide we are trying to get competitive bids. 

Mr. Tuomas. It shows a willingness on the part of contractors to 
submit bids. 

Mr. Nicnors. It shows that the house cost will be based on com- 
petitive prices. 

Mr. Tuomas. And the contractors are the ones who will have to 
make the estimates. 

Mr. Nicnots. I think the contractor is the one to estimate, to make 
the estimate of the cost on this plateau. 


ESCROW FUNDS 


Mr. Tuomas. Because here are some figures that I think ought to 
be in the record. What was the overall figure of the total sum that 

ou have in escrow with all contractors? The figures you have so far, 
indicated around $25 million. 

Mr. Burrows. $26,990,000. 

Mr. Tuomas. That is overall? 

Mr. Burrows. Yes. 

Mr. Tuomas, Does that cover Du Pont? 

Mr. Burrows. Yes. 

Mr. Tuomas, It covers the whole group? 

Mr. Burrows. Yes. 

Mr. Tuomas. The whole figure is $26.9 million-plus, including the 
University of California, Chicago, Iowa, and all of them. 

Mr. Nicwoxs. $26,990,000, yes. 


HOUSING CONSTRUCTION AT LOS ALAMOS 


Mr. Puttires. We were talking about the cost of housing. This 
$16,600 is not figured on the past housing, but that is figuring on the 
1955 budget—what your houses are expected to cost on the basis of 
what you are asking us for. It does not include land, I suppose, and 
you have already got a lot of the utilities installed. I think your price 
is high. As I have indicated, I am trying to figure out why they are 


high. Your utilities and your roads and streets, mostly, are 
where you are opening up a subdivision. 

Mr. Di Luzto. That is not entirely true. We are trying to save as 
many of the utility mains and service lines as possible. In the recent 
construction areas, with much better units, it is not in there and we 
would be foolish to place it 10 or 12 feet away from the present con- 
struction, and we have to reline the area, rebuild some of the utility 
systems, which do not fit the new street patterns for the housing. 

We are trying to take out the buildings and arrive at a unit rather 
than to abandon a whole block area. 

Mr. Puttuirs. That $16,600 does not include the cost of the land? 
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Mr. DiLuzto. No. ‘To cover the land and all 

Mr. Primurrs. Yes, but the $16,600 which you gave probably does 
include the estimated value of the land, does it not ? 

Mr. DirLuzto. I doubt whether it would; I doubt whether the figures 
we have here would. If we take the 3-bedroom unit, at 1,057 square 
feet 

Mr. Puituirs. No; that does not include the land, I am sure. 

Mr. DrLuzio. It would not; no. 

Mr. Tuomas. Your construction cost is running about $16 a foot, 
then? 

Mr. DiLvuzto. No; it costs us about $11 a square foot. 

Mr. Tuomas. How many square feet did you say was in the house / 

Mr. DiLuzio. One thousand and fifty-seven. And to that we would 
have to add the site improvements, so much per unit, and the main 
utility runs for the gas and water mains. 

Mr. Tuomas. Oh, well, now listen, when you build a house, you 
charge that up against the unit cost. When you put all that together, 
it is going to cost you about $14,000 to $15,000, or $15,500, 

Mr. DiLuzio. Congressman, we are comparing here with a unit 
which has been built in Albuquerque and Santa Fe, and the units we 
are comparing with, we have checked the prices quoted of $12,960 in 
the advertising for the unit on the lot, and it does not include side- 
walks, curbstones, streets, and it does not include the public service. 

Mr. Tuomas. What do the extras cost 

Mr. DiLvzio. The extras cost, roughly, $1,600 per unit, the roads, 
the streets, and the utilities, maintenance. The price of the house 
does include from the surface line, into the unit, into the house itself. 

Mr. Anprews. How much are you getting for that house? First. 
how much money do you have in the house ¢ 

Mr. DiLvzio. Roughly, $15,250. 

Mr. Anprews. What does it rent for? 

Mr. DrLuzio. The 3-bedroom house is renting for something on the 
order of $72 to $75. 

Mr. Anprews. For a $15,000 house ? 

Mr. DiLuzio. Yes. 

Mr. Anprews. That is pretty cheap rent. 

Mr. DiLuzio. The rents, of course, are set under Bureau of the 
Budget Circular A-45, and they must be geared to comparability with 
the geographical area. It is not set according to the cost of the unit, 
because the Bureau of the Budget has stated that we have to charge 
the rent on a comparative basis to the area in which it is located. 

In other words, according to the rents that have been established in 
the area. 

Mr. Tuomas. You are in an area occupied by the Government. You 
cannot build a house for $15,000 and rent it for that. It is necessary 
to subsidize the rent, in order to get the people out there and I think 
that is the answer to it. 

Mr. Nicuots. That is the answer, Mr. Thomas, that the rent is 
subsidized. 

Mr. Tuomas. Certainly, because nobody is in the area, except Gov- 
ernment people. 

Mr. DrLvzio. The possibility is, you can find north of here—— 
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Mr. Tuomas. The comparable area for the old rent control was so 
much, but we have not had rent control now for 3 years, so where does 
the Bureau of the Budget come in? 

Mr. DiLvuzio. They fix the rate—— 

Mr. Tuomas. This is on a Government installation. 

Mr. DirLvuzto. That is right. But we must compare it with public 
housing and in private housing, We must compare it geographically 
with another area. We do not compare with another Government 
agency ; it is compared with the real estate operations in Albuquerque, 
Denver, and Santa Fe. This is a studied development made in the 
area. 

Mr. Tuomas. No private industry is going to build a $15,000 house 
and rent it for $75. oul 

Mr, DiLvzio. Sir, it is not comparable, at least, it is comparable 
to the square footage that we have made with units located in a lot 
of other major housing areas, and a lot of the houses cost more than 
the private housing would, and it is not possible to build a $15,000 
house, or one with three bedrooms, presumably, in the area next to 
a school and also shopping centers, and transportation facilities, and 
so forth. 

Mr. Tromas. You mean on existing housing? 

Mr. DiLuzto. Yes. 

Mr. Tuomas. You are not going to build a new house that costs 100 
to 150 percent above existing housing. Mr. Dodge does not put out 
regulations like that; he is too good a businessman for that. 

You are going back to the old rent-control idea which has been 
repealed now for about 214 years. The only justification is that the 
people have to have a place to live, and you have to have them out 
there, and you are not going to get them unless you do provide them 
with housing; and that is your answer to it. 

Mr. Nicnors. And if you are going to make them pay more, you 
have got to give them a subsidy for the rent. 

Mr. Tuomas. Surely, we can all understand that. 

Mr. Nicnots. That is what it comes down to. 

Mr. Tuomas. You have to spell it out. 


DISPOSAL OF REAL PROPERTY 


Mr. Corron. For several years there has been discussion in this 
committee, and suggestions have been made that we dispose of Rich- 
land, and Oak Ridge, Tenn., and turn them over to private ownership. 
Each year, it has had various answers to that problem, but Saaoalty 
it is that the matter has not been cleared by the Bureau of the Budget. 
It seems that the Bureau of the Budget has limited it. When is some- 
thing going to be done on this problem? 

Mr. Nicuors. We hope to do it in the very near future. The Presi- 
dent in his message this year, to the Congress, said we would introduce 
legislation. In other words, not only was it owr own desire, but the 
indication of the President, that we would introduce legislation, and 
we felt we were ready to introduce it about 2 weeks poy, we found 
that there were certain things—we thought we would get those 
straightened out and have them up here today, but we are all at the 
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hearing. I had on the agenda for today a discussion of this subject 
with the Commission, and we hope to get it as Our next priority. 

Mr. Corron. You need enabling legislation before you can dispose 
of this whole community ? 

Mr. Nicuots. Yes, sir. 

Mr, Corron. You can sell some houses? That can be done with- 
out legislation ? 

Mr. Nicuots. I question whether we could sell more than lots; but 
we are not selling the lots. 

Mr. Corron. I remember when Mr. Andrews and I were down at 
Oak Ridge a year or two ago, you were then having a referendum vote 
in the community about whether they would—— 

Mr. Nicnors. Incorporate? 

Mr. Corron. Yes. 

Mr. Nicwots. In fact, in the last vote they voted against incorpora- 
tion: is that correct ? 

Mr. Coox. Yes, that is right. The reason for it was that the resi- 
dents at that time did not have available to them information on the 

roposed legislation so that they could determine how the proposed 
egislation would affect them as a group or individually. 

Mr. Nicnots. But we hope to get this bill before the Congress 
within the next 2 or 3 weeks, and this would provide enabling legis- 
lation, not only to sell the houses, but to proceed with the sale of all the 
stores and the land and also provision to cover a transition period, 
when we turn over the town to the local government, whether State or 
not; the State of Tennessee may want incorporation at the State 
level, but the legislature has to permit thein to do so. This would 
give the authority needed. And we do not want to turn it over to 
them until they have a government, but we acutally hope we can— 
that they can get this through the present session. 

Mr. Corron. Assuming you have the legislation, are you going to 
continue the policy of not disposing of these communities until you 
have a referendum vote? 

Mr. Nicuots. Oh, no. 

Mr. Corron. Because they would never vote to raise their own 
rents and so forth. 

Mr. Nicuots. Well, I do not know but we plan to dispose of them 
anyway. We do not know whether they will incorporate, but there 
is a county government in Tennessee, and they would have to take 
over such towns, if they do not incorporate. 

There is a local government. But we think the people may want 
to govern themselves, and we want to give them that choice. We plan 
to do this only for Richland and Oak Ridge, not for Los Alamos. 

Mr. Corroxn. Why? 

Mr. Nicuors. We feel that Los Alamos—well we feel that Richland 
and Oak Ridge are in general surroundings, and although there is 
a company-town there, you might say, there is still some basis for 
a town existing there, where it would never become a ghost town, 
whereas at Los Alamos it is so isolated around in the mountains, 
and is so situated that there is very little chance to sell, at least, it 
would be sold for less than we would want to sell it for. And we 
feel that we should have a little bit more control over the general 
area than we do for Oak Ridge and Richland. So we feel that the 
time is not yet here where we can dispose of Los Alamos. 
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REQUEST FOR MOTOR VEHICLES AND AIRCRAFT 


Mr. Corron. On page 529 of the justification, it is noted that you 
are requesting $1,630,020 for new motor vehicles and aircraft. 
Roughly, one-third of this sum, $518,000, represents new automobiles. 
The committee has had some information that these expenditures 
represent only approximately 60 percent of the vehicles you propose to 
buy, and that you have another $956,000 for such oxnentitere included 
in the cost of various projects, shown elsewhere in the budget. 

Could you furnish for the record at this point, and for the informa- 
tion of the committee, the total requirements for motor vehicles, so 
we will know what the story is? 

Mr. Buocu. The budget requests funds for replacement of 402 
passenger-carrying vehicles, not additions. That was $559,000. The 
funds call for the replacement of one aircraft, purchase of one addi- 
tional aircraft, and for the replacement of 387 trucks, for the opera- 
tion program, and for 41 additional trucks in the raw materials opera- 
tion, DC and special-purpose trucks, and for the replacement—this 
is in the item that is in the operations portion of the budget; we also 
estimate replacement of 328 trucks of various types for construction 
work. However, there is the cost of these trucks—the cost is funded 
out of money available for the construction of the project. We are 
forecasting a reduction in our automotive fleet this year. 

ae Corron. What is the total number of vehicles that you now 
own 

Mr. Burocn. Passenger vehicles, automobiles ? 

Mr. Corron. Vehicles of all types. First, tell us how many air- 
craft you own? 

Mr. Biocu. Eleven, I believe. The budget request will increase our 
total aircraft to 12; for the aircraft patrol, security patrol at Hanford, 
and a total of eight would be used in raw material program for pros- 

cting. 

Ae Dontdir: Can you tell us approximately, now that you have 
disposed of the aircraft, of the total of all of the motor vehicles that 
you now own and how many of them are trucks? 

Mr. Brocn. Our net inventory at July 1, 1953, was 2,800 automo- 
tive vehicles. 

Mr. Corron. How many? 

Mr. Brocn. 2,844 automotive vehicles and 8,892 trucks. 

Mr. How many? 

Mr. Buiocu. 8,892 trucks. Those trucks are of all kinds; there are 
trucks both for operation and construction. 

Mr. McCarruy. I would like to point out that in the 2,844 passenger 
carrying vehicles, is included passenger carrying vehicles, plus buses, 
ambulances, and station wagons. 

Mr. Corron. The investigators of this committee obtained figures 
which indicate that the Commission already owns nearly 13,000 
vehicles of all kinds. Is that correct? You have indicated 11,600. 

Mr. Brocu. I do not know where that discrepancy arises. 

Mr. Corron. Would there be some within the operations of the con- 
tractors? Would that account for the difference, those that are con- 
tractor-used ? 

Mr. Brocs. Practically all of these vehicles are in possession of 
contractors. They are operated by them. 
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Mr. Corron. The 11,600 is approximately all of the motor vehicles 
you own ? 

Mr. Biocn. Yes, I would say so, as far as the actual inventory as of 
June 30 each year is concerned. 

Mr. Tuomas. Are those figures based upon 10 months ago, and your 
investigation was more recent—maybe that accounts for the dis- 
crepancy 

Mr. Corron. What would you say to that? 

Mr. Nicuors. I do not know. Do you know, Mr. Bloch? 

Mr. Btiocn. No, I do not, but the projection of the program thus 
far has been in our overall fleet this year, and next year, and I cannot 
reconcile those figures. 

Mr. Tuomas. You say that your figures were based upon June 30, 
1953 ? 

Mr. Buocu. Yes. 

(Off-the-record discussion.) 

Mr. Corron. Let me suggest that you get together and straighten 
those figures out, and also may I suggets to you, Mr. Chairman, that 
all trucks should appear at some one point in the justification for the 
information of the committee. 

(The information requested is as follows :) 

Note.—The difference between the motor-vehicle inventory figures of 11,700 
supplied the committee by the Atomic Energy Commission and the figures sup- 
plied the committee by its investigative staff is accounted for by the inventory 
on June 30, 1953, of 1,106 trailers. The breakdown is as follows: dca 

2, 848 


Trailers (included in committee’s figures; excluded in AEC figures). 1, 106 


Instructions for preparation of GSA annual motor vehicle reports do not pro- 
vide for semitrailers, trailers, and other trailing equipment to be included as 
trucks, and accordingly would not be included in any inventory figure prepared 
by AEC. Since, however, trailers are budgeted for under the motor vehicle 
category, the investigative staff included trailers in its figures in order to have 
a comparative total. 

Mr. Yates. How many vehicles are there in Washington ? 

Mr. Biocn. Twelve, I believe. 

Mr. Yates. Twelve? 

Mr. Brocn. Three trucks and 9 passenger vehicles; 2 of them are 
station — that are used between the buildings for the transporta- 
tion of mail. 

Mr. Srravss. I might say, Mr. Chairman, that I am the only Com- 
missioner who has a car. When the Commission was organized in 
1947, each of the Commissioners was provided a car for transporta- 
tion. I do not know when the change took place, Mr. Chairman, but 
it is a distinction which I think should be corrected by restoring a car 
to the Commissioners. 

Mr. THomas. There is nothing in the law that prevents them from 
having one. 

Mr. Srravss. I do not know what the circumstances were. . 

Mr. Nicuors. There is a little wrinkle in it. They cannot have a 
chauffeur. 
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Mr. Yares. They have to drive themselves? 

Mr. Srrauss. They make many of their trips with classified docu- 
ments, under which circumstances they would require to be accom- 
panied by an armed person, and the chauffeur might very well be the 
guard just sitting up front. 

Mr. Corron. Of course I do not think we should be putting ideas in 
your head, but Congress very carefully passed a statute that nobody 
but the President of the United States could have a chauffeur: but 
almost every department I know of has messengers, file clerks, janitors 
and other people who drive cars for them. 

Mr. Srrauss. We have leaned over backwards about it and I feel 
very badly that there has been that change in the statutes as to the 
Commissioners. 

Mr. Tuomas. It was purely administrative on the part of the Com- 
missioners; Congress had nothing to do with it. Nothing was ever 
said in here about it. 

Mr. Srravuss. I may take some corrective steps. 

Mr. Nicuors. I think you have given us the solution. 

Mr. Corron. It should be noted here that the investigation report 
indicates that the annual motor vehicle report for fiscal year 1955, 
published by the General Services Administration, shows that your 
Commission ranks fourth among civilian agencies in mileage of opera- 
tion of motor vehicles. The himhaptratiine agencies in order of total 
mileage are the Post Office with 205 million miles, Agriculture with 170 
million, Interior with 155 million, and the Atomic Energy Commission 
with 105 million. 

Your Commission, incidentally, accounts for 12 percent of the total 
mileage run up by civilian agencies. Your Commission is to be com- 
mended for the unusually intensive utilization you get from your ve- 
hicles—13,895 miles per year. Your performance is exceeded only 
by the Tennessee Valley Authority. The fact that your installations, 
like theirs, are located in relatively remote sites conceivably may ac- 
count for at least a part of the more intensive utilization. 

It is added that the one apparent blot on your otherwise fine record 
is the Santa Fe installation, at which the average utilization is less than 
60 percent of the average for all of your installations. 

Is there any particular reason for that? 

Mr. Nicuors. On the first part of that, 1 would like to say it is not 
only the remoteness of our installations, but their great size and the 
dispersion of the plants over the reservations which accounts for the 
consumption of the mileage. 

Mr. Corron. It is indicated that Santa Fe’s own records indicate 
that of the 332 automobiles on hand at that installation on September 
30, 1952, nearly 20 percent, or 57, could be regarded as surplus, and by 
September 30, 1953, the percentage exceeded 30 percent and the num- 
ber of surplus cars was 105. 

It was further discovered that despite the unfavorable usage at 
Santa Fe and despite the continued lesser utilization, you now are 
asking that we allow you to replace 64 automobiles at that installation. 

How can you possibly justify their replacement when your own 
figures indicate that not only should the 64 not be replaced, but that 
an additional 41 should be declared surplus as well ? 

Mr. Nicnors. The replacement is based solely on wear and how old 
a car is, or how many miles it has been driven. 


Can you give the answer as to why Santa Fe is so low in utilization, 
and on the replacement figure / 

Mr. Brocu. Replacements for this year are currently undergoing 
another review. We will not replace any vehicles that have not, as 
the minimum, exceeded the replacement standards established by 
GSA for the Government. In fact, we have standards which go 
further than GSA, and those standards are used as the guide for indi- 
vidual vehicles, which is still examined when it reaches 6 years or 
60,000 miles, to see whether it is economical to continue its use, or trade 
it in. 

Mr. Corron. Have you any knowledge of why the record in the 
Santa Fe situation should be different from the other installations in 
this 

Mr. Buiocu. I do not have the reason, but we could look that up. 

(The information requested is as follows :) 

NoTte.—The reason Santa Fe’s average mileage per vehicle is lower than that 
of other AKC and Government activities is: 

1. Because of the seasonal nature of the test operations requiring peak trans- 
portation loads for relatively short duration the annual mileage on many SFO 
vehicles was relatively low. 

2. Some vehicles were moved to the Spoon River project in expectation that 
they would be needed and received very little use pending determination to 
discontinue the project. 


MEDICAL RESEARCH 


Mr. Corron. In the research portion of the justifications and the 
budget, I believe there has been considerable discussion about possible 
duplication, but attention is called to the fact that in the cancer re- 
search, which of course we all thorougly endorse and are interested 
in, the Public Health Service spends $20 million a year over the $3 
million being spent by your Commission, $1 million by the Veterans’ 
Administration, and $1,400,000 by other agencies. 

Is that one of the research activities in which you are fully in- 
formed as to what other agencies are doing, or is that one on which 
you inform the National Science Foundation ? 

Mr. Nicnors. We have a very good liaison on that. I would like to 
ask Dr. Bugher to give a statement on how we coordinate this effort 
with other people. 

Dr. Bucuer. That is not only true of the cancer field, but it is also 
true of general medical and biological research. 

To speak particularly to the cancer question, we have a very intimate 
cross-connection on information with all of the other groups working 
in the cancer field; therefore I have listed to them and they have 
listed to me all of the projects rote by the Public Health Service, 
the American Cancer Institute, the Damon Runyon Fund, and so forth, 
and they in turn have knowledge of ours, partly through the Bio- 
medical Science Exchange which we now support with the Nationa! 
Science Foundation, and also through personal participation in each 
of those advisory boards. 

Mr. Corron. We fully realize that this important cancer research 
work is something which is in your field and is most important re- 
search. Do you furnish isotopes to these other agencies ? 

Dr. Bucuer. Yes, sir. 

Mr. Corron. Under what sort of an arrangement? 
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Dr. Bueuer. All governmental agencies, with one or two minor 
exceptions which have occurred in the past, pay the going price to 
Oak Ridge for the isotopes they use. The intent there is that we are 
not exchanging budgetary support to other agencies. 

Mr. Corron. Do you furnish isotopes to private institutions, too, 
for research ¢ 

Dr. Bucuer. We do. 

Mr. Corron. At the same price that you do to other governmental 
agencies ¢ 

Dr. Bueuer. No. In the cancer research field, isotopes have been 
priced at 20 percent of their list price to those engaged in cancer 
research and our budget then has carried the other 80 percent. 

Mr. Nicuots. That is a subsidy for cancer research. 

Mr. Corron. Regardless of whether you are furnishing them to the 
Public Health Service of the United States Government, or a Gov- 
ernment institution, or whether they are furnished to a private lab- 
oratory, college or hospital, do they get it at the same price if it is 
for cancer research ¢ 

Dr. Buener. No; that is not quite the way of it. If the delivery is 
made to one of our own institutions, the Public Health Service, the 
Cancer Research Institute, or the National Cancer Institute, they are 
charged that price; but deliveries which go for cancer research to 
universities and research organizations in cancer, or hospitals, they 
get that material at 20 percent of the list price. 

Mr. Corron. They get it less expensively than a Government insti- 
tution ? 

Dr. Bueuer. Yes. 


SAVANNAH RIVER HOUSING PROJECT 


Mr. Anprews. I would like to ask a few questions about the Savan- 
nah River project. I would like to know about the dormitory situa- 
tion down there. What became of it? I think you had a lawsuit down 
there last year, did you not, with the builder or owner ? 

Mr. Nicuots. I believe we had some trouble with the dormitories 
and the trailer camps. 

Mr. Tuomas. $386,000 worth. 

Mr. Coox. The dormitory contract has been canceled out. Du Pont 
was not able to reach an agreement with the contractor that we felt 
was satisfactory. 

Mr. Anprews. Was that the only dormitory where you had trouble 
with the builder ? 

Mr. Coox. Yes. So the settlement was turned over to the Depart- 
ment of Justice. It is now in litigation and a settlement has not been 
reached. 

Mr. Anprews. You are not paying the contract price for these 
rooms now, are you? 

Mr. Cook. No, sir; that was terminated when the contract was 
terminated, 

Mr. Anprews. Is the dormitory being used, or is it vacant? 

Mr. Coox. The dormitory has been disposed of as surplus and that 
is part of the agreement that is now in a settlement stage. 
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Mr. Anprews. Do you know how much loss you will sustain in the 
settlement ? 

Mr. Coox. The total cost of our contract including operation and 
cost of termination will not exceed $2,807,359. 

Mr. Anprews. That will be the loss to the Government ? 

Mr. Coox. Well, that is the cost of providing dormitory space for 
single workers during construction. 

Mr. Anprews. I understand what it was, but can you tell me what 
the final cost to the Atomic Energy Commission will be for the dor- 
mitory contract ? 

Mr. Cook. It is subject to litigation. Our estimate is it will not 
exceed $2.8 million. 

Mr. Anprews. What about the trailer contract?) How many trailers 
were involved ¢ 

Mr. Coox. Four thousand trailers were involved. 

Mr. Anprews. They were rented by AEC for a period of 52 months; 
is that right ? 

Mr. Coox. There are still remaining trailers under rental at the 
present time. Proposals were received. The proposal resulting in 
the lowest estimated cost for providing the service required was 
accepted, which provided for furnishing and operating four different 
trailer camps with a total of 4,000 units. Initially, as they were con- 
structed and completed, the trailer camps were full and they con- 
tinued at 90 percent occupancy for some time. As construction re- 
quirements dropped off, sections of the contract were terminated and 
the salvage value of the terminated trailers were credited against the 
contract. So that as the need for trailer camps has decreased, the 
total number of trailers in use has decreased and our cost has de- 
creased accordingly. 

Mr. Anprews. Your original contract provided for the rental of 
those 4,000 units for 52 months at $82.50 a month? 

Mr. Coox. That is right. 

Mr. Anprews. The Rent Control Board came along and said that 
was too much rent. 

Mr. Coox. That is right. 

Mr. Anprews. That the rent could not be over $60.00 a month ? 

Mr. Coox. Right. 

Mr. Anprews. But the AEC had to pay $82.50 under the contract. 

Mr. Cook. That is correct but oneiied only to vacant trailers and on 
occupied trailers we paid the difference. 

Mr. ANprEws. Can you tell us how much loss the AEC has suffered 
under that contract up to this date, or as of some recent date, and 
what you anticipate the total loss will be? 

Mr. Cook. I have in my mind an approximate total figure, but do 
not have the breakdown. It is estimated that the total cost to us 
under the contract, after complete termination, will be about $7.3 
million. I do not think I have with me the cost of the rental guar- 
anty by reason of the reduction in rental, but I can obtain that and 
furnish it for the record. 

Mr. Anprews. I wish you would do that. 

(The information follows :) 
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TRAILER CONTRACT—SAVANNAH RIVER 


All available trailers were occupied for a period of 7 months during peak em- 
ployment on construction. All 4,000 trailers were fully occupied for 1 month, 
and 90 percent occupied for 3 months. The contract guaranteed 90 percent 
occupancy. 

The net cost of the trailer contract is estimated to be $7,281,701 upon com- 
pletion. As of January 31, 1954, 1,213 trailers were still occupied and under 
contract. 

The net cost of this contract is closely comparable, according to our estimate, 
with the net cost of direct procurement, operation and disposal of the trailers 
by AEC. However, substantially less Federal funds were tied up during the 
contract than would have been required under direct procurement and operation, 
as no capital investment by AEC was required at the outset. The final cost is 
summarized in the following table : 


Current status of Robbins trailers at Savannah River 


Occupancy as of Jan. 31, 1954, 1,218. 


Costs of trailer contract: 
Paid through Jan. 29: 


Credit through Jan. 20, sale of 2,296 trailers.._..._.._...---_-- —1, 458, 558 
Cost to date____ 210 
Current Du Pont estimate of final cost-_.__.__..__._._-_-_-___ 7, 281, 701 


Mr. Anprews. Did I understand you to say you anticipate the total 
loss to the AEC to be $7.3 million ? 

Mr. Coox. I would rather say it differently; I would rather say 
the total cost of providing trailers for families of construction work- 
ers during the construction program will be approximately $7.3 
million. 

Mr. Nicnors. I would like to make a statement there. I had noth- 
ing to do with this, but I did look into it when I was down to Savannah 
River, because I felt this would be among the questions to be asked 
from here on out. And the reactions I got from looking at all of 
the figures is that we actually got by with a cost of trailer housing 
for our married employees cheaper than if we had built the housing 
directly. However, my own reaction also was if we had done a little 
better job on the dormitory housing for single workers we could have 
gotten by cheaper yet. 

Mr. Anpverws. As I understood the testimony a year ago, the same 
company that rented the trailers to the AEC in Savannah for $82.50 
was renting the same trailer in Philadelphia for about $50 a month. 

Mr. Nicuors. I think that would depend on the anticipated length 
of time they would expect to rent the trailer, in setting up a trailer 
camp, as to whether they were setting it up for the construction period, 
or setting it up somewhere where you hoped it to be for 1, 2, 4, or 5 
years. 

A construction camp is normally considered as part of the construc- 
tion and you expect to pay something for it during the construction 
period if you want to house the employees; otherwise, you get into 
trouble with the employees on transportation charges and the rate 
you have to pay others for substitute housing. 
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That is why I like the term Mr. Cook used, that this is not neces- 
sarily a loss to the United States. 

Mr. 'THomas. But no one occupied your domitories. 

Mr. Nicnors. I think in looking at it as a Sunday morning quar- 
terback, which is the way I am looking at it, there were ways and means 
that we could have gotten by with less cost. But what happened was 
that the Du Pont Co. was making an estimate on how many 
people they would have to bring in that would be seeking shelter and 
they, along with our people, made a bum estimate, and earlier we made 
a similarly bum estimate on the other side at Hanford during the 
initial construction under the Manhattan District. We could have 
planned our construction schedule better. There they underestimated ; 
here they overestimated as to the number of people that would be on 
this job, and when they would come there. That is always a question 
of how many do you bring in locally; where do they come from; what 
is the percentage that is going to be there as single men, bachelors, or 
men without their wives. And that estimate must be made in the early 
stages of the job, and they made some errors in estimating. 

Mr. Anprews. I do not know whether you want it on the record, or 
not; but, as I recall, when we discussed it a day or two ago did I under- 
stand you to say that the power requirement at Oak Ridge is greater 
than that of the whole State of Texas? 

Mr. Nicnotrs. Yes. I made the statement there that my people told 
me the power to be consumed by the Oak Ridge plant alone would 
more than fill the 1952 power needs of the entire State of Texas. 

Mr. Yates. That is 1952; not 1953. 

Mr. Nicwotrs. 1952. 


Mr. Anprews. TVA furnishes all of that power to Oak Ridge? 
Mr. Nicnots. Yes, sir. 


MANUFACTURE OF PRECISION INSTRUMENTS BY AEC 


Mr. Corron. This committee had some testimony of various inde- 
pendent witnesses one day, and one of these witnesses came here with 
some testimony in which, among other things, he said that the Atomic 
Energy Commission would save money and also encourage private 
industry if they purchased their instruments from private industry 
rather than to manufacture them themselves. I think the chairman 
of the committee asked him what he meant by instruments; did he 
mean precision instruments, machine tools, or what was he talking 
about, and he said he was talking about scientific instruments for the 
measurement of radiation; scientific instruments used generally for 
research, those that could be built outside possibly for a much lower 
cost. Then he gave an example and said: 

At Berkeley they are casting lead bricks from lead ingots. They can buy 
those bricks extruded which would obviate the necessitate of casting at all. 
They are just duplicating a process. A lead brick is a lead brick. It is not a 
scientific instrument, but it saves a considerable cost. In that facility they have 
five men casting the bricks. They are making a few bricks an hour because they 
first load the furnace, which takes a lot of time. You can appreciate that is not 
a very efficient operation. 

Then somebody suggested to him perhaps they had a lot of: men 
who did not have anything else to do, and he said if they didn’t they 
should get rid of them. 
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Mr. Nicuors. I do not know the answer there. 

Mr. Corron. I do not recall, but I think this witness was a repre- 
sentative of some concern that makes instruments, of course. hat 
is your general policy about what you make yourself and what you 
buy from private industry ¢ 

Mr. Nicnors. The instrument question has come up several times. 
In fact, I started on this thing at the end of the war, trying to get a 
commercial concern to build instruments. We had a great deal of 
success. In talking about it one day in Chicago, about 10 years ago, 
I said we need to get many unique and varied instruments for our 
work. In other words, I said primarily we have to design a par- 
ticular instrument for a particular experiment; but on other occa- 
sions when we need an instrument in a reasonable quantity, what we 
have tried to do is to encourage private concerns to take the design 
we have worked out that we have found suitable, and we have had 
some success in that, where people have made them and put them on 
the market and they are being sold, and we buy them as well as other 
people in this position. 

You also can cite examples of some who have turned over the 
designs and the right to build them, and there is no market to take 
them, so we have to step in and use our judgment as to when do we 
build an instrument and when do we buy it. 

I recognize that scientific people would prefer to put a new wrinkle 
in it and make it slightly different, and sometimes there is good reason 
to do that for some particular need. 

But we are aware of that problem and are exerting pressure to try 
to get as much of this in the hands of industry as we can. 

Mr. Srravss. The industry now runs about $20 million a year gross 
and up until last year the commission was the largest customer for 
the purchase of Geiger counters, and so forth. 

Mr. Corron. The situation has changed since last year? 

Mr. Srrauss. Yes; private people have come along and new insti- 
tutions, colleges, laboratories, prospectors are now a larger market 
than the commission. 


AIRCRAFT PROPULSION REACTOR PROGRAM 


Mr. Yares. There is an appropriation request for $14,200,000 for 
the aircraft propulsion reactor program, of which $8,600,000 is for 
a contract between AEC and Pratt and Whitney, and $5,600,000 is 
for a contract between General Electric and AEC. In this fiscal year 
you spent $15 million on that program, or intend to, or will by the 
end of the fiscal year, I assume; at least that was the budget item. 
In the previous year there was an item of $17,282,539. 

My question is where is the aircraft reactor, having spent that 
much money? Do you see any success in sight, or should this be 
discontinued until you see where you are going with other reactors / 
Is this an apprepeatton just to keep the Air. ice happy? 

(Discussion off the record.) 


AEC SUPERVISION OF THE COST OF POWER FACILITIES 


Mr. Yares. Last year, when the AEC appeared before the subcom- 
mittee, there was a question of the cost of power systems in the Ohio 
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Valley and around Paducah, Kentucky. Is the AEC really super- 
vising the construction of those generating systems which are being 
constructed by OVEC in Ohio and by EEI at Paducah ? 

Mr. Nicnots. No, sir; we do not supervise them. 

Mr. Yates. What work does AEC do? 

Mr. Nicuois. We made a contract for them to supply power. 

Mr. Yates. You made a contract for them to supply power on what 
basis; on an established rate basis, or a rate predicated upon costs ? 

Mr. Nicuors. It is predicated on the cost. 

Mr. Yares. I am under the impression you thought that the rates 
would be a rather fixed amount, but actually these rates are subject 
either to increase or decrease depending upon the ultimate cost of the 
construction of the property. Is that correct? 

Mr. Nicnuors. That is correct. In other words, our rate goes up as 
the cost of the construction goes up and as the cost of coal goes up. 

Mr. Yates. What steps has AEC taken to insure reasonable costs 
being included by the company ? 


OVEC CONTRACT 


Mr. Cook. In the OVEC contract to provide power for Portsmouth, 
the engineering is accomplished by the American Gas and Electric and 
by the Chicago firm of Sargent and Lundy. We follow the design by 
periodic visits to the engineering offices, and we follow the status of 
construction and the status of procurement, the method of construc- 
tion, so that we have a good idea of the progress being made and the 
manner in which it is being conducted. 

The same is true of the EEI contract for furnishing power at 
Paducah. I would say in the early stages of the Paducah contract, 
we did not follow it as closely as we do now or initially started to do 
in the OVEC contract. 

Mr. Yates. What was your estimate as to the amount of invest- 
ment in both OVEC and EEI which, I take it, would be the rate base 
upon which your rates would be based? I mean the original contract, 
Mr. Cook? 

Mr. Cook. The original contract is with Electric Energy, Inc. 

Mr. THomas. What is that—Portsmouth ? 

Mr. Cook. No; that is Paducah. The estimate of cost of capital 
facilities for the first four units was $87 million. Then under the 
expansion program, they added two more units to the station, and the 
original estimate of those units was $52 million. The latest revised 
estimate for the six units is $197 million. 

Mr. Yates. Why the revision? 

Mr. Coox. The revisions represent changes from estimates of cost 
prior to construction, to actual experience in construction and procure- 
ment, and represents the present estimate of cost to complete the job. 


ELECTRIC ENERGY, INC, 


Mr. Yates. Will you tell us the names of the five companies that 
make up EET? 


Mr. Cook. I do not have those handy; I will try to give them from 
memory. They are Union Electric; Middle-South Utilities, Inc.; 
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Kentucky Utilities; Illinois Power Co. and Central Illinois Public 
Service Co. 

Mr. Yares. Was control of the five companies in any individual 
company ? 

Mr. Cook. No. 

Mr. Yates. Is there a holding company at the top of those five such 
as Electric Bond & Share? 

Mr. Coox. No, Electric Bond & Share is not on top of those com- 

panies. a five companies formed a separate company, Electric 
nergy, Inc. 

Mr. Yates. Is Electric Bond & Share in the picture at all? 

Mr. Coox. No. 

Mr. Yares. Did Electric Bond & Share have a construction con- 
tract, in the original construction ? 

Mr. Cook. Ebasco Services, Inc., originally was given a contract 
by EEI for construction and design of the Joppa powerplant. Sub- 
sequently, about 8 or 10 months ago, the estimated cost of construction 
increased to the extent that Electric Energy Inc., felt it was necessary 
to bring in a new construction contractor on the job, and the Bechtel 
Corp. on the west coast was brought in and took over the remaining 
construction on the first 4 units and the 2 additional units. 

Mr. Yates. Do you have any idea as to what costs had been ex- 
pended to that date when the new contract was entered into? 

Mr. Cook. I would judge about 45 percent of the total cost. 

Mr. Yates. Forty-five percent of what ? 

Mr. Coox. Of the total of $197 million. 

Mr. Yates. As a matter of fact, is not the reason this estimate was 
revised the bad labor situation ? 

Mr. Coox. The bad labor situation was one of the reasons for the 
upward increase in cost of the project. 

Mr. Yarrs. Why did not ‘Alec do something about that long be- 
fore the company took action? The Joppa contract is away behind 
the TVA contract in terms of completion, is it not ? 

Mr. Coox. In terms of completion, they are several months behind 
the TVA contract. 

Mr. Yates. Only several months behind. 

Mr. Cook. Yes. 

Mr. Yares. I understood they were a good deal more than that. 

Mr. Coox. No; only about two or three months. 

Mr. Yates. They started about the same time ? 

Mr. Cook. They started about the same time. 

Mr. Yares. And Joppa ran into difficulties? 

Mr. Coox. Joppa ran into difficulties primarily with the labor lead- 
ership on that side of the river. 


COMPARISON OF CONSTRUCTION COSTS WITH TVA 


Mr. Yarrs. How do the EEI costs compare with those of TVA? 

Mr. Coox. Per unit of kilowatt capability-—— 

Mr. Yates. I do not mean that; I mean in terms of construction to 
date. Presumably AEC is following the construction costs of bot 
is it not, inasmuch as it has to pay for its power at a rate predica 
upon the cost ? 
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Mr. Coox. Yes. I can answer that in this way. Per unit of capa- 
bility, the present estimate of cost for the Joppa plant is about $196; 
the costs per unit of capability of the TVA plant run along about $144 
to $145. 

Mr. Yates. Why the difference? 

Mr. Coox. The primary difference is, I think, twofold; one, the 
employees for TVA on the other side of the river are in effect Gov- 
ernment employees; they have had better relations with the union 
than the contractor on the other side of the river; they have had less 
delays due to strikes, and I think the productivity of the labor has 
been better. The other reason is—— 

Mr. Yares. How many units is TVA constructing ? 

Mr. Coox. They are constructing 10 units of 150,000 kilowatts each. 
EEI is constructing 6 units of 161,000 kilowatts each. 

Mr. Anprews. Is it your opinion, then, based on the observation and 
experience you have had down at the Paducah plant, that TVA can 
produce a power plant cheaper than a private utility ? 

Mr. Coox. I would say in this instance TVA has produced and is 
producing a powerplant at a less cost per kilowatt of capability than 
is Electric Energy, Inc. 

Mr. Anprew. ‘Those figures, roughly, are as $195 is to $145 per unit 
of capability ? 

Mr. Coox. Yes. 

Mr. Yates. Is that a fair standard of comparison / 

Mr. Coox. No; I do not think so. 

Mr. Yates. What is a fair standard of comparison? 

Mr. Coox. The OVEC people who are building the powerplant 
for the Portsmouth plant—their present estimates will run about $150 
per kilowatt of capability. 

Mr. Corron. In view of Mr. Andrews’ question, is there some indi- 
cation that it was the intent of certain labor organizations to embar- 
rass EEI and make their record not as good as that of TVA? 

Mr. Coox. I hardly think so. The history of labor on the other 
side of the river has not been too good for a good many years. Since 
the Bechtel Corp. took over the construction, they have had very few 
strikes, and the construction work is progressing very well. 

Mr. Corron. You had a privately constructed plant at Portsmouth, 
Ohio, did you not? 

Mr. Cook. The Portsmouth plant is having its power furnished by 
a combination of about 16 utilities called the Ohio Valley Electric Co., 
and the power for the Portsmouth plant is being constructed in 2 
separate stations, 1 in Ohio and 1 in Indiana. 

Mr. Corron. Have you had any labor difficulties there? 

Mr. Cook. We have not had, other than the usual difficulties at 
these installations. The work has progressed very well there. 

Mr. Corron. How do their costs compare with TVA, or are they 
comparable ? 

Mr. Coox. Their costs are comparable with TVA. 

Mr. Anprews. Then your kilowatt of capability cost at Portsmouth 
again is higher than the TVA cost? 

Mr. Cook. Would you repeat that? 

Mr. Anprews. The capability cost at Portsmouth is higher than the 
TVA cost ? 
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Mr. Coox. Just slightly. 

Mr. Yarrs. Does AEC intend to pay rates predicated upon the 
revised estimate ? 

Mr. Cook. Our contract provides that the capacity charge, or the 
fixed costs in the demand charge will be based on the actual cost of 
construction of the plant. 

Mr. Yates. Regardless of whether or not the contractor was at 
fault, or whether the labor unions were at fault, or regardless of 
whether the costs are unreasonable? 

Mr. Coox. We do not take all of the total power from the plant. 
OVEC has a total capability of 2,200,000 kilowatts. Our demand on 
the plant is 1,800,000 kilowatts. So they share based upon the capac- 
ity ratio to the cost of the plant. So it is to their advantage to keep 
the cost of the plant as low as possible and we pay on the actual cost 
of construction based on our capacity ratio. 

Mr. Yates. The original cost of the units being built by EEI started 
out to be $139 million and was subsequently revised to $197 million. 
What was the original estimate given you by TVA ? 

Mr. Coox. Our contract with TVA is a commodity contract and it 
is not based on the cost of the facilities themselves. The demand 
charge is fixed subject to escalation based on the Engineering News 
Record Index for construction, so the only increase we paid in our 
rates under the TVA contract was in direct proportion to the increase 
in the Engineering News Record Index. 

Mr. Yates. Did you not have some idea what the TVA construction 
cost per unit was to be? 

Mr. Coox. Yes, sir. 

Mr. Yates. What was that? 

Mr. Coox. We assumed it would be about $140 kilowatt of capa- 
bility. 

Mr. Yates. I am trying to get a figure to compare with $139 million. 

Mr. Coox. We do not know what TV A’s construction cost was esti- 
mated to be, sir. 

Mr. Yares. At that time? 

Mr, Cook. Yes. Our estimate was $140 kilowatt of capability. 

Mr. Yates. Has there been a revision upward in TV A’s cost since 
that time? 

Mr. Coox. I am not able to answer that either, sir. Our demand 
charge has been increased in proportion to the increase in the Engi- 
neering News Record Index. 

Mr. Yates. Have you any knowledge as to whether or not construc- 
tion costs have been increased since the original estimate they gave 

ou? Has TVA stated that their construction costs have increased / 
resumably you are following the construction cost? 

Mr. Coox. We are not following the construction cost of the TVA 
job because our rate is not based on the actual cost of construction. 
It isa commodity charge. We agreed to a fixed demand charge and an 
energy charge; the demand charge was subject to escalation depend- 
ing on changes in the Engineering News Record Construction Index 
and the energy charge varied with the actual cost of fuel and provided 
for escalation on so based on a recognized labor cost index. 

Mr. Yares. Is that not the same contract you have with the private 
utilities? 
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Mr. Coox. No, sir. The private utility contracts, our demand 
charge is based initially on the estimated cost of the plant, and the 
final charge is to be based on the final cost of the plant. The TVA 
contract has no bearing on actual construction cost. 

Mr. Yates. Was it anticipated at the time you entered into the 
original contract with TVA and EEI that the costs would be com- 
parable? 

Mr, Cook. Yes, sir. 

Mr. Yarres. If your rate is based on $197 million construction cost 
of EEI, will your rates with EEI be the same as TVA? 

Mr. Coox. They will be higher. 

Mr. Yates. How much higher? 

Mr. Coox. Four-tenths of a mill. 

Mr. Yates. Is that based on the consumption by AEC? 

Mr. Coox. Yes. 


FACTORS CONSIDERED IN COST OF CONSTRUCTION CONTRACT 


Mr. Yates. What consideration does AEC give to the determination 
as to whether power companies are paying unreasonable or reasonable 
salaries to their officers and directors? Any at all? 

Mr. Cook. The salaries to the officers and directors—— 

Mr. Yares. I mean the five companies that make up EEI. 

Mr. Coox. The salaries to the officers and directors do not enter 
into our contract. 

Mr. Yates. Why not? Is that not part of the underlying cost that 
goes into construction ? 

Mr. Coox. The cost is based on operating costs necessary to operate 
the facilities. Their profit is limited—I would have to check back to 
get the exact language, but it is limited to a percentage of 

Mr. Yates. Percentage of what? 

Mr. om To approximately an 8-percent return on their equity 
capital. 

Mr. Yates. Why do you say that the officers’ salaries are not impor- 
tant? Is not the project being constructed by EEI, and is not EEI 
paying salaries to somebody ? 

Mr. Coox. It is being constructed by the Electrical Energy, In- 
corporated. They have a vice president on the job fulltime who is 
responsible for the engineering, construction, and operation of the 
facility and his salary as such is directly a part of the cost of the opera- 
tion of the plant, but the directors of the company are not. 

Mr. Yates. The salaries of the officers of the company are not at- 
tributable to the construction; only the vice president ? 

Mr. Coox. That is right. 

Mr. Yates. Do I understand there is just one officer’s salary charged 
to the construction ? 

Mr. Coox. I said only vice president of the organization that is on 
the site directly responsible for the engineering, construction, and 
operation, his salary is included in the construction and operating 
cost of the plant. 

Mr. Yates. Only hissalary? Is he the only one? 

Mr. Coox. To the best of my knowledge that is right. 
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Mr. Yares. Is that not a part of the cost you are supposed to be 

appraising and 

r. Corron. What do you mean by an officer of the company? 
Officers of the company is rather a broad term and I can see why he 
bene 9 hesitate to answer that question unless you state what you mean 
by officer. 

Mr. Yares. I believe he understood my question because he has 
testified that only one vice president’s salary is charged to the con- 
struction cost. 

Mr. Coox. That is my understanding. 

Mr. Yates. Have you checked it? 

Mr. Coox. I do not have the information here to check it, but I will 
furnish it for the record. 

(The information requested is as follows :) 


Principal officers and sponsors of Electric Energy, Inc. 


Affiliation with EEL 
Name Other utility affiliations 
Position held Salary 
J. W. McAfee... cin None | President, Union Electric Co. of Missouri. 
None | President, the North American Co. 
Director, the North American Co. 
Paul O. Canaday...| Vice president... ._._._-.-- None | Vice president, Middle South Utilities, Inc. 
E. H. Dixon do #) _ President, Middle South Utilities, Inc. 
one 
M. 8. Luthringer...} Vice None Central Illinois Public Service 
0. 
R. E. Moody----.-- None | Executive vice president, Union Electric 
Co. of Missouri. 
None 
Allen Van Wyck....| Vice president._......-.....- None | President, Illinois Power Co. 
None 
Turner White, Jr_..| Vice president and general 
manager 
None 
H, F. Sanders_-.-...- Secretary and treasurer ...... None | Secretary, Middle South Utilities, Inc. 
E. J. Shapiro. Assistant secretary None treasurer, Union Electrie Co. 
of Missouri. 
J. G. Johansen __---- Assistant treasurer ___...-... None | Vice president and secretary, the North 
American Co. 
A. H. None | Vice president and comptroller, Union 
Electric Co. of Missouri. 
¥E. E. Smith........ Assistant secretary and $9, 000 
treasurer. 
R. D. Assistant treasurer. None comptroller, Union Electric Co. 
issouri. 
Watt........ None | President, Kentucky Utilities Co. 


Ss ing companies: Central Illinois Public Service Co., Iinois Power Co., Kentucky Utilities Co., 
Middle South Utilities, Inc., Union Electric Co. of Missouri. 


Mr. Yates. Have you checked it in the past? 

Mr. Coox. I have, and as I recall that is correct. The profit is 
i to a percentage of the equity capital the company has in the 

ant. 
Mr. Yates. Is that true of EEI? 

Mr. Cook. Yes; the other directives of the company, I assume any 
salary they receive is from that sum. : 

Mr. Yates. You assume. You do not know if that is true or not at 
this time? The reason I am asking these questions is that I was in- 
formed—apparently I was informed incorrectly—that Electric Bond 
and Share was a holding company for the five companies comprising 
EET; that as a result a firm known as Ebasco was set up to do the en- 
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gineering job, which aroused my curiosity as to how many layers of 

expense on this cost-plus contract, essentially, are present. at are 

the reasonable expenses that AEC should assume? Have you ever 

— to recognize any charges in respect to the construction of this 
lant 

" Mr. Coox. The agreement as to charges is spelled out. 

Mr. Yates. I mean costs. 

Mr. Coox. That is spelled out in the contract and our group at Oak 
Ridge checks that. I do not know if any charges have been refused. 
I can check that. 

Mr. Yates. Are you saying that every charge that goes into the con- 
struction of that plant to date has been reasonable ? 

Mr. Coox. I cannot say that without checking the results of the 
audit made by our people at Oak Ridge. 

Mr. Yates. Are you saying that AEC, as a result of its contract, 
has to pay a rate predicated upon the cost of construction no matter 
how great that cost is? 

Mr. Coox. I would say that AEC under the terms of its contract 
is bound to pay any legitimate, reasonable charge that goes into the 
cost of constructing those facilities based upon the capacity ratio. 

Mr. Yates. When does the time come for AEC to appraise the 
legitimacy of the charges? Is it during construction or is it when 
they are all through? 

Mr. Coox. It is during construction and prior to the completion of 
the construction on which the total estimate of cost used as a basis 
for determining the fixed charge portion of the demand charge is 
calculated. 


Mr. Yarrs. Has AEC found any of the costs in the construction of 
this — illegitimate and has it advised the company of that 
fact 

Mr. Coox. I would have to check that and will furnish the informa- 
tion for the record. 

(The information requested is as follows :) 


EXAMPLES oF AEC REVIEW OF ELECTRIC ENERGY, INC., CONSTRUCTION AND 
OPERATION PLANS 


While placing full responsibility for construction and operation with BEI 
the AEC has reviewed construction and operations plans practices procedures, 
ete., with a view toward suggesting changes for increased economy or reliability 
of operation. The following items are illustrative of such review but are not 
intended to be inclusive of such efforts and do not reflect a considerable amount 
of day-to-day review of EEI activities: 

(a) The EEI contract called for a certain switchyard arrangement at the 
EEI plant. This switchyard design arrangement was reviewed in conjunction 
with the overall AEC project needs and resulted in a revised design being fur- 
nished to EEI for their adoption. This design change resulted in an estimated 
increase cost to the Joppa plant of $875,000. While this increases AHC’s de- 
mand charge by $42,000 a year, it is offset by a decrease in switchyard cost at 
the AEC plant of $1,153,000. In addition certain operating advantages asso- 
ciated with improved reliability and flexibility of the system resulted. 

(>) After EEI and its construction contractor, Bechtel Corp., had experi- 
enced a shutdown of construction due to a labor dispute it became apparent 
that the delay to construction would jeopardize the in-service dates of certain 
necessary transmission facilities to serve the AEC expansion-program require- 
ments. Of primary concern was the fact that the erection of river-crossing tow- 
ers would have to take place during the usually expected period of high water 
on the Ohio River because if high water materialized the construction would be 
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interrupted. EEI proposed placing the erection of the river-crossing spans on a 
premium-time basis at an expected increase in cost of about $50,000. An alter- 
nate proposal was developed which required building a temporary tie line if nec- 
essary on the Kentucky side of the river from an existing river-crossing circuit 
to the new transmission-line circuit on the Kentucky side. It was estimated that 
this temporary tie line would cost $10,000. EEI was instructed by AEC not to 
incur the premium charge of $50,000 but to prepare for the $10,000 job if it 
should prove necessary. Work has progressed sufficiently to be able to state that 
it appears unlikely that expenditure of the $10,000 for the temporary tie line will 
be necessary. 

(c) Discussions are held from time to time with EEI and Bechtel management 
as to the over-all economic effects of double-shift overtime work or extended 
workweeks. For example AEC recently reviewed in detail the construction 
schedule of the Joppa No. 5 and No. 6, generating units to ascertain if it would 
be economically feasible to place the construction forces at Joppa station on a 
two-shift schedule to obtain lower cost permanent power sooner and decrease 
the amount of high-cost interim power which the Commission would have to 
buy. It was determined that the maximum acceleration possible was 21% gen- 
erator-months and an increase in construction cost of $1,750,000. AEC could 
expect a savings of $530,000 in the interim power cost during the 214-month in- 
terval but would incur an annual increase in demand charge of $84,000 due to 
the contract escalation provisions with regard to increased construction cost. 
Thus in 6 years of full-scale operation the savings in interim power costs would 
be dissipated and the AEC would commence to lose money at the rate of $84,000 
per year. Consequently EEI was asked to continue on the general single-shift 
basis. 

(ad) AEC has requested EEI upon several occasions to instigate certain spe- 
cific changes or additions to reports on construction scheduling and construc- 
tion cost reporting to enable a closer degree of control in the management of the 
job. 

(e) The AEC coordinated the establishment of mutually acceptable and sat- 
isfactory operating procedures on the switching of transmission lines between 
our operating contractor TVA and EEI. This was necessary to insure reliability 
and economy of operation. 

(f) Operations are continually reviewed with EEI to assure that minimum 
operating costs are realized by AEC. For example AEC recently evaluated with 
EEI the plan of EFI to increase station permanent power output by paying pre- 
mium coal cost. AEC concurred with EEI that by spending an addtional esti- 
mated $205 per day for coal the output of the station could be raised to such a 
level to result in an estimated saving of $2,771 per day through reduced interim 
power costs. - 


Mr. Yates. Do you not know? You would know if you turned back 
any charges that were claimed by this company, would you not? 

Mr. Coox. I would know if there were any charges claimed by the 
company over which there was dispute as to their entitlement under 
the terms of the contract. At this time no such difficulty has been called 
to my attention. 

Mr. Yates. Are you saying you approve the increase from $139 
million to $197 million? 

Mr. Coox. No, sir. We have not approved that increase. I am ad- 
vising what the company’s latest estimate is to complete the facilities. 

Mr. Yates. I was under the impression that in response to a previous 
seaelaos of mine you stated the rate would be predicated on the $197 
million. 

Mr. Cook. I advised you what the rate would be upon the basis of 
o present estimate of cost. That does not mean we have accepted 
that. 

Mr. Yates. How can you say you have not accepted it when you sa 
AEC is going to pay rates based on that? ide cm m 

Mr. Coox. During the construction we do not pay any of the fixed 
charge portion of the demand charges on the cost of construction. 
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This portion of the demand charge does not start until the first 4 units 
are completed, then the cost of those first 4 units will be determined, the 
demand charge will be determined, and our rate will then cover this 
portion of the demand as well as the operating cost and energy charges, 
On the second two units we do not pay this portion of the demand 
charge until those units are completed. At that time we will determine 
the actual cost. 

Mr. Yates. What costs go into the operating charge? 

Mr. Coox. The costs that go into the operating charge are the costs 
of labor and material necessary for the operation of the plant and its 
auxiliaries, 

Mr. Yates. Are officers’ salaries considered a part of the labor cost ? 

Mr. Coox. The salaries of the people on the job necessary to oper- 
ate the plant are considered a part of the labor cost. 

Mr. Yates. What officers’ salaries are included in that? 

Mr. Coox. I answered that. 

Mr. Yarrs. Just the vice president? 

Mr. Coox. That is my understanding. 

Mr. Yates. You do not know whether or not the salaries of any of 
the officers of any of the 5 constituent companies are included in the 
operating cost ? 

Mr. Coox. My understanding is they are not. 

Mr. Yates. What other costs did you state were considered as a 
part of the interim charges? 

Mr. Coox. The actual operating cost, labor and material and the 
cost of fuel; that is the energy charge. 

Mr. Yates. That is coal, is it not? 

Mr. Cook. That is right. 

Mr. Yates. Have there been any increases in the cost of that item 
since they have undertaken construction ? 

Mr. Coox. The original estimate on the cost of coal was 1714 cents 
per million B. t.u.’s. ‘The present actual cost of coal is right around 19 
cents per million B. t. u.’s. 

Mr. Yates. Is that the market price in the area ? 

Mr. Coox. That is roughly the market price in the area. 

oe Yates. When is the prospective completion date of this EEI 

lant 
: Mr. Coox. The sixth unit is scheduled to be completed August 15, 
1955. 

Mr. Yates. Are the other units completed ? 

Mr. Cook. The first 2 units are completed. The third unit is ex- 
pected to come in in April. 

Mr. Yates. What was the original anticipated completion date of 
each of those units? 

Mr. Coox. I would have to look it up, sir. 

Mr. Yates. I wish you would, please. 

Mr. Coox. Under the original contract the first four units were 
scheduled to come in, the first unit on October 1, 1952. 

Mr. Yates. When did it come in? 

Mr. Cook. June 27, 1953. 

Mr. Yates. How about the second unit? 

Mr. Coox. The second unit came in on July 28, 1953. 

Mr. Yates. When was its target date? 


2648 


Mr. Coox. December 1, 1952. 

Mr. Yates. What about the remainder of the units, your original 
target date and your revised target date? 

Mr. Coox. The fourth unit was scheduled to come in on April 1, 
1953, and it will come in May 15, 1954. That is the change from the 
original dates estimated on May 4, 1951. 

Mr. Yares. Do you know who the officers of EEI are? 

Mr. Coox. Yes. Mr. McA fee is president. 

Mr. Yares. Is he an officer of 1 of the 5 companies ? 

Mr. Coox. He is president of Union Electric. 

Mr. Yates. Who are the other officers? 

Mr. Coox. I do not have the list here with me. 

Mr. Yates. Is there an engineering company that is actually doing 
the construction for EEI, or is EEI doing it themselves? 

Mr. Cook. Originally Ebasco Services, a firm of engineer-construc- 
tors, were engaged by EEI to do the engineering and the construction. 
They are still responsible for the engineering. About 9 months ago 
Bechtel, from the west coast, was brought in to do the construction. 
EEI is doing no engineering or construction with their own forces. 

Mr. Yates. What does AEC do to determine the reasonableness of 
the charges going into the construction of this plant? 

Mr. Cook. I stated that briefly earlier. We have an electrical en- 
gineer on the area manager’s staff at Paducah who follows the en- 
gineering, procurement, and construction on the job. 

Mr. Yares. Has he ever made a complaint with respect to the con- 
struction of the plant? 

Mr. Cook. Yes, sir, he has and as a result of his concern over the 
progress of the construction and probable costs, I have visited the site 
several times with the manager of the Oak Ridge operations office. 
About a year ago we both visited there and as a result of those visits 
we discussed the situation with Mr. McAfee, President of EEI and 
of Union Electric, and shortly after that a new construction contractor 
was brought on the job. 

Mr. Yates. Was that the first complaint you made? 

Mr. Coox. That was the first formal representation we made. We 
had previously informally expressed our concern and as a result of 
that the EEI increased their staff that was responsible for the con- 
struction at the job site itself. 

Mr. Yarrs. You have one man checking all the construction costs 
going into this plant? 

Mr. Coox. No, sir. As far as the validity of the construction costs 
that will apply when the demand charge starts, he will be assisted by 
other engineers and by the audit group of the Oak Ridge office. 

Mr. Yates. Did I not understand you to say a few minutes ago 
that you have to protest costs during the construction period rather 
than later? 

Mr. Coox. Yes, sir. 

Mr. Yares. Is this not the time to make any protests ? 

Mr. Coox. That is right. 

Mr. Yates. Did you not just state you would wait until it was 
concluded ? 

Mr. Coox. No, sir. I said as far as the validity of the construction 
costs on which the demand charge will be based, that will be reviewed 
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very carefully by engineers and auditors. As far as the progress of 
the work on the job site itself, this man on the area manager’s staff 
of AEC at Paducah has access to the costs and makes periodic visits to 
the job and it is on that information and those visits that we deter- 
mine whether or not the work is progressing satisfactorily. 

Mr. Yates. You now have an estimate of the ultimate cost of this 
plant as being $197 million? 

Mr. Cook. Yes, sir. 

Mr. Yates. How long have you had that estimate ? 

Mr. Cook. This estimate is a revised estimate that has been available 
to us, I would judge, 3 or 4 weeks and has resulted from a complete 
reanalysis of the estimate of remaining cost made by the EEI. 

Mr. Yatrs. How much time do you have under your contract to 
protest costs? 

Mr. Coox. We can protest costs any time we wish. 

Mr. Yares. Now that you have this estimate of $197 million, are 
you compelled to protest any of the costs that go into that by any 
particular time? 

Mr. Coox. You mean can we protest the $197 million ? 

Mr. Yares. That is right. 

Mr. Cook. Yes, we can, if we feel that we should. 

Mr. Yates. Do you feel that any part of it should be protested ? 

Mr. Coox. No. We feel it is a fair estimate of the cost of the re- 
maining work to be accomplished. 

Mr. Yates. Are there any of the costs that have gone into the con- 
struction that have been excessive? What about the labor costs? 

Mr. Coox. We believe the labor costs have been excessive. 

Mr. Yares. Then why did you not protest? Why do you accept 
them in this computation ? 

Mr. Coox. The labor costs have resulted from a situation that exists 
in that area over which neither we nor the contractor has any control. 
We feel that under the circumstances, particularly with the progress 
that has been made since the change of management of the construc- 
tion, the labor situation has quieted down, the productivity is better, 
and the labor costs on the remainder of the job will be reasonable. 

Mr. Yates. So that AEC is going to assume all the costs that have 
gone into the construction of the plant up to now regardless of whether 
they were reasonable or not? Are you saying that? 

Mr. Coox. I am saying that even though the labor costs on the job 
are high in comparison to other similar costs for like construction in 
other parts of the country, that those costs are a part of the cost of the 
job and under the terms of our contract our demand charge will be 

ased on those costs, recognizing that of the 966,000 kilowatt capa- 
bility we only take 735 of them. The balance is a cost for which EET 
are responsible and any power they sell under their capacity ratio will 
bear the same final cost estimate as ours bears, so it has been to their 
advantage all during the construction to keep the costs down as much 
as they can. 
» Mr. Yares. The fact that EEI is able to recover a portion of that 
cost from its commercial consumers does not relieve this committee, 
in my judgment, from trying to see that AEC does not overpay in 
connection with its contract to EEI. There has been an increase in 
your estimate of $58 million, which I quickly judge is about a 45 
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percent differential between your original estimate and your later 
one. Is the difference made up entirely of excessive labor cost ? 

Mr. Coox. A large portion of it is in their estimates of the cost of 
labor being too low. Some of it is in estimates of cost on major 
equipment items on which there has been escalation since the estimate 
was made. All boilers, switch gear, and so forth, you cannot buy on 
a firm price; you buy them on escalation, and a part of the increase 
> % is due to the normal increased cost of producing items of that 

ind. 

Mr. Yates. Has not TVA had the same experience ? 

Mr. Coox. Yes, they have. 

Mr. Yates. So presumably you have a comparison and yet they do 
not come up with the same situation that existed at Joppa, apparently. 

Mr. Cook. This is a different size unit. Their unit is 150,000 capa- 
bility and the manufacturers had previously produced that type unit, 
whereas this was the first unit of this size to be produced. 

Mr. Puiuurrs, Off the record. 

(Discussion off the record.) 

Mr. Yarrs. Has AEC, because of its requirment for power, main- 
tained the same policy of assuming all costs incurred by contractors? 

Mr. Cook. On large blocks of power of this kind the only way you 
can interest utility companies into constructing facilities to furnish 
the power is on a basis similar to this, and I think generally it is to 
our advantage, because if we entered into a firm price contract the 
utilities would necessarily have to provide contingencies into the de- 
mand charge and the energy charge that they proposed to charge us 
so that they would be protected in the event of difficulties such as 
these people ran into. So we would not obtain the advantage of low 
cost power as we will from OVEC at Portsmouth. 

Mr. Yarrs. How many such contracts has AEC had other than 
with OVEC and 

Mr. Coox. Those are the only ones. 

Mr. Yates. What has been your experience with TVA in connec- 
tion with costs of this type? Have you run into such a situation 
with TVA as with EET? 

Mr. Coox. All our contracts with TVA are commodity type con- 
tracts. 

Mr. Yates. Why could not you have entered into the same type of 
contract with EET? 

Mr. Cook. We could have. 

Mr. Yarrs. Would it not have been better? 

Mr. Coox. Then we would run into, quite probably, a payment for 
a demand charge that would be in excess of what the actual charge 
should be under this type of an arrangement. 

Mr. Yates. What is your relationship with OVEC? How closely 
are they maintaining their original estimates? 

Mr. Coon. The original estimate including transmission, working 
capital, and other capital, was $356 million, and the present estimate, 
including the same items, is $364 million. They are now making a 
comprehensive review of the estimate of cost to complete and that will 
be available in several weeks. 

Mr. Yares. Do you anticipate it will be higher? 

Mr. Coox. I expect it will be 5 or 6 percent higher. 
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Mr. Yarrs. Why? 

Mr. Cook. Primarily due to knowledge that they now have on what 
the major equipment items will cost as compared to the first estimates ; 
as well as certain design and engineering changes that have had to be 
made that were not contemplated under the original estimate. 

Mr. Yares. Who are the officers of OVEC? 

Mr. Coox. Philip Sporn is the president. 

Mr. Yares. And are the salaries of the oflicers of OVEC included 
in the ultimate construction costs ? 

Mr. Cook. Only the individual who is spending full time in ad- 
ministering and coordinating the work. 

Mr. Yares. Then there is only one vice president with OVEC 
whose salary is charged against the construction, is that correct ? 

Mr. Coox. To the best of my knowledge. I will have to check that. 

Mr. Yarrres. Would you check it? 

Mr. Coox. I surely will and will furnish the information for the 
record. 

(The information requested is as follows:) 


Principal officers and sponsors of the Ohio Valley Electric Corp. 


Name Affiliation with OVEC Salary Other utility affiliations 
Philip Sporn__._...- None | President, American Gas & Electric Co. 
and all subsidiaries. 
Ernest S. Fields....| Vice president..............- None | Vice president and General Manager of 
The Cincinnati Gas & Electric Co. 
H. A. Kammer. None | Executive vice president of American Gas 


«& Electric Service Corp. and vice presi- 
dent of five subsidiaries of American Gas 
& Electric Co, 


Fred R. $18,000 | None. 
Paul Connery - ----- Secretary and treasurer-_-_-_- $12,000 | None. 
Lo Ree Assistant secretary and None | Vice president and Secretary, American 
treasurer. Gas & Electric Co. and all subsidiaries, 
tric Corp. and Union Light, Heat & 
Power Co, 


fT Sponsoring companies; Appalachian Electric Power Co.,! Cincinnati Gas & Electric Co., Columbus & 
Southern Ohio Electric Co., The Dayton Power & Light Co., Indiana & Michigan Electric Co.,! Kentucky 
Utilities Co., Louisville Gas & Electric Co., Monongahela Power Co.,2 Ohio Edison Co., the Ohio Power 
Co.,! Pennsylvania Power Co.,? the Potomac Edison Co.,? Southern Indiana Gas & Electric Co., the 
Toledo Edison Co., West Penn Power Co,.? 

1 Subsidiary of American Gas & Electric Co. 

2 Subsidiary of the West Penn Electric Co. 

3 Subsidiary of Ohio Edison Co. 


Nore.—All officer affiliations with other utilities were approved by FPC. 


Mr. Yates. Do you not think, Mr. Cook, these things should be 
checked, really ? 

Mr. Coox. They are checked. These contracts are primarily nego- 
tiated by the manager of the Oak Ridge operation. He knows the 
contract in detail. I participated in the negotiations and reviewed 
the contracts and the back-up data and was intimately familiar with 
all the details at that time. I am giving you my recollection, it has 
been about a year and a half since I looked at those details. 

Mr. Yates. I had assumed that the person would answer my ques- 
tions who knew the most about these costs. Who checks these costs that 
go into the construction ? 

Mr. Cook. The actual costs that go into the construction are checked 
under the responsibility of the manager of the Oak Ridge operations 
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office. The contract has been assigned to the manager of the Ports- 
mouth area. The manager of the Portsmouth area has one man on 
his staff following this job full time, and as I outlined earlier, based 
upon the earlier experience we had with EEI at Joppa, we got into this 
earlier and are following it very closely. 

Mr. Yates. Who is following it so closely? You have one man 
on the job? 

Mr. Coox. That is right. 

Mr. Yares. So that you should use “he” instead of “we”. 

Mr. Coox. He is a part of our organization so I used the plural. 

Mr. Yates. I agreed with Mr. Nichols when he said he wanted a 
staff to check contractors’ costs. I think if you have only one man 
checking on the construction costs of this very substantial project, 
you should be criticized. 

Mr. Cook. That is that man’s full time responsibility. He has 
available to him the technical people, the engineers, construction and 
otherwise, when he needs them. He also has available anybody on the 
audit staff he feels essential. We feel the full time of one man with the 
capability of drawing on these other people at Oak Ridge or Ports- 
mouth is sufficient. 

Mr. Puitiips. Mr. Yates, is your line of questions directed ex- 
clusively to construction costs ? 


NUMBER OF COST-PLUS-FIXED-FEE CONTRACTS ABOVE $25,000 


Mr. Yates. On page 1155 of the hearings for 1953 there is a list that 
presumably gives all the cost-plus-fixed-fee prime contracts then in ex- 
istence between AEC and prime contractors. That total is 83. Last 
year we failed to ask you any detailed questions about cost-plus-fixed- 
fee contracts. How many such contracts are in existence now? 

Mr. Nicnors. You might have had a different basis for your answer 
last year than this year. I have the number $25,000 and over. Does 
it give the amount ? 

Mr. Yates. You probably have the hearings for 1953 of the AEC. 
I will not ask you to look at them now, but you can see in those hear- 
ings just how it was broken down. Can you furnish a similar table? 

Mr. McCarrny. I think we have furnished it every year. 

Mr. Yares. I did not see it in last year’s hearings. 

Mr. McCarrny. We did not furnish it last year. 

Mr. Nicuots. I have the figures for $25,000 and over. I would like 
to put those in the record. We can check them to see if they are on the 
same basis. 

Mr. Yates. If you have them for $25,000 and over I think that is 
satisfactory. You do not have many below that, do you? 

Mr. McCarruy. These were the major operating contracts at the 
various plants. 

Mr. Jonas. Is the pattern changing up or down? 

Mr. Mapes ae We have more here because I think we went down 
in level. 

Mr. Jonas. You mean prior to last year you had more cost-plus 
contracts 

Mr. Nicnors. We are trying to do a greater proportion by lump- 
sum contract. Whether the number is smaller or larger depends on 
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the base. I have a summary of all active AEC prime contracts 
$25,000 and over as of December 31, 1953, for all our programs, engi- 
neering, construction, supplies, research and development, rents and 
utilities and operating contracts. We have 893 prime contracts 
$25,000 and over. Of these 215 are cost-plus and 578 are fixed price. 

Mr. Yates. How many of those contracts permit cost-plus-fixed- 
fee subcontracts? 

Mr. Nicnors. I have the summary of AEC subcontracts $25,000 and 
over as of December 31, 1953, including these same categories and 
the total for all programs is 3,239, and of these 212 are cost-plus and 
3,027 are fixed price. We are insisting on our prime contractors doing 
more of the work by fixed price subcontracts. I think you can see the 
trend in those figures. 

Mr. Yates. Yes. That is because you are leaving the experimental 
and research fields more and more, is it not ¢ 

Mr. Nicuots. No, it is more the emphasis on construction contracts 
such as at a place like Portsmouth where we went to great effort to see 
that the prime contractor lets a great bulk of the work by fixed price 
subcontracts. Wherever we had a building that was amenable to 
fixed price, we insisted on that. 

Mr. Yates. What supervision does AEC give to cost-plus contracts ? 

Mr. Nicwots. Quite a bit. We watch the actual design, we watch 
the methods they use, we watch the personnel. In other words we 
supervise the personnel practices. Normally the desired way of doing 
that is when you negotiate the contract have them enunciate the prac- 
tices and have your auditors see they follow those practices. We 
supervise all their procurement. It varies from contract to contract 
depending on the nature of the work and the size of the contract and 
the urgency of it. Most of our cost-plus-fixed-fee contracts require 
that we approve subcontracts over a certain amount. ‘That varies 
from $5,000 to $100,000. We also watch to see they do not violate 
the law, and we see that the form of contract they use can be passed 
upon by the Comptroller, otherwise we get a request from the Comp- 
troller to look and see why they use a certain kind of contract. If 
we see something they are doing that looks extravagant—— 

Mr. Yates. Such as what? 

Mr. Nicnots. If they start building an office building that seems too 
big, we cut them down. Or if the design is too extravagant they are 
cut down. And in maintenance of equipment, we watch that. The 
practice they use in disposing of equipment, we supervise that. It 
takes a great deal of supervision to be sure those contracts do not get 
out of hand. It must vary with different contractors. If you get a 
good contractor you can get with less people. 

Mr. Yates. Do you check the salaries of your contractors ? 


Mr. Nicuors. Normally we have a practice where they establish 
personnel practices and that would set up salary schedules and promo- 
tion practices. We see that they live within those schedules. 

Mr. Yates. Do you check the number of employees to determine 
whether or not payrolls have been padded ? 

Mr. Nicuots. Yes. We check payrolls to see that there is no fraud 
or 2h sere | or padding. We check, for example, on things in the 


operation of the plant. We have found in some cases theft. In those 
cases we turn it over to the FBI. And we check their personnel secu- 
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rity to see that they are hiring people that we pass on and that they 
comply with the security provisions. 

Mr. Yates. Have you ever rejected costs of any of the contractors? 

Mr. Nicnors. Yes, indeed. 

Mr. Yates. Can you give us examples? 

Mr. Nicnors. Occasionally you run into something along that line, 
pe I think Mr. Burrows can give better examples of that kind than 

can. 

Mr. Burrows. That is coming up all the time, and it is not so much 
a question of rejection, as it is a question of running into practices 
which seem excessive that are not reimbursable. 

Mr. Yates. What did you do in the past where you ran into those 
practices? 

Mr. Burrows. Where we took exceptions to the contractor’s prac- 
tices we asked the contractor to change those practices. 

Mr. Yates. Are you not supposed to pay a legitimate cost on these 
contracts, and that only? 

Mr. Nicnots. Well, I will take a particular case, the case of a contri- 
bution to the Red Cross. We found that this company had always 
made contributions to the Red Cross. The General Accounting Office 
told us that we should not permit them to do that. So, they are now 
reaching an agreement with them that they will not do it any more. 

Mr. Yates. That does not bother me so much as the possibility of 
paying excessive salaries or construction costs. 

Mr. Nicuots. If there is that type of thing where it is a fraud case 
I think you do not allow it. 

Mr. Burrows. Yes, sir, that is correct. We could furnish for the 
record less typical examples where we took an exception to the con- 
tractor’s practices and did not pay. 

Mr. Yares. Well, I think it would be desirable to get those in the 
record if it is agreeable to the chairman. 

Mr. Patties. I will approve it if Mr. Yates wants it, but I am going 
to suggest that this is one chairman who does not think that a $5 con- 
tribution to the Red Cross is worth taking up much more time of the 
committee. 

Mr. Yares. I agree, but I am thinking of really expensive items, 
items which are expensive to the Government. Have there been in- 
stances of that kind 

Mr. Burrows. Yes, there have been. 

Mr. Jonas. Do you want the names included ? 

Mr. Yates. No, I do not want to put it in the record as there are 
too many complications involved. 

This is the type of a contract of which I am inclined to be suspi- 
cious. I do not like these cost-plus contracts. I got the impression 
today, Mr. Nichols, that certainly with respect to Joppa there was no 
adequate supervision exercised of cost. 

Mr. Nicuors. Well, I would not consider that a straight cost-plus 
" of contract, Mr. Yates. 

r. Yates. Well, essentially that is what it is, is it not? 

Mr. Nicnoxs. Yes, it finally boils down to that, I would say. 

Mr. Yates. In view of the fact that you know these costs on Ports- 
mouth are going up, should there not be an audit of the costs? 
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Mr. Nicuors. The reaction I get from the field on Portsmouth is 
that the costs going up are all reasonable. In other words, if the con- 
tractor appears to be doing a good job he is not removed. As Mr. 
Cook testified that contractor who was under discussion was removed, 
but as a result of the discussions we have we do not remove the con- 
tractor who is doing a good job. 

Mr. Yates. I would agree that ordinarily I would have faith in the 
contractor. However, where you have a contract on a cost-plus basis 
I think it requires an extra amount of supervision. 

Mr. Nicnors. Yes, it does. In the case of most of our contractors 
we have pretty good selection. I think as a whole that AEC has a 
group of contractors, particularly in the operating end, which com- 
prises the outstanding ones in the United States. 


CONSTRUCTION OF OFFICE BUILDING AT GRAND JUNCTION, COLO. 


Mr. Yates. May I direct your attention to page 474 of the justifica- 
tions and to an item shown there? It calls for the payment of $137,000 
to construct an office building in Grand Junction, Colo. This is to 
be a frame siding two-story building. Do you not think that is an 
excessive amount to pay for such a building ? 

Mr. Biocu. The cost of that building is about $10.63 a square foot. 

Mr. Yares. Is that a reasonable price to pay for a frame-siding 
building? 

Mr. Briocu. Yes, that is a reasonable cost per square foot for an 
office building. 

Mr. Yates. Does that include the furniture too? 

Mr. Briocn. No, it does not include the furniture, but $10 per square 
foot has got to be a pretty economical type of construction on today’s 
market. 

Mr. Yates. I would agree with you in the case of a normal brick 
building there, but where you have a frame-siding building that is 
another matter. 

Mr. Buocn. This is a permanent building. It is not a temporary 
building at al). Even though you have frame siding you have in- 
sulation, permanent roofing, and permanent fixtures in the building 
included in that. 

Mr. Yates. May I ask you about the plant modification at the Mal- 
lincrodt Chemical Works. Under what sort of an arrangement do you 
construct such a building? 

Mr. Nicuors. Off the record. 

(Discussion off the record.) 

Mr. Cook. We own title to the plant. It is a refinery plant, and 
it is to provide new types of ore concentrates, which are planned to 
be delivered there which the plant was not previously designed to 
handle. 

Mr. Yates. You have no Government property on the Mallincrodt 
property itself? 

Mr. Cook. This is located next door to the Mallincrodt property. 

Mr. Yares. It is owned by AEC and you are adding an addition to 
the Government’s own property ? 

Mr. Cook. That is correct, yes, sir. 
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NUMBER OF EMPLOYEES 


Mr. Yates. How many employees does AEC have? 

Mr. Nicuots. At the present time, sir? 

Mr. Yarss. Yes, at the end of January or February 1. 

Mr. Nicuors. Of all types of employees on January 31 in all of 
our offices we had 6,266 employees. Of these 4,615 were on direct 
employment for program direction and administration, and 1,651 
were chargeable to operating programs, training programs, direction, 
and administration, 


NUMBER OF DISMISSALS UNDER EXECUTIVE ORDER NO, 10450 


Mr. Yates. How many employees have been dismissed under 
Executive Security Order 10450? 

Mr. Nicuoxs. One has resigned. 

Mr. Yares. When you say “resigned,” you mean resigned as the re- 
sult of charges placed against him / 

Mr. Nicuons. After proceedings had been initiated. 

Mr. Yares, Was it because of a loyalty case / 

Mr. Putures. Will you accept my usual amendment there and use 
the words “security risk” ? 

Mr. Yares. I am using the word that was used in the Senate. 

Mr. Nicuoxs. May I defer the answer to that question until I find 
the item here? 

Mr. Yates. Yes, surely. Are all of your employees given full and 
complete investigation before you hire them ¢ 

Mr. Nicuots. We do give them, and so far as we can, full and com- 
plete investigation before we hire them. 

However, there are cases where we have been allowed to grant 
emergency clearance, and that is done after a file check with local 
police, the FBI, and everything of that kind. Where they give you 
favorable results and everything in the file and their record on the 
face of it looks good we give emergency clearance, but we are trying 
to keep that to the minimum and for our normal employment. have 
the full Agency check, either by the FBI or Civil Service prior to 
employment. 

Mr. Yares. Even with respect to those employees who are em- 
ployed before the full check is made do you subsequently complete 
the check on them ? 

Mr. Nicuots. Yes. In other words, we complete the check. 

Mr. Yates. After they are employed ? 

Mr. Nicnoxs. Yes, after they are employed. 

T have this data you are asking for, Mr. Yates. 

Mr. Yates. Fine. 

Mr. Nicuots. I have data here, and this is from the issuance of 
Executive Order No. 10450 up to this date, March 6, 1954, and security- 
clearance review by AEC discloses derogatory information sufficiently 
serious to require additional proceeding in 9 cases under the Executive 
order and the order of the Atomic Energy Commission. They are 
quite similar. Whether we are proceeding under one or the other it 
is difficult to state. 

The status of these cases is as follows: 

(a) Cases now in the initial stage of administrative review, two. 
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(6) Cases about which hearings are now in process. 

(ec) Case in which clearance was suspended and hearing authorized, 
one. 

(a) Cases now in the initial stage of administrative review, two. 

(e) Cases in which clearances were reaffirmed without hearing— 
that means after we made a review of some question—two. 

Now, the case in which clearance was suspended and the hearing 
authorized, that one case was a loyalty case, and also the last one 
where we reaffirmed without hearing it was a loyalty implication, as 
distinguished from these other factors. 

Mr. Puituirs. This committee has been trying to get Mr. Yates to 
use the words, “security risk.” 

Mr. Nicuoxs. That is a better term. 

Mr. Puttuiprs. He wishes to use the words, “loyalty case.” 

Mr. Yates. In my opinion the term “Security risk” carries a derog- 
atory meaning in terms of loyalty. I think you have to use a better 
term. 

Mr. Pures. I do not think they do any more. 

Mr. Nicuors. I am using “loyalty” here as distinguished from sex 
cases, and so forth. 

Mr. Yates. Were any of those employees about whom you have just 
testified members of the Communist Party ? 

Mr. Nicuoxs. I do not know, but I do not believe they were. I do 
not know. Iam familiar with some of them, but I do not think they 
were. 

SURPLUS INVENTORIES 


Mr. Yates. Do you find yourself with surplus inventories fre- 
quently of the type which was testified to this morning, or is that an 
unusual situation? Do you frequently find yourself with surpluses at 
the end of a job? 

Mr. Nicuoxs. Yes, we expect that. 

Mr. Yates. You expect that? 

Mr. Nicnots. Yes. 

Mr. Yates. How do you dispose of that surplus? 

Mr. Nicnors. By competitive bidding. We have recently initiated 
the use of the auction method, and we have found that we have had 
very good success with that. 

Mr. Buiocu. A subcommittee of the House Committee on Govern- 
ment Operations, which is interested in surpluses has been suggesting 
to a number of agencies that the auction method might be a desirable 
way to dispose of it. 

Mr. Yates. Probably the auctioneers have been suggesting that—— 

Mr. Putures. Mr. Yates was more accurate than he knows. He 
said probably the auctioneers have been suggesting it. The committee 
has a letter in its files from the Auctioneers’ Association suggesting 
this method. 

Mr. Yates. As a matter of fact, the Navy Department has recently 
concluded that they get better results that way. 

What is the loss that you have experienced on that that you can tell 
us about? 

Mr. Nicnors. We gave it this morning. 

Mr. Yares. It was 30-percent recovery of the cost in the case of the 
auction. 


2658 


Mr. Nicnors. But that is not necessarily loss, and that is based on 
book value. The market value of it is less. 

Mr. Buocn. At this particular auction we were interested in getting 
an idea of what the auction would actually yield on the basis of market 
value as opposed to the book value of the surplus. 

Prior to the auction the contractor and the AEC people out in the 
field made an estimate of the value of the surplus. They appraised 
the value of the stuff that we are putting up for auction. They ap- 

raised it at between $140,000 and $150,000, and our sales were about 
150,000. 


PRICE OF LABOR AND MATERIALS 


Mr. Yares. I have one more question which is addressed to Mr. 
Cook: Do you find that construction costs are going down and that 
the prices of materials are going down? 

Mr. Coox. No, sir, the prices of materials are not going down, but 
they are leveling off. 

Mr. Yates. How about the price of steel ? 

Mr. Coox. The price of steel is leveling off. 

Mr. Yates. You say it is leveling off. At what level? 

Mr. Coox. At the level of about 3 months ago. 

Mr. Yarrs. But there is no drop in price? 

Mr. Buocn. No, sir, there is no drop in the prices of material. They 
have remained about level for 4 or 5 months. As to labor costs, as 
far as labor rates are concerned they are still rising slightly. How- 
ever, construction costs generally are going down, I think, primarily, 
as the result of better productivity of labor. 

Mr. Nicnors. And the contractors are more eager to get work. 


CONSTRUCTION OF POWERPLANT AT JOPPA, ILL. 


Mr. Jonas. I have a question or two that I would like to direct to 
Mr. Cook. 

Referring to the operation at Joppa, is that the one that we referred 
to as the EEI contract? 

Mr. Yes, sir. 

Mr. Jonas. Now, the EEI organization, as I understand it, is a 
group of private utility companies that organized a new company for 
the purpose of building that plant and providing power? 

Mr. Cook. Yes, sir; that is right. 

Mr. Jonas. This is an organization that had no background or his- 
tory or record as such, but apparently is a new creature created by 
a group of power companies to do this particular job, is that correct? 

Mr. Coox. Yes, sir; they were five utilities all with many years of 
experience in power generation. 

fr. Jonas. Did the EEI, as such, have its own construction force 
engaged in the business of erecting this plant, or did they contract it 
out to subcontractors ¢ 

Mr. Coox. They contracted out the engineering and construction 
to a firm in New York called the Ebasco Service Co., Inc. 

Mr. Yares. That is a contraction for Electric Bond & Share, is it 
not 
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Mr. Coox. Yes, but they have no corporate tie-in with the Electric 
Bond & Share. 

Mr. Yares. None at all? 

Mr. Coox. That is my understanding. 

Mr. Srravss. I am not certain that that is correct, Mr. Yates. 

Mr. Jonas. At any rate, the Joppa job was not constructed by EET, 
but it was contracted out by EET? 

Mr. Coox. That is right. 

Mr. Jonas. As I understand it you testified earlier today, Mr. Cook, 
that the increase in the estimate of final construction cost at Joppa 
was caused principally by the excessive charges for labor? 

Mr. Coox. Yes. The labor history in the area prior to the initiation 
of construction was not good. 

Mr. Jonas. When you say it was not good what do you mean by 
that? Do you mean that the area annul Joppa had been subjected 
to strikes and labor troubles or what? 

Mr. Coox. Yes, sir. The history of labor in that area, on that side 
of the river, has not been good as far as responsibility on the part of 
union management is concerned, and as a result it does have a pre- 
vious history of strikes. In the first year and a half of construction 
they had an unusual number of strikes resulting primarily from juris- 
dictional disputes, and as a result of that a good deal of construction 
time was lost during the first year and a half. 

Mr. Jonas. Would you say that accounts for the principal item of 
increase in cost? 

Mr. Cook. I would say that that is one of the primary reasons for 
the increase in costs. 

Mr. Jonas. Is there any open shop construction there, or is it all 
union shop construction ? 

Mr. Cook. No, sir, it is all union-shop construction. 

Mr. Jonas. Did you mean to imply that it is your opinion that if 
TVA should be subjected to the same costs, including the cost of initial 
capital and taxes, eliminating any proration of costs as between power 
operations, flood control, and navigation, and if it were subjected to 
the same sort of costs that a private utility is subjected to, it would 
be able to construct a steam plant cheaper than a private utility / 

Mr. Coox. No, sir, I did not. I believe TVA has a very capable en- 
gineering and construction organization. I believe that other util- 
ities also have capable engineering organizations and construction ex- 
perience, but I did point out that the costs anticipated under the 
OVEC contract for furnishing power at Portsmouth, the cost per kilo- 
watt capability, compares favorably with the TVA cost. 

Mr. Jonas. You are not prepared to testify, as an expert, as to 
whether TVA enjoys any special advantages over a private utility, tax- 
wise, in these other areas that I have mentioned; are you? 

Mr. Cook. No, sir. 

Mr. Pumutres. This is apparently in rebuttal, Mr. Yates. 

Mr. Yates. Mr. Cook, you stated that the Joppa area had a long 
record of labor trouble. 

Mr. Cook. I said over on that side of the river. 

Mr. Yates. On which side? 

Mr. Coox. The Joppa side of the river, the north side of the river. 

Mr. Yates. That it had along history of labor trouble ? 
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Mr. Coox. I think that part of eastern-southern Illinois has had a 
history of labor trouble. 

Mr. Yares. If you knew that, why did you build the plant there ? 

Mr. Cook. The Joppa plant was built there primarily because it is 
more economical, from an operating standpoint, to shorten your trans- 
mission from the point of generation to the point of load as much as 
possible. So, they nen the plant immediately across the river, 
which should result, in the long run, in lower operating costs and lower 
cost per kilowatt-hour of power furnished to the Commission. 

Mr. Yares. In retrospect do you still agree ¢ 

Mr. Coox. In retrospect, I believe that the experience that has been 
enjoyed by Bechtel Corp. since they assumed responsibility for the 
construction has indicated that they have the management and experi- 
ence and know-how to avoid the difficulties that were previously en- 
countered which caused labor-management disputes and strikes. 

Mr. Puttures. I think the AEC was being a little optimistic, prob- 
ably, in suggesting that it put the plant on that side of the river, when 
it thought that it might relieve, or avoid some of the trouble it had 
previously, just as I was being a little optimistic in thinking we were 
going to finish the hearing this afternoon. 

I want to ask about one or two more short questions to get that in 
the record; incidentally, I was going to take up the estimated cost of 
the major projects and then we will turn over the community projects 
to Mr. Thomas and others. 


AEC PROPOSAL FOR SPACE REQUIREMENTS 


I notice, however, that we were talking this morning about the 
interim movement of the agency. 

Mr. Srravss. Yes. 

Mr. Puwurrs. From where it is now, spread all over Washington 
into some one building, presumably to some other building in the 
city, outside the downtown area of Washington. 

Vhy can’t you do it all in one move; that is, why can you not stick 
it out where you are, untii you have a building and move all at once 
into one building? 

Mr. NicHo.s. at we had an appropriation, I think that would be a 
good suggestion. 

Mr. Puiuirs. If you had an appropriation for a building? 

Mr. Nicnots. Yes. 

Mr. Proires. You talk as if you expected to build a building. We 
had the thought that we have given authority to the General Services 
Administration to provide space. You do not expect to bypass Gen- 
eral Services? 

Mr. Nicuors. No. My thought was, that if we had the appropri- 
ation for a building, instead of waiting for another year—because to 
get the authority and then to build takes about 3 years from the time 
you make your plans until you go through the appropriations stage. 

Mr. Putiurrs. How much do you expect a building will cost? 

Mr. Nicuots. We have a very rough estimate, including land, that 
it would run in the order of $10 million to $12 million. That is a 
very rough estimate. 
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Mr. Pumps. So when you are talking about moving to another 
—e you are not talking about putting up the building your- 
selves 

Mr. Srravss. No. 

Mr. Puutes. Very well. Suppose we come back tomorrow at 10. 


STORAGE SPACE LEASED FROM OTHER GOVERNMENT AGENCIES 


Mr. Puituirs. Before you leave, I will turn over the questioning to 
Mr. Andrews. What are you paying for the storage that you are using 
jointly, perhaps, or leasing from anybody else, particularly the Army 
or G aA what are you paying, or leasing, whatever it is, for the 
space ? 

Netson. For leased space? 

Mr. Pues. I am talking about storage under lease. 

Mr. McCarruy. To contractors, under contract? 

Mr. Puitiurrs. Any space that you are now getting from any other 
agency of the Government. I really had in mind, and my question is, 
what you are leasing from other agencies, and what you are paying 
to any agency of the Government. 

Mr. Mocuener, We will supply that information. 

(The information requested follows :) 


AEC is occupying the storage space controlled by other Government agencies 
listed below: 


Government agency from which 
space is obtained Location 


General Services Administration Washington, D. C. 


~ Sound Navy Yard, Bremerton, 
asp. 

Albuquerque, N. Mex. 

St Louis, Mo. 
Do. 

New York, N. Y. 

Iowa Ordnance Plant Burlington, Iowa 

ee Ordnance Test Station, Inyokern, 
alif. 


* Lease controlled by and reimbursement made to GSA. 

** Rental also includes approximately 4,000 square feet of office space. 

The Air Force is using 10 AEC warehouses, totaling approximately 242,000 square feet at Scioto Ord- 
nance, Marion County, Ohio, at no charge. 


Mr. Anprews. Mr. Cook, you have three contracts, the EEI, TVA, 
and OVEC. 

Mr. Coox. Yes. 

Mr. Anprews. When did you first make the contract for the con- 
struction of the steam generating plant with these three companies, 
EEI—you say the cost has increased over the original estimate ap- 
proximately 45 percent? 

Mr. Coox. The estimate of construction, yes. 

Mr. Anprews. OVEC has increased approximately what per- 
centage ? 

Mr. Coox. I would say about 5 or 6 percent. 

Mr. Anprews. And what about TVA? 

Mr. Coox. The contract with them is a commodity type of contract. 
We have no knowledge of what their construction costs are, nor any 
basis for knowing their originally estimated construction costs. 
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Mr. Anprews. Do you know anything about the TVA costs, whether 
or not they have increased since the time you entered into a contract 
with them? 

Mr. Coox. The only real knowledge I have would be the present 
estimates of the cost of facilities. I do not know what the original 
estimate was. You are referring to TVA? 

Mr. Nicuots. We have not right to audit them. 

Mr. Yates. You have no right to audit TVA? 

Mr. Coox. No. 

Mr. Yates. Do you have any right to audit OVEC and EEI? 

Mr. Coox. Yes, but TVA is a commodity type of contract, and any 
changes are subject to escalator clauses in the contract. 

Mr. Yates. You say you had the right to audit the others? 

Mr. Coox. Yes. 

Mr. Parties. Would you like to ask us to give you the right to 
audit TVA? 

Very well, gentlemen, we will resume tomorrow at 10 o’clock. 


Trurspay, Marc# 11, 1954 
Mr. Puituies. The committee will come to order, please. 


INSURANCE COLLATERAL FUNDS 


In connection with this matter of the recovery of money from the 
insurance companies which we talked about yesterday, it runs in my 
mind that we left that hanging in the air and you indicated a possi- 
bility that if we were to recover the $10.5 million from Travelers 
Insurance Co., under the General Electric contract we would have to 
get another company. Possibly further negotiations, Dr. Smyth, 
might indicate that you would not have to change the company. I 
think it is worth going into. But the point in my mind was that 
we left on the record that the alternatives are (1) to keep the $10 
million in a protective account of some kind, or (2) to take over the 
whole insurance, the cost of which would be high, or (3) that we go to 
some company and pay a premium on the basis of a commercial 
premium for the liability. 

I am not sure the record shows clearly what the committee thinks, 
that is, you might get another company of good standing to take it 
for servicing, without the $10 million deposit. That was the point 
we left in the record and I think the committee would suggest that 
when we pushed you a little bit, Mr. Burrows, you managed to get 
back $14 million last year and, maybe if we push you a little this year, 
you can get back the $10 million held by Travelers Insurance Co. and 

rhaps some small amounts which could total another $10 million. 
You managers, apparently, have been going ahead with the collecting. 

Mr. Nicuors. We are — pressure on them. Do you think 
there is a possibility to go much further? 

Mr. Burrows. I do not think so. 

Mr. Puiurrs. Why not get another insurance company ? 

Mr. Burrows. We are not at all sure we can necessarily get other 
insurance companies who would take it under a different arrangement. 

Mr. Puttures. But you testified yesterday you got one company— 
I have forgotten the name of the contractor, but I recall the name of 
the company, the Employers’ Insurance Co., wasn’t it? 
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Mr. Burrows. I am not sure of the exact title. I think it is the 
Employer’s Mutual Insurance Co. 

Mr. Pures. I do not want to belabor the point, but I did not want 
to leave hanging in the air that the committee was convinced those 
were the only alternatives; that we either had to pay a high premium, 
or to take it over ourselves, or leave the $10 million. 

It is not a material point in the minds of the committee, because we 
are getting the interest and are paying about $1,000 a month, or $12,000 
a year for the insurance services. ‘That is not a very large amount 
to pay for servicing. But we are still scratching to keep the debt limit 
down, and we are also scratching for $10 million. 

(Discussion off the record.) 

Mr. Puttiies. Why do you need these collateral funds? 

Mr. Burrows. These collateral funds are a protection to the in- 
surance carrier and to the contractor that in the event of claims which 
arise from irradiation damage, or in the event of an unlikely catastro- 
phe which would involve substantial claims not only on the part of 
employees, but possibly on the part of third parties, that there would 
be funds in hand to meet those claims currently. 

The feeling of the contractors is that without having such a fund 
available, they cannot be sure that they can meet their own obligations. 

Mr. Penis. The record shows, however, you have been success- 
ful in collecting some of these deposits and the committee, therefore, 
urges you to keep trying on it. 

Mr. Nicnots. We will keep trying. 

Mr. Puiuirs. Who gets the interest on the collateral funds de- 
posited with the insurance company ? 

Mr. Burrows. The interest is deposited in miscellaneous receipts 
of the Treasury. 

PLANT AND EquiIpMENT 


Mr. Putures. I think I had concluded the questions I had except 
on page 461 of the justifications there is the matter of the estimation 
of the cost of what I would call major projects. 


OVERESTIMATION OF CONSTRUCTION COSTS 


Take Oak Ridge: You apparently from the record had an over- 
estimation of the cost for your K-29 plant of about 40 percent. You 
gave us an estimated cost of $71 million and the actual cost was $42 
million. On the K-31 plant, the estimated cost was $162 million and 
the actual cost was $91 million. It seems a little more than a coinci- 
dence, although we will call it a coincidence, that the overestimation 
in each case was for approximately 40 percent. Your Oak Ridge 
expansion program was overestimated $143 million, or 31 percent, and 
the Paducah expansion was overestimated $80 million, or 17 percent; 
however neither of these expansion programs are yet complete. 

The only way we can figure it out, except the caution which is de- 
sirable—I won’t say necessary, but I will say desirable—in a con- 
struction ase a8 that involves elements of construction on which we 
have not had history; it seems to me what happens is this: You go 
to a contractor and the contractor sets up contingencies, and you take 
the contractor’s figures and then you set up contingencies and, be- 
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tween the two, you have in effect duplicated this cushion we give the 
contractor for the cost of the project. 

Take Portsmouth: You originally estimated a cost of $1.1 billion 
which had in it a contingency of about $100 million in your figures, 
and the investigating staff tells me that contractors as a rule include 
a general contingency of 10 percent. 

To bring it down to figures, which is what this subcommittee is 
interested in, assuming the contractor’s estimates include a contin- 

ency of 10 to 15 percent, or in the neighborhood, say, of $173 mil- 
fon, you add $100 million to that for contingencies. What the sub- 
committee wants is that $100 million back. 

I will prove it to you. Here is Portsmouth. The appropriated 
funds at the inception of Portsmouth were $1,152.500,000. The ap- 
propriated funds remained the same on October 31, 1953; they re- 
mained the same on December 31, 1953. I do not have the figure for 
that in 1954, so we will take those figures. 

At the same time, the contractor’s cost estimates at the inception 
were $1,052,917,000. On October 31, 1953, when your figure remains 
$1,152,000,000, the contractor has gone down to $1,039,778,000. And 
on December 31, 1953, when your figure still remains $1,152,525,000, the 
contractor has gone down even further to $1,036,875,000. By the sim- 

le process of reduction, the contractor has reduced his estitnates by 
16 million. 

You get my point. Costs are going down, but you continue to keep 
your figures up. 

Mr. Nicuots. I can give a general answer, and then Mr. Cook can 
fill in the details. 

When we were revising our budget, we requested new estimates all 
through our construction program, and we made every effort to elimi- 
nate and bring down the so-called contingency items to a reasonable 
figure and have it based on the status of the percentage of completion 
of the job; in other words, to have the contingency based on the remain- 
ing work to be-done, rather than the original estimate. And in the 
case of Portsmouth, we feel although there is a trend there which indi- 
cates we may go below our original estimates, in other words, have a 
more economical job, we felt it was still too early in the construction 
period to be sure that trend is a correct one. We hope it is, but that is 
still a pretty young job and we hope to keep it up, but you heard the 
evidence here Peerday of construction jobs going in the reverse direc- 
tion. In other words, the minute you have labor troubles, it starts 
going the other way. That is the type of thing we are afraid of. 

Mr. Putuirs. Dealing only with figures it is very obvious the con- 
tractor’s estimates have gone down to date and the indications are they 
will continue to go down during the life of the contract. 

Mr. Nicnots. If they continue. 

Mr. Purttres. In view of your past experience on this type of con- 
struction jobs, it is very obvious to me, dealing only with figures, that 
both the contractor and AEC have included money for contingencies. 

Mr. Nicnots. Generally, the amount allowed in there is a small 
amount of contingency. 

Mr. Pars. But the two together are not small. 

Mr. Nicnots. The other general factor involved here is our over-all 
requirement. Any time we underestimate in the money available, we 
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have to stop. In other words, we legally cannot proceed. That is 
one cause for keeping conservative estimates. We can never be in a 
state where our books total a greater amount than the money available. 

Mr. Putcuirs. We do not want to penalize you on the way in which 
you met the issue for 1955 by using funds you had accumulated some- 
where, but actually you accumulated those funds by the process of 
overestimation that I am talking about. 

Mr. Nicuots. Plus economies in construction. 

Mr. Putiurs. Yes. Whichever way you figure it, you got it that 
way, and in an appreciable amount. It added up to over $190 million 
on the three projects: Paducah, Oak Ridge, and Savannah. 

It has another value beyond just the cash value. The committee is 
always looking for cash, but it has another point. In other words, we 
appropriate these funds to you and in the language in our bill we say 
the appropriation is available until expended. We feel you are deal- 
ing in a field of construction that is still without historic background ; 
you are dealing with new things all the time. 

Mr. Nicwors. And which take a long time. 

Mr. Pururrs. Yes. But it does not make you force an economy 
on yourselves or the contractors if we give you a fund that is greater 
than your needs, since it is available until you get rid of it. 

I am just pushing for than $100 million. 

Mr. Nicnors. Yes. I think this is a little step toward that, par- 
ticularly with this rider remaining in the appropriation bill. if we 
come in with tight estimates on construction projects we are in danger 
of violating the funds completion law. What is the percentage of 
completion on this project? 

Mr. Coox. Eight percent. 

Mr. Nicuotrs. That is a job that is 8 percent done and it is pretty 
early in the job to indicate a definite trend to where you can be sure 
that the contractor is right. 


APPROPRIATION LANGUAGE REQUESTED 


Mr. Pritires. You have several times commented on this wording 
in the bill which was put in there because of the experiences of the 
subcommittee with expeditures in the past in the program. That is 
past history. 

Ts that the only suggestion you have on that, that we just cut that 
wording out ? 

Mr. Nickxorts. We have two changes to suggest. The one where 
you have “funds must be available for the completion of the project,” 
we would suggest eliminating that rider entirely, and one of my argu- 
ments for eliminating it is that it does require us to make very con- 
servative estimates. 

Mr. Puitures. You are asking for nine words to be struck out which 
are now in the bill, reading “unless funds are available for the com- 

letion of such” and making it read “The funds shall be available 
or the completion of the utility,” and so forth, “building and other 
specific portions of it.” 

The committee will have to consider that carefully. We would 
much rather consider a proposal of some kind of limitation which was 
effective but did not require us to put up so much money. 
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Mr. Nicxous. We have another rider which we are suggesting that 
you continue, and that is, that we do not start any construction proj- 
ect the currently estimated cost of which exceeds 35 percent of the 
estimated cost included in the budget. We want to modify that, let 
it stand as a general rider but make an exception to the provision. 
This is what we now have: 

That no part of this appropriation shall be used (a) to start any new con- 
struction project for which an estimate was not included in the budget for 
the current fiscal year, and (b) start any new construction project the cur- 
rently estimated cost of which exceeds 35 percent of the estimated cost in- 
cluded therefor in such budget. 

That tends to accomplish part of what you want in not coming up 
with an extravagantly large overrun, but we would like an exception 
to that where we would have some leeway. In addition to (a) and 
(6), we would like to add these two additional provisions: 

Provided further, That the foregoing proviso shall not apply to any project 
for the alteration, extension, or improvement of technical or production facili- 
ties unless such project include construction of a new building estimated to 
cost in excess of $100,000 ; 

The explanation of that is that is for such changes in processes that 
are developed all the time, we would not have to have a line item and 
we wanted to clarify that to be certain it was not covered. 

The second exception we would like reads: 
or to the construction of any weapons or production facility which the com- 
mission determines to be essential to its weapons’ program. 

(Discussion off the record.) 

Mr. Pritutes. Let me make one further suggestion. The task force 
came up with sort of a tentative suggestion, knowing the committee 
would be somewhat resistant to taking out the provision altogether, 
that perhaps what you are trying to do could be arrived at by the 
insertion of the words, following the word “available” 


Unless funds are available at the beginning of such construction. 


We had better consider what that does. 

Mr. McCarrny. This is the clarification we sought last year. The 
Bureau of the Budget, you recall, last year in the revised budget for 
1954, recommended deletion of the rider entirely, since the contingen- 
cies in the expansion program, which were known to be contingencies, 
were withdrawn and applied to a reduction of the 1954 appropriation. 
At that time, after the rider had not been deleted, the commission sug- 
gested an amendment to say— 


at the start of such construction. 


Mr. Pures. But the House conferees did not agree to it. 

Mr. McCartuy. That is correct. 

Mr. Puitiies. Let us take that up in the subcommittee in execu- 
tive session and see what we think about it, and we may ask to see 
you again for a discussion of it. 
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PROCUREMENT OF SUPPLIES AND MATERIALS 


Mr. Nichols, you have testified you were 8 percent completed on the 
Portsmouth project. That is right; that is physical completion. Ac- 
tually from the figures we gave you yesterday on supplies, and so 
forth, you know now, as of this minute, what about 40 percent of the 
cost is to be. 

Mr. Smyru. On procurement ? 

Mr. Putiures. Yes. Actually you are way up above 40 percent on 
procurement. 

Mr. Coox. We are about 85 percent committed. However, on the 
major equipment items they have an escalation provision that increases 
in labor and material will be taken care of, so that we do not know 
the exact cost that these commitments will result in. 

In addition, the job will not be completed until the fall of 1956 
and one of our major concerns is the cost of labor to complete the 
job. In years past and in this year there have been periodic wage 
increases on labor. And it is for these reasons that we feel any con- 
tingency we have in the estimate may be necessary to complete the job, 

Mr. Putuies. Which statement do you want to stand on, Mr. Cook; 
the one you are making now, or the one you made yesterday that prices 
are escalating or, yesterday, that they were leveling off On which 
one do you want to stand? 

Mr. Cook. I said yesterday it looks now like the prices of material 
are leveling off. 

Mr. Puiiiirs. We would rather take that statement. 

Mr. Coox. Well, that is all right if you want to take it; but the thing 
I am pointing out is that the contracts do have provisions for escala- 
tion. 

Mr. Putters. Yes, and I think we have had some evidence, as 
pointed out by Mr. Yates yesterday, that there were already escalations 
in some of these projects. 

Mr. Cook. But we have 3 more years of construction and delivery of 
material, and we do not know what is going to happen 6 months from 
now. 

Mr. Nicnors. You are trying to predict 3 years ahead on this thing, 
and I have already put pressure on the people to really squeeze a lot 
out of this thing and get it down, and I think we have already squeezed 
about as much as we can. 


AEC WAGE RATES 


Mr. Yates. Contractors were in before us on TVA and suggested 
that TVA was paying wages in excess of the normal wages being paid 
in the area for construction projects. Is this true as well of AECt 

Mr. Coox. No, sir, it is not. We pay the prevailing wage in the 
area in which we are working, and it is my understanding that TVA 
has a rate that is TVA valleywide. It may be a little higher in some 
locations in comparison to the prevailing rate in others, but it is quite 
comparable to the rate being paid on construction in the Paducah area. 

Mr. Yates. What about construction projects of other types in the 
area—ordinary building projects? 
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Mr. Coox. We pay rates negotiated by the local building trade, 
which is the same rate paid by other contractors in the area. 

There is one point, however, I ought to bring out, that in certain 
specialty trades those negotiations cover a wider geographical area 
than Paducah and we follow the rate negotiated by responsible 
parties for those trades. 

Mr. Yares, Is there an overtime rate being paid, too, a bonus rate? 

Mr. Coox. There is a standard overtime rate negotiated in the labor 
contracts prevailing in the area. 

Mr. Nicnots. I would like to point out in regard to this gaseous 
diffusion setup that in the contracts on Paducah, Oak Ridge, and 
Portsmouth we have already given up $115 million. We want to retain 
the amount at Portsmouth, because of the state of completion of the 
job; but, since the original submission, we have given up $115 million. 

put pressure on right across the board with the idea they would vary 
depending on the state of construction. 

Mr. Pumurrs. Actually you have given up more than that. 

Mr. Nicnors, Yes, but on the 3 gaseous diffnsion plants, it totaled 
$115 million. 

Mr. McCarruy. Actually we took $10 million more out in the origi- 
nal 1955 budget, so it is $125 million. 

Mr. Nicnois. We have already squeezed pretty far. 

Mr. Puititrs. What we are talking about is you did not take any- 
thing out at Oak Ridge, Paducah, and Savannah. 

Mr. Nicuors. They took out $115 million at Oak Ridge and Padu- 
ceah. 

Mr. McCarruy. I think Portsmouth is the only one we did not 
touch. 

Mr. Nicuors. Portsmouth we did not take out, because of the state 
of completion. The people making the estimates preferred to give 
up a little more at Oak Ridae and Paducah, because they felt they 
were closer to seeing the finish of those jobs, and I looked at the overall 
construction project in trying to reduce the thing throughout. And 
we feel we have squeezed pretty hard. 

aT, Prius. How much are you going to give us back on person- 
nel 

Mr. Nrcwors. On personnel, you raised the question the other day 
about your poy | no control over our personnel in the second cate- 
gory. My staff does not like it, but I think I see the intent of the 
committee that you think we should not have a group of personnel 
such as we have. 

Mr. Putiures. Let us withhold that, because that is the line of ques- 
tioning of my colleague, Mr. Thomas, and he has been compelled to go 
to a caucus of his party, and he has that in mind and I think we would 
just have to repeat it. 

Mr. Nicnors. All right. 


COMMUNITY OPERATIONS COST . 


Mr. Puttures. Now let me ask you to turn to page 350, Community 
Operations, and we will insert in the record pages 350, all the way 
through the other pages which have to do with community operations. 

(The pages are as follows :) 
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Community operating costs 


Actual, Estimate, Estimate, 
fiscal year 7 
1953 


SUMMARY OF OPERATING COSTS 
Gross cost: 
Grand Junction 
Richland 


36, 291 | 3, 7 23, 519, 398 


‘Gross revenue: 
, 534, 80 , 004, 1: —10, 250, 946 
Richland 5 i —7, 304, 000 
Los Alamos... 5, —6, 504, 413 
Sandia _ d 339, 31: —446, 713 


—22, 932, 253 


24, 567, 912 
Net cost 7 


— 140, 496 
— 133, 018 


—1, 048, 514 


PROGRAM SUMMARY 


The community operations program provides for housing, commercial facilities, 
utilities, hospitals, and municipal facilities and services in the AEC controlled and 
operated communities of Oak Ridge, Tenn; Richland, Wash.; and Los Alamos, N. 
Mex. These operations are carried out principally through cost-type contracts. 
Commercial facilities are operated by private industry through lease or concession 
agreement. Housing and utilities are provided for project-connected employees 
at Sandia, N. Mex. and certain locations in the State of Colorado. 

The long-range objectives of this program, for existing communities, are to: 

1. Assure adequate municipal and public utility services with replacement of 
Federal management control and financial support, if feasible, by that of the 
residents. 

2. Assure adequate commercial facilities and services insofar as possible, 
financed and operated privately under conditions of free competition. 

3. Assure the minimum supply of housing required to supplement that available 
in the vicinity, with any additional housing at Oak Ridge and Richland to be 
privately financed, and existing AEC housing at these communities to be trans- 
ferred to private ownership to the extent feasible. 

The operating assumptions for the existing communities are as follows: 

1. Municipal services shall be adequate but in no instance will standards of 
services be increased above those prevailing in fiscal year 1954. Services required 
for increased population or school enrollment will be met without increasing 
ae except where the standards of service would be reduced below reasonable 
evels. 

2. AEC ownership and operation at Oak Ridge and Richland will continue 
through fiscal vear 1955. In the event that the effective date of proposed com- 
munity disposal legislation for these communities is such that incorporation and/or 
disposal of commercial and residential properties is possible before the end of 
fiscal year 1955, a revised statement of financial requirements will have to be 
submitted for approval. 

3. Rentals and utility rates are in accordance with Bureau of the Budget 
Cireular A—45, 


| 
Se rae $91, 984 $34, 840 $34, 840 
EO 9, 735, 780 9, 879, 129 9, 970, 046 
auieaiam pemiae 6, 153, 019 6, 843, 000 6, 836, 000 
Los Alamos... 5, 818, 305 6, 296, 968 6, 363, 917 
267, 203 | 301, 804 | 313, 695 
28, 010 — 27, 000 — 27, 000 
237,074 — 168, 000 — 468, 000 
Total net 1, 266, 162 23,43) 
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Granp Junction, Coto. 


Summary by subprogram 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 
Real-estate operations (net cost): 
Housing: 

Uravan, Colo $23, 692 ($13, 813) ($, 13, 813) 
Naturita, Colo 9, 848 (9, 477) ° 477) 
Monticello, Utah. (5, 294) (5, 090) 5,090) 
28, 246 (28, 380) (28, 380) 
Dormitories: Monticello, Utah, transient quarters__.........- (236) 1, 380 1, 380 
Total net operating costs...................-....--.-..-- 28, 010 (27, 000) (27, 000) 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


Housing is provided at processing plants at Naturita and Uravan, Colo. and 
Monticello, Utah, as an inducement to retain employment for the operation of the 
plants. The housing at Uravan and Naturita was in extreme need of repair and 
below the standards of the comparable housing in the area. Therefore, it was 
necessary to carry out an extensive rehabilitation program at these two locations 
in fiscal year 1953. The cost of the Monticello units is approximately at the same 
rate in each of the 3 years. No other major projects are anticipated at any of 
the locations in the next 2 years and the housing should be self-sustaining during 
both fiscal years 1954 and 1955. 

Oax RipcE 


Summary by subprogram 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1955 


Municipal (net cost) 
Utilities (net revenue) 
Real-estate operations (net revenue) 


$3, 491, 746 $3, 494, 000 $3, 578, 000 
—485, 047 — 523, 000 — 563, 000 
—1, 949, 394 | —2, 236, 000 —3, 504, 000 


Hospital (net cost).............-..---- d 133, 512 137, 000 206, 000 
10, 160 3, 000 3, 000 
Total community operations (net cost or revenue)__-__- 1, 200, 977 875, 000 — 280, 000 


COMMUNITY SUMMARY 


The Oak Ridge community operations program provides for AEC-controlled 
muni sipal facilities, utilities, housing, commercial facilities, hospitals, and services. 
These operations are carried out principally through cost-type contracts. Com- 
mercial facilities are operated by private enterprise through lease or concession 
agreement. 

The estimates for fiscal year 1955, as included herein, are based upon continued 
Federal ownership and present manner of operation. Sale, or other disposition 
of residential, church, nonprofit, commercial, and industrial property may be 
undertaken as deemed feasible by the Commission. 

The AEC has developed and recommended draft legislation providing for com- 
lete disposal of community facilities and operating responsibilities at Oak Ridge. 
n the event legislation is enacted by fiscal year 1955 providing for complete 

disposal of real property, and for local rather than ARG management of com- 
munity affairs, recommendations will be made for modification of financial 
requirements, since the loss in net revenues from rentals at Oak Ridge would be 
greeter than the tax equivalent derived therefrom after sale. 

The net Federal subsidy for operation of the Oak Ridge community reflects 
a@ constant downward trend from fiscal year 1948 to fiscal year 1955 when it is 
estimated a net revenue of $280,000 will be realized. The net revenue shown in 
fiscal year 1955 does not, of course, take into account depreciation, amortization 


¢ 
I 
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of the Government’s investment, or interest charges that might apply to a normal 
community operation. These related costs cannot be shown in the cost-type 
budget used by the AEC. 

The detailed justification of the fiscal year 1955 estimates for the Oak Ridge 
community are contained in the following pages. 


Summary by subprogram 


Actual, Estimate, Estimate, 
fiscal year fiseal year fiscal year 
1953 1954 1955 


Municipal: 
Municipal subprogram administration $240, 577 $234, 000 


2, 266, 237 2, 632, 300 
— 243, 288 —377, 300 


2, 022, 949 2, 255, 000 


74, 335 
—3, 602 


Police protection 
Fire protection and prevention 
General public safety 


Roads and streets 153, 519 
Grounds maintenance and erosion control. __----- 5, 667 
Waste removal . 147, 147 
Sewerage ‘ 87, 454 
Welfare services 43, 939 


Civic activities: 
Expenses 155, 487 133, 465 
Revenues ‘i —31, 078 —32, 465 


101, 000 


46, 000° 39, 000 
—28, 700 —113, 600 


¢ 3, 772, 381 3, 879, 965 4, 104, 365 
Revenue..-.--- — 280, 635 —526, 365 


3, 578, 000 


Utilities: 
Bus: 
408, 045 433, 000 
— 223, 899 — 223, 000 — 228, 000 
‘ 184, 146 204, 000 205, 000 


279, 498 336, 000 344, 000 
— 346, 394 — 458, 561 —477, 745 
—99, 323 —100, 439 —127, 255 


— 166, 219 — 261, 000 


Electricity: 
Revenues —933, 260 —956, 585 
Noncash revenue — 227, 674 — 237, 000 


— 549, 573 — 554, 000 


211, 084 
—31, 549 
—129, 535 —129, 535 


50, 000 51, 000 


Schools: 
Conservation of health: 
—3, 000 —3, 000 
70, 733 74, 000 74, 000 
262, 908 249, 000° 251, 000 
271, 235 288, 000 287, 000 
16, 627 10, 700 9, 600 
135, 000° 135, 000 
17, 000 17, 000 
146, 000 152, 000 
87, 000 87, 000 
50, 000 52, 000 
131, 465 
—32, 465 
ee 3, 494, 000 | _— 
Water: 
Steam: 


Summary by subprogram—Continued 
Actual, Estimate, Estimate, 
] year 1 year fiscal year 
1953 1054 1955 
L tilities—Continued 
Noncash reveuue—Continued 
Total utilities: 
EE ae 1, 506, 370 1, 613, 669 1,665, 271 
« —1, 535, 378 | —1, 669, 695 —1, 734, 481 
Nonecash revenue. —456, 039 —466, 974 —493, 790 
Real estate operation: a7 
Housing: 
Expenses. 2, 678, 658 2, 624, 000 2, 378, 000 
SE ana —4, 159,156 | —4, 334, 000 —5, 280, 000 
a —1, 480, 498 —1, 710, 000 —2, 902, 000 
192, 049 159, 000 159, 000 
—93, 337 —103, 000 —158, 000 
98, 712 56, 000 1, 000 
421, 006 412, 000 391, 000 
—988, 614 —974, 000 —974, 000 
—567, 608 —562, 000 —583, 000 
0 — 20, 000 —20, 000 
xpe 3, 291, 713 3, 195, 000 2, 928, 000 
—5, 241,107 | —5, 431,000 —6, 432, 000 
—1, 949,394 | —2, 236,000 | —3, 504, 000 
Hospital: 
xpenses 1, 155, 156 1, 187, 495 1, 270, 310 
183, 512 137, 000 206, 000 
Property disposal_---.-.-.......------------------------------ 10, 160 3, 000 3, 000 
Total community operations: 
9, 735, 780 9, 879, 129 9, 970, 946 
= —8, 078,764 | —8, 537,155 —9, 757, 156 
Noncash revenue... —456, —466, 974 —493, 790 
1, 200, 977 875, 000 — 280, 000 
General statement 
Fiscal year | Fiscal year | Fiseal year 
1953 1954 1955 
Living out- 
Living in 
side Oak Total 
Oak Ridge Ridge 
Perentam © of AEC and operating contractor employees: 


Net actual o 


rating and maintenance costs for the Oak Ridge community 


since the installation of the present cost accounting system in fiscal year 1948 
and estimated costs for fiscal year 1954 and estimated revenue for fiseal year 


1955 are as follows: 


Actual, fiscal year 1948. 
Actual, fiscal year ___ 
Actual, fiscal year 1950 
Actual, fiscal year 1951 


$8, 681, 


978 Actual, fiscal year 1952___ 
7, 371,906 Actual, fiscal vear 1953____ 
2, 989, 072 Estimated, fiscal year 1954_ 
1, 544, 160 Estimated, fiscal year 1955_ 


. $1, 334, 874 


200, 977 
875, 000 


— 280, 000 
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PROGRAM STATEMENT 


The above summarization of costs indicates the effective progress being made 
in reducing the Federal subsidy for Oak Ridge community operations. This 
has been accomplished in a rising market which has resulted in the payment of 
increased salary and wage rates, and increased subcontractor and supplies prices. 
For example, cost-of-living salary and wage increases granted by the community 
cost-type contractors during fiscal year 1953 amount to approximately $248,000 
on an annual basis. Also, the recent modification of section 9 (b) of the Atomic 
Energy Act which withdrew previous exemptions of the Commission’s contractors 
from payment of various State taxes and license fees effective October 1, 1953, 
will probably add to Oak Ridge community costs an amount estimated at $116,000 
for fiscal year 1954, and $150,000 for fiscal year 1955. 

During the last half of fiscal year 1953, substantial progress was made toward 
getting back on schedule with cyclical maintenance work on houses and dormito- 
ries, and on municipal and utility facilities. Some of this work had been originally 
planned for fiscal year 1951 and fiscal year 1952, but had been deferred as a 
result of strikes and climatic conditions in fiscal vear 1951 and the cost limitation 
placed in fiscal year 1952. During fiscal year 1953, 687 temporary-type family 
housing units were sold for removal from the area because they had deteriorated 
to an extent that excessive maintenance expenses would be required to continue 
them in service. In addition, most of them were of only one- or two-bedroom 
capacity, whereas the increasing size of Oak Ridge’s families requires three-bed- 
room or larger units. Twenty-one temporary-type, three-bedroom units, for- 
merly located in the areas designated for construction of privately financed hous- 
ing (under the National Housing Act) in the east end of Oak Ridge, were moved 
to other localities in Oak Ridge and rehabilitated for occupancy. 

In general, the decreased amount required in fiscal year 1954 and the elimina- 
tion of Federal subsidy in fiscal year 1955 as compared to fiscal year 1953 results 
from an increase in housing and dormitory rental rates planned to be effective not 
later than May 1, 1954, together with a continuation of the planned reduction in 
the regular operating costs, plus reductions in the amount of cyclical maintenance 
work as @ result of getting back on schedule during fiscal year 1953 and fiscal 
year 1954, and increase in utility revenues resulting from the increase in popula- 
tion and the charging of metered rates for water. The estimated increase in 
plant employment and the completion of approximately 960 privately financed 
housing units will add approximately 2,700 people (including a substantial num- 
ber of school children) to the population of Oak Ridge and will result in the reduc- 
— per capita costs which will be even more apparent than the reduction in 
total costs. 

The following table shows the distribution of net costs (or net revenue), by 
fiscal year, between the major cost-type contractors and the Commission: 


[In thousands of dollars] 


| | | | 
Esti- Esti- 

Actual | Actual | Actual | Actual | Actual | Actual | | 

fiseal | fiscal | fiscal | fiscal | fiseal | fiscal 5 oy 

year | year | year | year | year | year a 5 

1948 | 1949 | 1950 | 1951 1952 | 1953 | 3 iord 


Roane-Anderson Co —$976 
0 0) 


14 | 0 0 
Management Services, Ine. 0 | —923 | ‘ —$3, 125 
Anderson City Board of Education_- 1,876 | 1,967 . 2, 080 2, 255 
American Ind. Trans., Inc. 48. 48 170 | 
Oak Ridge Hospital, Inc 
AEC direct costs 
Miscellaneous. 


8, 682 


PROGRAM ASSUMPTIONS 


Oak Ridge community estimates for fiscal year 1954 and fiscal year 1955, ac 
shown herein, are based on the following assumptions: 

1. Sale or other disposition of improved or unimproved real estate may be 
undertaken as deemed feasible by the Commission. ° 

2. Legislation providing for complete disposal of community facilities an 
operating responsibilities at Oak Ridge is now under consideration. However, 
incorporation of Oak Ridge, or additional steps toward replacement of Federal 


|| 
| 
| 7.372 | 2,989 | 1,836 | 1201 | | 
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financial support or management by that of the residents, county, or State, is 
not anticipated in either fiscal year 1954 or fiscal year 1955, since incorporation 
would be contingent upon a special bill being introduced and passed by the 
State legislature which does not meet again until January 1955. It is highly 
unlikely that the State legislature would approve, and the residents of Oak Ridge 
would be able to have effective incorporation prior to the end of fiscal year 1955. 

3. Rental revenue for Commission-owned housing and dormitories will be 
derived at an approximate 28 percent increase effective May 1, 1954 (based on the 
expiration of the rent-control law on April 30, 1954), over the presently approved 
rates (August 1953), from an average of 8,262 occupied housing units in fiscal year 
1954 and 8,243 such units in fiscal year 1955. 

4. Construction will be completed during the latter part of fiscal year 1954 on a 
total of 820 houses under private sponsorship (primarily under title VIII and 
title IX of the National Housing Act), and a “municipal tax equivalent” revenue 
will accrue to the municipal subprogram for services rendered such housing. An 
additional 140 houses will be completed in fiscal year 1955. 

5. Average Oak Ridge population will increase from 30,800 in fiscal year 1953 
to 32,000 in fiscal year 1954 and 33,500 in fiscal year 1955. 

Mi No revenue will accrue from the new commercial area through fiscal year 
1955. 

7. Expenses for work preliminary to transferring municipal properties and re- 
sponsibility to a city government are not separately identified in these estimates, 
but will be absorbed in general administration. 


Statement of fiscal year 1955 requirements 
Municipal (net cost): 


Gross municipal costs for fiscal year 1954 and fiscal year 1955 will increase over 
fiscal year 1953 due to the increase in Oak Ridge population and school children, 
full annual effect of wage increases granted in fiscal year 1953, the payment of 
various State taxes following termination of contractor exemption, and the termi- 
nation of the agreement with the Y-12 plant under which they were charged with 
over $26,000 of fire protection costs in fiscal year 1953. In those categories where 
increases in total costs are indicated by reason of the increase in population 
(namely, schools, conservation of health, and welfare), the amounts have been 
held to a minimum so that per capita or per pupil costs have been reduced. 

Cash revenue will increase in fiscal year 1954 because of the opening of three 
new school cafeterias which have been added to existing schools, and the accrual 
of tax equivalent revenues on private construction in Oak Ridge. There will be 
a further increase of cash revenue in fiscal year 1955 because 2 new cafeterias 
will be opened, 1 in the Glenwood School and 1 in the new junior high school, 
and also, a larger amount of tax equivalent revenues will be received. 

Net expenses increase slightly in fiscal year 1955 for the reasons given above; 
however, as shown in the following table, constant progress is being made in re- 
ducing per capita and per pupil costs. 


{In thousands of dollars] 


Esti- | Esti- 
Actual,| Actual,| Actual,| Actual,} Actual,} Actual, 
fiscal fiscal | fiscal fiseal fiseal | fiseal — 
year year year year year year year year 
1948 1949 1950 1951 1952 1953 1954 1955 
Average population.................- 35, 559 | 34,018 | 30,778 | 30,684 | 30,662 | 30,800 | 32,000 | 33,500 
Per capita costs: 
Municipal (exclusive of schools 
and civil defense) .............. $89.42 | $72.44 | $60.42 | $55.48 | $50.49 | $46.16 | $42.75 | $38.33 
0 0 0 2 .74 1.53 1.44 1.16 
89.42 | 72.44 | 60.42 55.76] 51.23 | 47.69] 44.19 39. 49 
Schools, average daily attendance...| (4) 6,411 | 6,173 | 6,055 | 6,320] 6,608 7,008 7, 774 
Net a per pupil, average daily at- 
ten ce 


(@) ($304. 63 ($302.75 |$287.90 $285.70 |$279.00 | $275.00 


1 Not available. 


Utilities (net revenue): 
Actual, fiscal year 1953 
Estimate, fiscal year 1954 
Estimate, fiscal year 1955 


Gross expenses will increase in fiscal year 1954 and fiscal year 1955 because of 
(1) more occupied housing units to be served; (2) increase in plant water consump- 
tion; (3) additional miles of water mains and electrical distribution system to 
be maintained; and (4) payment of the Tennessee State gross receipts tax on 
utility revenues. 

Revenues will increase in fiscal year 1954 and fiscal year 1955 due to (1) installa- 
tion of residential water meters; (2) increased number of occupied housing units; 
and (8) increased plant consumption of water. 


Real estate operations (net revenue): 
Actual, fiscal year 1953 
Fstimate,, fiscal year 1954 
Estimate, fiscal year 1955 


Housing gross cost in fiscal year 1954 is estimated to decrease $54,000 from 
fiscal year 1953, while fiscal year 1955 reflects a further decrease of $246,000 from 
fiscal year 1954. The largest single factor in the above reductions is the decreased 
amount of scheduled maintenance work. This is partially offset by estimated 
payments of State taxes and licenses following termination of contractor exemp- 
tions. During fiscal year 1953 the completion of deferred maintenance, in addi- 
tion to work accomplished in fiscal year 1953, resulted in unusually high main- 
tenance costs. Certain projects started in fiscal year 1953 will be completed in 
fiscal year 1954, in addition to projects scheduled for fiscal year 1954. As a re- 
sult of this intensive program in fiscal year 1953 and fiscal year 1954, cyclical 
maintenance will be back on schedule in fiscal year 1955 with more normal main- 
tenance expense anticipated in that vear. 

A slightly larger number of occupied AEC houses is assumed in fiscal vear 1954, 
resulting in some increase in revenue. Revenue in fiscal year 1954 will increase 
due to anticipated increase in rent of approximately 28 percent effective May 1, 
1954 (upon expiration of rent control law on April 30, 1954). Revenue in fiscal 
year 1955 is expected to be $946,000 more than presently estimated for fiscal 
year 1954 because of the rent increase for a full year. 

Under a long-term leasing policy for residential land approved by the Com- 
mission, land is being leased for the construction of single-family houses by in- 
dividuals or private companies. Land, at fixed rentals, is also being made avail- 
able for the construction by private interests of 500 houses under title VIII and 
approximately 400 houses under title IX of the National Housing Act. It is 
estimated that these units will be completed during the latter part of 1954. 

Dormitory net costs in fiscal year 1954 are estimated to decrease about $42,000 
below the fiscal year 1953 level, while fiscal year 1955 dormitory operations indi- 
cate a further reduction of $55,000. The two main factors responsible for these 
decreases are: (1) The completion in fiscal year 1953 of the interior cyclical painting 
of active dormitories; and (2) an increase of 28 percent in dormitory rentals, to 
be effective May 1, 1954. 

Business concessions expenses in fiscal year 1954 are estimated to decrease about 
$25,000 from fiscal year 1953 chiefly because of reduced personnel, cyclical main- 
tenance work, and other economies. However, these decreases are partly offset 
by an estimated increase of $15,000 in fiscal year 1954 expenses in connection 
with the construction of housing by private capital. A reduction in expenses 
in connection with the development of private housing is the chief factor respon- 
sible for the decrease of $21,000 in fiscal year 1955 expenses from fiscal year 1954. 
Revenue in fiscal year 1954 and fiscal year 1955 is estimated to decrease about 
$15,000 from fiscal year 1953 because of nonrecurring special receipts from dis- 

uted claims received in fiscal year 1953. 
ospital (net cost): 


Actual, fiscal year 1953 
Estimate, fiscal vear 1954 
Estimate, fiscal year 1955 


Gross expenses for fiscal year 1954 and fiscal year 1955 will increase over the 
fiscal year 1953 level because of rehabilitation work on the hospital buildings, 
which will require an estimated expenditure of $10,000 in fiscal year 1954 and 
$85,000 in fiscal year 1955; also additional personnel to care for anticipated in- 
crease in patients. 


41872—54—pt. 
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Cash revenue will increase because: (1) Patient days of treatment are expected 
to be 3,000 more in fiscal year 1954 and 4,000 more in fiscal vear 1955 than in 
fiscal year 1953, on the assumption that the population of Oak Ridge will be 
greater; and (2) an upward revision in March 1953 in charges for services to con- 
form with those announced by other hospitals in this general locality. Additional 
revenue from the increase of patient days of treatment and charges for services 
will partially offset building rehabilitation and increased personnel costs. 

The overall result is continued decrease in the net cost per patient-day if building 
rehabilitation costs are excluded. 


Property disposal: 


Eotimate, Gacal year 1054... 3, 000 


During fiscal year 1953 $10,160 in administrative costs were incurred in the 
continuing development, planning, and procedural recommendations preliminary 
to the disposal of residential and commercial properties. p 

In keeping with the program assumptions that there will be no general com- 
munity disposal program, no direct disposal costs, such as advertising for sale, 
the cost of individual appraisals, or the cost of preparing sales documents are 
included in this estimate. This new subprogram for fiscal year 1954 and fiscal 
year 1955 includes an estimate for keeping the detailed maps and property lines 
up to date only. 

RicHLAND 


Summary by subprogram 


Estimate Estimate 
Actual fiscal 
fiscal year fiscal year 
year 1953 1954 1955 


$1, 946. 658 $2, 175, 000 $2, 166, 000 
Real estate operations (net revenue)_-..._-....-...-.-...-.--.- —1, 542, 7’ —2, 129, 000 —2, 418, 000 

Total community operations (net cost or revenue) -.- __- 237, 074 — 168, 000 — 468.000 


COMMUNITY SUMMARY 


The Richland Community operations program provides for AEC-controlled 
municipal facilities, utilities, housing, commercial facilities, hospitals, and serv- 
ices. hese operations are carried out principally through cost type contract. 
Commercial facilities are operated by private enterprise through lease or concession 
agreement. 

The estimates for fiscal year 1955, as included herein, are based upon continued 
Federal ownership and present manner of operation. Sale or other disposition 
of residential, church, nonprofit, commercial, and industrial property may be 
undertaken as deemed feasible by the Commission. 

The AEC has developed and recommended draft legislation providing for com- 
lete disposal of community facilities and operating responsibilities at Richland. 
n the event iegislation is enacted by fiscal year 1955 providing for complete 

disposal of real property, and for local rather than AEC management of com- 
munity affairs, recommendations will be made for modification of financial 
requirements, since the loss in net revenues from rentals at Richland would be 
greater than the tax equivalent derived therefrom after sale. 

The net Federal subsidy for operation of the Richland community reflects a 
constant downward trend from fiscal year 1948 to fiscal year 1955 in which it is 
estimated a net revenue of $468,000 will be realized. The net revenue shown in 
fiscal years 1954 and 1955 does not, of course, take into. account 
amortization of the Government’s investment, or interest charges that might 
apply to a normal community operation. These related costs cannot be shown 
in the cost-type budget used by the AEC. 

The detailed justification of the fiscal year 1955 estimates for the Richland 
community are contained in the following pages. 
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Summary by subprogram 


Actual, Estimate, Estimate, 
fiscal year ye fiscal year 
1953 954 


Municipal: 
Municipal administration... _. $139, 7 
Conservation of health............ 
Rosds ‘and streets... 
Grounds maintenance and erosion control.-....__________ 
Waste 
Sewerage 
Welfare 


Civic activities: 
E 189, 000 
—2, 000 


Tax equivalent revenue... 0 000 


Total municipal: 
E : 2, 219, 000 
Revenue... 34, — 53, 000 


1, 946, 658 166, 000 
Utilities: ‘ 
Bus: 


61, 503 
—15, 743 


—35, 810 


554, 974 
—822, 106 
—82, 766 


—349, 898 


230, 


—254, 000 


—18, 000 


218, 000 
—314, 000 


— 96, 000 


1,355, 000 
—1, 440, 000 
— 409, 000 


— 494, 000 


1,411, 149 1, 489, 000 
—2, 722, 891 d —3, 571, 000 


—1,311, 742 


286, 456 
— 185, 872 


100, 584 


| $138, 000 $139, 000 
736, 000 733, 000 
104, 000 104, 000 
302, 000 302, 000 
| 327, 000 330, 000 
| 126, 000 130, 000 
| 36, 000 37, 000 
119 000 | 119, 000 
172, 000 | 73,000 
33, 000 | 33, 000 
Expenses 46, 000 46, 000 
Water: 
128, 564 132, 000 165, 000 
ioe os —107, 579 —119, 000 —125, 000 
—56, 795 —66, 000 —70, 000 
Electricity: 
inn Met — 897, 000 —915, 000 
Noncash revenue. —85, 000 —85, 000 
—181, 842 — 254, 000 
Real estate operations: | 
Housing: 
. 
ned —241, 000 — 253, 000 
NOt... — 91, 000 78, 000 
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Summary by subprogram—Continued 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 


Real estate operations—Continued 
Concessions and other rental property: 


$195, 639 $242, 000 $219, 000 
— 512, 570 — 574, 000 —618, 000 
—316,931|  —332, 000 —399, 000 
Housing land rental revenue. — 14, 636 —15, 000 —15, 000 
Total real estate operations: 
1, 893, 244 2, 087, 000 2, 039, 000 
—3, 435, 969 | —4, 216, 000 —4, 457, 000 
—1, 542, 725 —2, 129, 000 —2, 418, 000 
Hos 
1, 133, 690 , 200, 000 1, 190, 000 
—834, 684 —930, 000 —910, 000 

252, 941 225, 000 245, 000 
Total community operations: 

6, 153, 019 6, 843, 000 6, 836, 000 
—367, 400 — 450, 000 —444, 000 
General statement 

Population of Richland: 

Percentage of AEC and operating contractor employees Living in penne 3 Total 
Richland Richland 
Percent Percent Percent 


Net actual maintenance and onesating costs since the installation of the present 
cost accounting system in fiscal year 1948 and estimated revenue for fiscal year 
1954 and fiscal year 1955 are as follows: 


The above cost information indicates that substantial progress has been made 
to reduce the Federal subsidy in fiscal year 1955, despite changes in price and 
wage levels and increases in population. Even with the impact of the expansion 
program in fiscal years 1953, 1954, and 1955, net community costs have continued 
downward to the point where in fiscal year 1955 a net revenue of $468,000 is 
anticipated. The recent modification of section 9 (b) of the Atomic Energy Act 
which withdrew previous exemptions of the Commission’s contractors from pay- 
ment of various State taxes and license fees effective October 1, 1953, will probably 
add to Richland community costs an amount estimated at $12,000 for fiscal year 
1954, and $15,000 for fiscal year 1955. 
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Substantial improvements have been made in Richland community operations 
since fiscal year 1949 as shown by the accompanying table: 


Gross Gross Net 
community | community | community 
costs revenues costs 


$6, 112, 000 $1, 015, 000 
6, 563, 000 50, 000 1, 413, 000 
6, 536, 000 
6, 153, 000 
6, 843, 000 
6, 836, 000 


PROGRAM STATEMENT 


It is anticipated that the net expense of community operations will decline from 
$237,074 in fiscal year 1953 to a credit of $168,000 in fiscal year 1954 and to a 
credit of $468,000 in fiscal year 1955. Gross community costs are expected to 
increase $683,000 from fiscal year 1953 to fiscal year 1955; however, these increases 
will be offset by an increase of $1,388,000 in cash and noneash revenues. Cost 
and revenue increases reflect the changes that will be brought about by the 
estimated population increase from 26,000 in fiscal year 1953 to 28,000 projected 
in fiseal year 1955. It is important to note that despite a 7.7 percent increase 
in population from fiscal year 1953 to fiscal year 1955, the net costs will be 297 
percent less in fiscal year 1955 than in fiscal year 1953. 

Gross community costs increase approximately 12 percent from fiscal year 1950 
to fiscal year 1955, despite an approximate 22!4 percent General Electric wage 
increase, an approximate 10 percent increase in materials, and an 82 percent in- 
crease in school enrollment, and substantial increases in costs per pupil. 

Gross community revenues increase approximately 43 percent from fiscal year 
1950 to fiscal year 1955 for the following reasons: increase in rentals for Gov- 
ernment-owned housing and dormitories; increase in telephone and hospital rates; 
metering of electricity which has reduced costs and raised revenues; addition of 
1,000 private houses; and 80 percent increase in commercial facility revenue due 
largely to the fact that the number of commercial facilities has nearly tripled. 
It is evident that substantial cost increases have been nearly absorbed by econ- 
omies of operation, while increased revenues have eliminated the operating 
Federal subsidy. 

PROGRAM ASSUMPTIONS 


Richland community estimates for fiscal year 1954 and fiscal vear 1955, as shown 
herein, are based on the following assumptions: 

1. Sale or other disposition of improved or unimproved real estate may be 
undertaken as deemed feasible by the Commission. 

2. Legislation providing for complete disposal of community facilities and 
operating responsibilities at Richland is now under consideration. However, the 
fiscal year 1955 budget does not take into consideration community disposal. 
If Congress would approve a disposal program during its next session, it is entirely 
possible that at Richland, where enabling State legislation already exists, the 
residents could incorporate immediately. In this event, it would be necessary 
to submit a revised appropriation request for Richland for fiscal year 1955. 

3. Revenues from family housing and dormitories are predicated on an approxi- 
mate 26 percent increase effective October 1, 1953, over the rents and services 
currently in effect, or authorized by the Office of Rent Stabilization. 

4. Construction will be completed during fiscal year 1954 of a total of 1,000 
housing units under private sponsorship (title VIII of the National Housing Act), 
and a “municipal tax equivalent”’ revenue will accrue to the municipal subprogram 
for services rendered such housing. 

5. Average Richland population will increase from 26,000 in fiscal year 1953 to 
27,500 in fiscal year 1954, and 28, 000 in fiscal year 1955. 

6. Revenues from business concessions will be based on an estimated increase 
in the number of commercial facilities with the development of the uptown busi- 
ness area. 

7. Expenses for work preliminary to transferring municipal properties and re- 
sponsibility to a city government are not separately identified in these estimates, 
‘ut will be absorbed in general administration. 
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Statement of fiscal year 1955 requirements 
Municipal (net cost): 


Municipal costs for fiscal year 1954 and fiscal year 1955 will increase over fiscal 
year 1953 principally due to: The increase in Richland population occasioned by 
the completion of 1,000 privately constructed houses in ym year 1954; increased 
numbers of pupils from present housing; and increased school payments in fiscal 
years 1954 and 1955 over the fiscal year 1953 level because of increased costs in 
other a State first-class school districts. However, as indicated below 
it is estimated that per pupil and per capita costs will decrease slightly in fiscal 


year 1955: 
[In thousands of dollars] 
Actual | Actual | Actual | Actual | Aetual| Actual] | 
fiscal | fiseal | fiscal | fiscal | fiscal | fiscal fiscal | fiscal 
year | year year year year year year year 
1948 | 199 | 1950 | 1951 | 1952 | 1953 | T55t | oss 
Estimated population . _............- 15, 000 | 20,000 | 21, 500 | 22,000 | 23,000 | 26,000 | 27,500 | 28, 000 
Per capita costs: 
IRS Seria _...|$106. 37 | $86.22 | $66.77 | $68.15 | $59.36 | $50.85 | $51.34) $50.11 
0 0 0 1.32 2. 98 1,02 98 1.07 
106.37 | 86.22 | 66.77 | 69.47 62. 34 51.87 | 52.32 51.18 
Schools, average daily attendance_..| 3,635 | 5,391 | 5,200 | 5,582 | 6,002 | 6,299 | 7,799 7,977 
Cost per pupil, average daily attend- 
ance: 
$235. 44 |$244. 31 |$284. 45 |$303. 26 |$309. 12 |$297.86 |$264.77 | $292. 21 
$75. 61 |$113. 47 | $86.05 |$102. 35 |$103. 41 |$108. 39 /$116.43 | $109.31 


School costs to Atomic Energy Commission are in the form of payments to the 
Richland School District for operating and maintenance needs based on pupil 
enrollment as indicated in the following table: 
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Fiscal year 1953 | Fiscal year 1954 


Fiscal year 1955 


| 
Number 
of pupils Amount 


| | 
Number 
of pupils | Amount | 


Number 


of pupils | Amount 


Payment in lieu of local taxes: 


Net Richland 
North Richland 


Total payments in lieu of local taxes 
New pupil grants: 
Totals: 


Less 5 percent credit: 
Richland 


Net new pupil grants 


Total 
Richland 


679 | 65, 707 


5,917 | 572, 588 


| | 
5, 575 | $557, 000 
0 | —28,000 


5,575 | 529,000 | 


1, 062 
397 


282, 000 
105, 000 


363 
—185 

} 


1,459 | 387,000 
—332 
0 


—332 


—279 | —75,000 
—38 | —10,000 


—317 | —85, 000 | 


382 | 110,165 


207,000 | 
95, 000 | 


783 | 
359 | 


5, 532 


597, 987 
767 76 


7, 000 733, 000 


977 | 139, 000 


26,299 | 682,753 


7,977 872, 000 


1 Payments for pupils at North Richland are charged to construction through an overhead account. 
3 Number of average daily attendance pupils increased in fiscal year 1954 over fiscal year 1953 because of 


a simplified payment procedure for nonproject pupils. 


Instead of deducting the number of nonproject 


pupils, fiscal year 1954 procedure includes the pupils but deducts the local tax revenue received for the 


support of such children. 


3 The Richland School District is expected to absorb up to 5-percent increase in enrollment before any 
new-pupil grant is received. Failure to increase 5 percent does not result in a credit balance. 


Fiscal year 


Fiscal year 
1953 1955 


Fiscal year 
1954 


Payment schedule: 
Payment in lieu of local taxes. 
New-pupil grants 


A summary of pupils in average daily attendance and total payments is as 


follows: 
Community: Richland 


Fiseal year 1953 


Fiseal year 1955 


Fiscal year 1954 | 


Pupils 


Amounts 


Amounts 


Pupils Amounts 


AEC: 
Community program costs 
Construction program costs 


$736, 


| 
| 7,000 
172, 000 | 977 


Total AEC costs 
State funds, other Federal grants__- 
Lunch receipts, rentals, fees 


908, 000 
1, 157, 000 
7, 000 


Total school district funds____ 


1, 876, 233 


2, 272, 000 | 


Richland gross SR ES 5, 238 | $506, 881 6,637 | $796,000 
Less local tax revenues....__.....____- 0 0 0 — 63, 000 
5238.) 06, 6.637 | 733, 000 
| 77, 000 1.162 | 139, 000 
| °6,340 606,000; 7,799} 872, 000 
| 
294} 91, 106 105, 000 
North Richland.................. 4 19, 059 — 54, 000 
382 | 110, 165 | | 1,000 
| 0 0 00 
0 0 0 
Net: | 
204 | 91, 106 —154 | —45,000 
SS 1908 | 0 
| | 302, 000 | 
20 
North Richland 1, 162 | 172,000 | 
Total payments, School District | | 
240. 00 265. 00 | 290. 00 
Pupils — 
_...-| 5,582 | $597, 987 6, 637 | $733, 000 
767 84,766} 162 | 139,000 
| 6,209 | 682,753 | 7,799 7,977 872, 000 
0| 1,050, 480 0 0| 1,459,000 
0 143, 000 0 | 0 212, 000 
6,2) — 7,790 | 7,977 | 2, 548, 000 
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Fire costs increase from fiscal year 1953 to fiscal year 1954 and fiscal year 1955 
is explained by additional costs involved in operation of the new and larger 
— fire station, plus salary increases granted GE employees late in fiscal year 
1953. 

Conservation of health costs are reduced from fiscal year 1953 to fiscal year 
1954 and fiscal year 1955 because the school district will pay for nursing services 
formerly charged to the conservation of health activity. This decrease is largely 
offset by GE salary increases. 

Tax equivalent revenue from private housing partially offsets increases in 
1954 and 1955 due to GE salary increases. 


Utilities (net revenue): 


Bus net costs decrease from fiscal year 1953 level because of operation on a 
reduced schedule for 12 months of fiscal year’s 1954 and 1955 compared with 
only 9 months of fiseal year 1953, thereby resulting in anticipated reduction of 
almost $10,000 in costs in fiscal year 1954 and $11,000 in fiscal year 1955. 

Increased sale of water to new houses, North Richland camp and the 300 
area in both fiscal years 1954 and 1955 is offset in fiscal year 1955 because the 
irrigation canal will be charged only to the water activity as it will be then used 
solely for recharging the well fields and will not be used for irrigation in residential 
areas as is the present practice. 

Electricity costs and revenues in fiseal year 1954 and fiscal year 1955 will both 
increase over the fiscal year 1953 level because of increased usage due to expected 
normally severe winter conditions and increased number of customers. Revenues 
will increase somewhat more than costs. 

Steam costs and revenues will increase in fiscal years 1954 and 1955 over the 
fiscal year 1953 level because of expected normally severe winter weather in 
both years. Revenues will increase slightly more than costs. Steam operation 
is profitable only when a considerable portion of the winter months require 
more than minimum operation. 

Communications revenues increase in fiscal year 1954 because of an approximate 
10 percent rate increase effective as of April 1, 1954, and because of partial 
conversion to four-party service. Revenues will increase again in fiscal year 1955 
because of completion of an official exchange which will release about 800 lines 
for additional privately constructed housing, new commercial facilities, and the 
continuing backlog of 400 to 500 requests for service. 


Real estate operations (net revenue) : 


Housing costs increase in 1954 and 1955 because of GE salary increases and 
increased cyclical painting. There is a partially offsetting cost decrease from 
fiscal year 1953 to fiscal year 1954 because of substantial completion of the 
program for replacing bathtubs in wartime-constructed Richland houses. Costs 
decrease from fiscal year 1954 to fiscal year 1955 because of discontinuance of 
the relatively expensive irrigation system which was required for irrigation of 
some residential areas. Revenues increase because of the rent increases effective 
January 1, 1953, and October 1, 1953, which will be in effect for part of fiscal 
year 1954 and all of fiscal year 1955. 

Dormitories costs increase in fiscal years 1954 and 1955 over fiscal year 1953 
because of expected normally severe winter conditions in both years and a con- 
sequent substantial increase in steam costs. This increase is more than offset 
by an increase in revenue in fiscal years 1954 and 1955 based on the general 
estimate of increased population levels and rent increases as of January 1, 1953, 
and October 1, 1953. 

Concessions and other rental property costs decline from fiscal year 1954 to 
fiscal year 1955 largely because of completion of exterior painting of Government- 
owned commercial buildings. Revenues increase $61,000 in fiscal year 1954 
and $44,000 more in fiscal year 1955 over the fiscal year 1953 largely because of 
rapid development of the uptown business area. 

Housing land rental revenues from privately constructed housing will increase 
in both fiscal years 1954 and 1955. 


Hospital (net cost): 
Actual, fiscal year 1953 
Estimate, fiscal year 1954 
Estimate, fiscal year 1955 


Hospital net costs decrease from fiscal year 1953 to fiscal year 1954 because of a 
higher patient-day load resulting from a greater population in the area, and be- 
cause of a rate increase for room and board, operating and delivery room use, 
and anesthesia effective July 1, 1953. Estimated revenue increase will be approxi- 
mately $94,000 in fiscal year 1954 and $64,000 in fiscal year 1955 as a result of 
this action. Cash revenues also increase in fiscal year 1954 because of a higher 
patient-day load but decline $20,000 in fiscal year 1955 due to a lower patient-day 
load because of the completion of the construction program. 


Property disposal: 
Actual, fiscal year 1953 
Estimate, fiscal vear 1954 
Estimate, fiscal year 1955 


Property disposal expense costs are expected to be greater in fiscal years 1954 
and 1955 than in fiscal year 1953 because of costs incident to the sale of community 
odd-lot real estate in addition to normal program expenses. Current cost esti- 
mates for this activity are based on the assumption that full-scale disposal will 
not take place before fiscal year 1956. 


Los Atamos, N. Mex. 


Summary by subprogram 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiseal year 
1953 1955 


Municipal (net cost) | $1, 135, 680 $1, 338, 146 
Utilities (net —217, 057 — 248, 886 —259, 781 
Real estate (net cost) ‘ | —1, 307, 967 —1, 444, 316 —1, 494, 613 
Hospitals (net cost) | 261, 555 275, 104 275, 752 


Total net operating costs —127, 789 —111, 603 | — 140, 496 


COMMUNITY SUMMARY 


The town of Los Alamos, N. Mex., was created and is maintained for the sole 
reason of providing community facilities in support of the Los Alamos Scientific 
Laboratory. The size of the community is directly related to the total per- 
sonnel required by the laboratory in carrying out its weapons research and 
development mission, A comparison of laboratory employment and community 
population follows: 


Average | Average 
Average Los Alamos Average Los Alamos 
community Scientific || Fiscal year community Scientific 
population Laboratory || population | Laboratory 
employment i| employment 


| 
1, 200 1 Sees 12, 800 
1,602 |} 1953. 12, 700 
2,210 || 1955..... 13, 390 
2, 311 1 


Federal subsidy to this community has declined substantially. Beginning in 
fiscal year 1953, operating revenue from community facilities exceeded the 
related operating costs (less depreciation). 
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= 
8, 200 2, 765 
8, 643 | 2, 930 
10, 620 | 3, 965 

12, 000 
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Net actual operating and maintenance costs for the Los Alamos community 
since installation of the present cost accounting system in fiscal vear 1948 and 
estimated revenues for fiscal year 1954 and fiscal year 1955 are as follows: 


The major income-producing sources are the utilities and real-estate operations 
(housing and concessionaires). Utility and rental charges have in general been 
revised upward to comply with Public Law 547, 82d Congress. Pursuant to 
Bureau of the Budget circular A-45, the Los Alamos rates now conform to 
prevailing geographical rates. 

The hospital operation is anticipated to operate at a deficit until a higher level 
of utilization of the facility is realized. The medical center, during fiscal vear 
1953, changed from a clinic-type operation to a normal private practice method 
of operation and the physicians are currently building up their practice. An 
analysis of hospital inpatient usage indicates an increasing trend beginning in 
fiscal year 1952. 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 
Municipal: 
$71, 536 $81,025 $83, 300 
Schools: 
is dithaddspnconmhtndhbebdesnpesicadaseanpinsses 242, 438 351, 382 373, 282 
0 
242, 438 351, 382 373, 282 
Conservation of health: 
54, 319 52, 758 53, 421 
52, 982 51, 258 51, 921 
Fire protection and prevention..................-...---.-. 148, 242 174, 442 178, 669 
Ground maintenance and erosion control. ..............-.- 78, 788 90, 182 90, 182 
Civic activities: 
123, 315 108, 485 110, 393 
—5, 654 —9, 932 —9, 932 
117, 661 98, 553 100, 461 
8, 675 10, 543 10, 543 
Total municipal: 
on 1, 142, 671 1, 317, 927 1, 349, 578 
1, 135, 680 1, 306, 495 1, 338, 146 


STATEMENT OF FISCAL YEAR 1955 MUNICIPAL REQUIREMENTS 


The only significant cost increase in the municipal subprogram in fiscal year 
1955 occurs in the school category. An anticipated increase of 400 students in 
fiscal year 1955 over fiscal year 1954 will require an additional $22,000 in school 
funds. All other categories remain substantially the same. 


Estimate, 
fiscal year 
1954 


Estimate, 
fiscal year 
1955 


Utilities: 
Bus: 


Revenue 


Communication system: 
Expenses 
Revenue 


Gas: 
Expenses 
Revenue 


Total, utilities: 
Expenses 
Revenue 


$56, 732 
—12, 727 


$56, 164 
—13, 012 


44,005 | 


43, 152 


272, 560 
—348, 033 


300, 551 
—225, 399 


—75, 473 


75, 152 


716, 343 


1, 010, 304 
—1, 092, 346 


—82, 042 


719, 349 
—896, 609 


—177, 260 


—2, 752, 671 


2, 866, 077 
—3, 114, 963 


—3, 155, 857 


—217, 057 


— 248, 886 


—259, 781 


STATEMENT OF FISCAL YEAR 1955 UTILITIES REQUIREMENTS 


A slight increase in the utility net revenue reflects an increase in communications 
revenue. Other utility estimates vary slightly with usage forecast; however, no 


significant change is anticipated. 


Actual, 
fiscal year 
1953 


Estimate, 
fiscal year 
1954 


Estimate, 
fiscal 


$959, 281 
—2, 087, 909 


$889, 774 
—2, 130, 284 


—1, 128, 628 


—1, 240, 510 


140, 681 
—86, 487 


122, 987 
—81, 702 


54, 194 


41, 285 


372, 259 
—605, 792 


412, 909 
—658, 000 


414, 513 
—658, 000 


—233, 533 


— 245, 091 


—243, 487 


1, 472, 221 
—2, 780, 188 


1, 425, 670 
—2, 869, 986 


1, 430, 321 
—2, 924, 934 


—1, 307, 967 


—1, 444, 316 


—1, 494, 613 


2685 
1953 
| 
Steam: 
Real-estate operations: 
Total Real Estate Operations: 


2686 


STATEMENT OF FISCAL YEAR 1955 REAL-ESTATE OPERATIONS REQUIREMENTS 


An increase in net revenue from the housing operations is anticipated with fiscal 
year 1954 housing starting to be available for occupancy. The housing inerease 
is partially offset by an anticipated decrease in revenue from concessions. The 
merchants in Los Alamos have experienced a decline in the total volume of busi- 
ness conducted. 


Estimate | Estimate 


Actual fiscal | 
fiscal year fiseal year 
year 1953 | "1984 | 1955 

| 

Hospital: | 
—406, 244 —412, 190 | —412, 190 
261, 555 275, 104 275, 752 


STATEMENT OF FISCAL YEAR 1955 HOSPITAL REQUIREMENTS 


The Los Alamos Medical Center is the only medical facility in Los Alamos and 
provides all hospital and medical services. Salaried practice of medicine and 
dentistry was ended in fiscal year 1953. All physicians and dentists are now 
private practitioners and are currently establishing their practice. The hospital 
facility is not being fully utilized; however, there is an increasing trend in inpatient 
usage beginning in fiscal year 1952. It is not anticipated that the fiscal position 
of the hospital can be improved until a higher utilization is realized. 


Sanpia, N. Mex. 


Summary by subprogram 


Estimate Estimate 
Actual, fis- 
4 fiscal year fiscal year 
cal year 1953 1984 1955 
| 
$94, 047 $89, 825 $91, 500 
0|  —30, 606 | —30, 606 
Real estate operations (net cost) ...............--.-.-.-----.-- —166, 157 —204, 128 | —193, 912 
Tetal net operating costs.............--..-------------- —72, 110 | —144, 909 —133, 018 


COMMUNITY SUMMARY 


Sandia, N. Mex., constitutes a small community of AEC housing located within 
Sandia Base at Albuquerque, N. Mex. This housing is necessary in support of 
the Commission’s Sandia Laboratory. No new housing units have been con- 
structed since 1951 and no further community construction is planned. Rental 
and utility rates have been increased to those prevailing at Albuquerque to com- 
ply with Public Law 547, 82d Congress and Bureau of Budget Circular A—45. 
Revenue from Sandia community will probably reach its highest point in fiscal 
year 1954 and will be somewhat reduced in following years due to the age of build- 
ing and accompanying requirements for increased maintenance. 

Net actual operating and maintenance costs or revenues for the Sandia com- 
munity since installation of the present cost accounting system in fiscal year 1948 
and estimated revenues for fiscal year 1954 and fiscal year 1955 are as follows: 


Actual, | Estimate, | Estimate, 
fiscal year | fiscal year fiscal year 
1953 1954 1955 


Municipal: 
Conservation of health: 
Expenses 
Revenue 


Fire protection and prevention 

Roads and streets 

Ground maintenance and erosion control 
Waste removal 

Sewerage 


Civic activities: 


Total municipal: 
Expenses 
Revenue 


91, 500 
0 


Utilities: 
Water: 
Expenses. 
Revenue 


6, 373 6, 37% 
349 | —123 


Net......- 5,976 | 5, 976 


Electricity: 


Revenue —19, 224 | —19, 224 
| 


915 


Gas: | 
Expenses ; 22, 501 | 23, 440 23, 440 
db nap acs — 22, 501 | —35, 761 —35, 761 


Total utilities: 
Expenses 
Revenue 


— 30, 606 


Real estate operations: 


Housing: 
97, 521 129, 859 135, 842 
Revenue — 271, 639 —328, 763 | —328, 763 


—174, 118 —198, 904 | —192, 921 


40, 477 45, 392 
—32,516 | = —50, 616 | —50, 616 


7, 961 —5, 224 | —991 


175, 251 | 185, 467 
—379, 379 — 379, 379 


Expenses 


Total real estate operations: 
Revenue | 


| —166,157 —204,128 | —198, 912 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


Municipal costs are primarily a pro rata share of the Department of Defense 
cost of maintaining and operating the community governmental functions. 
These costs vary slightly from year to year. Prevailing geographical rates have 
increased the estimated revenue from utilities and real estate operations in fiscal 
year 1954. This increased revenue is projected through fiscal year 1955 except 
that higher maintenance of housing units has slightly reduced the net revenue. 


$6, 797 | $7, 500 | $7, 500 
0} 0 
SS 15, 447 | 2, 625 3, 000 
22) 148 | 35, 000 | 35, 000 
| 16, 903 | 21, 000 | 21, 000 
1, 169 | 1, 200 | 1, 500 
27, 663 | 18, 000 19, 000 
27, 663 | 18,000 | 19, 000 
Net... 0} 12,321 | —12, 321 
28,100 | 36, 728 | 36, 728 
Dormitories: 
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INCREASE IN REVENUE FROM COMMUNITY PROGRAMS 


Mr. Puiturrs. What I had in mind particularly on community 
operations was the increasing revenue from the community programs 
and your failure to dispose of a couple of communities we think you 
ought to sell into private ownership. 

r. NICHOLS. at we have tried to do on the community is to 
charge the going rate for services. That is really the reason we have 
been able to show a net. 

Mr. Puruurps. You are up to a net of a million and a half dollars. 

Mr. Nicos. Yes; we actually show now an income in our direc- 
tion of $1,048,000 in 1955, as compared to a deficit of $423,000 on 1954. 
So we have really gone up $1,500,000 in the right direction. 

Mr. Paturps. This, as you say, was due to rental increases at Oak 
Ridge and Santa Fe. 

Mr. Nicnots. In other words, we have adopted the policy to try to 
charge a comparable rate for similar services in those areas. That 
meant an increase of rents. 

Mr. Paiturrs. Now we come back to the old problem which we 
have with you and also with other agencies of the Government; that 
is, you do not show in this overhead, depreciation and the various 
figures which private owners have to show. 

Mr. Nicuots. Mr. Strauss, in his opening statement, made that 
clear, that we are not including amortization and interest on the 
investment, but it is income and outgo. That is why we still feel we 
should dispose of the communities. 

Mr. Jonas. Down in the third table on page 350, what accounts 
for your being way behind in 1953 at Oak Ridge? You show $1,200,- 
000 in 1953. 

Mr. McCarruay. That is cost in 1953 and 1954, and this is revenue 
in 1955. 

Mr. Nicuots. In other words, 1953 is a loss of $1,200,000, and in 
1954 the loss to the Government was $875,000; whereas in 1955 we 
expect to have an income of $280,000. So from 1953 to 1955 at Oak 
Ridge alone, we gained $1.5 million. 

r. Jonas. Just being a country boy, it is hard to follow this table. 

Mr. Nicuoxs. The minus in te 1955 request for appropriation, 
means a negative amount. 

Mr. Jonas. How do you say, then, you have a net improved condi- 
tion of $1 million, when you are only one hundred and some thousand 
below 1953? 

Mr. Nicwouts. You mean overall, or Oak Ridge? 

Mr. Jonas. Overall. In 1953 you lost $1,267,000. 

Mr. Nicos. I was comparing 1954. If you compare 1953 with 
1955, we show a net gain, in other words an improvement, of $2,300,- 
000. There is really quite a change here and for the first time we 
have an overall community setup on a net return, rather than an 
outlay of funds for operating expenses. 

I want to point out again that does not allow for interest or amortiza- 
tion, or ultimate replacement; it is operating income and outgo. 

I have no claim to credit for this. I think they had done an amazing 
job prior to my inheriting this job. 
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BUS FARES 


Mr. Puutuies. There are a couple of points, though, one of which 
the committee has been asking you about for several years. We 
still do not know why you do not get more bus fares. The Task 
Force report will be out, I hope, today. It is in the process of being 
mimeographed and you will have a copy of it, so this is a preview of 1 
or 2 things that you may run into. 

The first suggestion has to do with the Zia Co., which operates the 
Los Alamos bus service for approximately a $60,000 annual loss; 
that is, the revenues were $11,000 and the operating cost was $71,000. 
The Los Alamos office states the 10-cent fare was established on the 
basis of the Albuquerque fare. I do not know why we have to follow 
Albuquerque fares necessarily. Your list of salaries, and the per- 
sonnel lists, do not indicate that the people could not pay a higher 
fare there. But, even on that basis, Albuquerque fares were raised 
to 15 cents, but Los Alamos fares were not raised. It may be a small 
amount, but there is $5,000. 

Mr. Nicuous. I would say if you are claiming we should charge 
corresponding fares, I think you have a very good point. 

Mr. Puiwuirs. When you go to Hanford, I notice this, that free 
transportation of construction workers is furnished between Richland 
and the job sites, and no change is recommended by the committee 
in that, but there are 2 other bus services today in addition to the 
union contract; there are 2 other services that operate at a loss, 1 
between Richland and the industrial area with only a 5-cent fare, 
and the other is the village bus, which has a 10-cent fare, and we 
take a loss on that. 

The operation of the communities, in which I have been interested 
for 8 years, steadily, still looks as if you could get about a quarter of a 
million there by just putting your community operation on the basis 
of normal community operations wherever these people were living. 
You will get that out of this report. 

Mr. Nicuo.ts. What it would probably come to is, on the next go 
around for wage increases, that would be cited as one argument for 
a wage increase. 

Mr. Putuurps. Changing the fare is involved in the union contract 
on wages, just to take them to their work? 

Mr. Nicnois. At Hanford, the loss is essentially due to the fact 
you have to take part of the plant-operations cost and consider 
that a loss. We pool it. The $1,560,000 at the Hanford operation, 
is the charge to plant operation—hauling out to the job. 

Mr. Puiuurps. We are not suggesting any change there. 

Mr. Nicuous. I do not see how you get a quarter of a million 
dollars. 

Mr. Puruuirs. I get a quarter of a million dollars on the overall 
operations, including the cafeteria operations, and everything else; 
I do not get it on transportation alone. 

Mr. Nicnots. We had only $35,000 on community bus operations. 
One of the big items we have at Hanford is the hospital. 

Mr. Puiturps. If this statement is correct, it seems like a very 
exaggerated difference in bus fares. People living 10 miles from the 
center of Portland, Oreg., who go to work in the city pay a 25-cent 
fare. How much do you charge them—10 cents? 


2690 


Mr. Nicuoxs. That is for traveling around the city; is it not? 

Mr. Smyru. No, inside of Richland. 

Mr. Puiturrs. Between Richland and the industrial area you charge 
5 cents. 

Mr. Nicnous. We have always gone on the premise that the 
employees have no choice as to where they live and for safety we put 
the town away from the plants which, in some cases, is 35 miles away 
from where they work. 

Mr. Putuurps. According to the task force, if you increased the bus 
fare in the area to only 10 cents, and increased the village bus fare to 
20 cents, you would get $100,000 revenue. Do you believe that? 

Mr. Coox. Whenever you raise the fare, you reduce the number of 
people who ride and the net result is a reduction in revenue. 

Mr. Nicnoxs. Just like the Capital Transit here in Washington, 
where you charge yourselves out of revenue. 

Mr. Coox. We have raised the fare several times at Oak Ridge to 
conform with fares in the surrounding community for like service, and 
each time it has resulted in a decrease of revenue. 

Mr. Puruirps. At Idaho, you charge the bus to the reactor develop- 
ment program. 

Mr. McCarruy. That is correct. 


COST OF BUS SERVICE TO TREASURY 


Mr. Puruuies. And your net loss was $707,000 in 1952 and $523,000 
in 1953, or $1.25 million for the 2-year period. You have 1,200 
people and in this one case the Government subsidy is sufficient to 
buy each individual a new automobile every 3 years. 

(Discussion off the record.) 

Mr. Nicnots. I think on this type of thing you have to consider 
whether it is cheaper to allow us to subsidize the service, or to give 
an increase in wages. Certainly we have been subsidizing in the 
hope of avoiding some of these travel pay items, and if you get to the 
point of paying for travel status, it really costs the Government, 
particularly where you have these long travel times. Actually 
transporting the men free of charge, as long as you do not have to 
pay them for the time they have riding on the bus, is of far more 
so than any bus fare you could charge. 

Mr. Puitutps. I do not want to make an issue of this, but it sounds 
as if some money was going down a squirrel hole. 

I really do not want to make an issue of it, but I do want to come 
back to something that you will find every year in the hearings for 
the last 8 years that I have been on this committee, and that is, your 
cafeteria operation. 

Mr. Nicuots. Before we leave the buses, I will look into this and 
see if there is anything we can do to further improve the situation. 


OPERATION OF CAFETERIA 


Mr. Puiturps. I think that is all we can ask you io do. But you 
still insist on operating cafeterias at a loss and that was the first thing 
that attracted our attention to the operations of the Atomic Energy 
Commission. We did not know anything about atomic energy, but 
we did know something about cafeterias and roads and when we 
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found out what you were paying we began to look more closely into 
other things. 

Mr. Nicuots. We have been looking inio cafeterias and have made 
some advances. I know Savannah River is operated as a concession. 

Mr. Puituirs. The only two cafeteria operations which are 
operating profitably, those at Paducah and Portsmouth, are operated 
by concessionaires. You are actually subsidizing cafeterias at about 
$2,600,000 per year and we think that is $250,000 more than you 
ought to be spending. That is the kind of subsidy I am talking about. 

Mr. Nicos. Another argument for some subsidy—I am not 
arguing that we should not rty to reduce this subsidy, but I was 
checking it out in Chicago the other day and just found out what their 
problem was. They are making a great effort to balance income with 
outgo. They find they can do it for the luncheon meal, but then the 
question comes up should they run the dinner meal at a loss and then 
balance out; or is it more desirable to encourage some of those people 
to stay over and work and have a place to eat. If you do, then that 
means you will serve the dinner meals at a loss, because they will only 
serve a few dozen people, and you cannot operate a restaurant on that 
basis at a reasonable price and make a profit. 

Mr. Purtiirs. You are paying du Pont $24,000 a year to supervise 
the contractor who receives a fee for cafeteria management. I do 
not know whether that is an allowable item. 

Mr. Nicnots. Normal cafeteria practice of these contractors is to 
zum the cafeterias at a slight loss in most cases. Most companies 

n 

Mr. Puruuirs. J think that was all right in the days when workers 
had less income than they have today; but is that justifiable in a day 
when wages are considerably better than they used to be and living 
costs in places like these are not materially higher? Am I right? 
Then it would be normal. 

Mr. Nicuozs. I think most companies still try to have an attrac- 
tive eating place and, if they have a little loss, they write it off as part 
of good employee practice. In other words, they look at how do 
you get actually out of employees good productivity, and you get it 
in one way or another, and one of the jobs that we have is to know 
how to handle those people, and I think you had an illustration here 
the other day, when you do not know how to handle labor, what you 
get into. 

Mr. Puituips. Yes; but when you get a loss of $2,600,000, that 
looks to the subcommittee as if you were getting up into money. 
Anything over $1 million is a subsidy to us. 

Mr. Nicnots. We will continue to make every effort to bring these 
subsidies down to a minimum. 


HOUSING AT SAVANNAH RIVER PROJECT 


Mr. Puitirps. We had a hearing the other day on housing. It had 
nothing to do with the AEC, but in the course of the testimony one 
of the witnesses on housing had these pictures which he cut out of the 
Washington Post, I believe. J asked him to loan them to me. What 
about the Robins Trailer Group at Barnwell, S. C.? The caption 
says ‘These 1,600 units house 6,500 people” and the heading says 
“Atomic Energy has beds that nobody likes to lie in.” 

41872—54—pt. 3——42 
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Mr. Nicuots. Actually, they are not our beds but that contractors. 

Mr. Puiuuips. And here is one I guess at the same place, Barnwell. 
I guess they are all at Barnwell. 

r. Nicnoxs. I thought we covered that the other day. 

Mr. Jonas. No, only briefly. We started into it, and then I think 
you suggested we wait. 

Mr. Puruuips. And here is one that says— 

Bad guessing by Atomic Energy Commission plus a marriage of convenience 


between private enterprise and established local facilities have resulted in housing 
conditions considerably less than ideal. 


And the third one says— 


oe are closing out 3,000 of the beds in the controversial 4,500-bed housing 
project. 

Is this the project we have had testimony on before which was 
right across the road from private-enterprise housing? Is this the 
type of housing that the private-enterprise people are complaining 
about, because it was upsetting their rental schedule? 

Mr. Jonas. No. 

Mr. Nicnots. It is in the area nearby the Savannah River project. 

Mr. Puiturs. Mr. Jonas, do you want to inquire about that? 
That is down in your area of the country. 

Mr. Jonas. Mr. Cook, just tell us what the situation was down 
there and how we got into that difficulty. 

Mr. Cook. There are three articles involved here. 

Mr. Jonas. Irrespective of the articles, it is generally known that 
we took a terrific loss down there in housing, because nobody would 
occupy the housing after it was built. That is the general impression. 
I think the committee would like to have on the record a statement as 
to how we got into that situation. 

Mr. Cook. All right. I would like to cover it in three phases, if 
I may. 

On the housing provided for families, for permanent operating 
employees, the housing was provided under the provisions of the 
National Housing Act which is administered by HHFA. We advised 
them of our estimated requirements for operating employees and the 
schedules under which the housing would be required. They, in 
turn, under provisions of the Defense Housing and Community 
Facilities Act of 1951, arranged to have this housing constructed by 
private investors. 

Of the total number of units constructed in the area, including 
the requirements for the AEC project as well as the military reser- 
vation nearby, 2,863 of the housing units were assigned to the 
Commission for occupancy by Du Pont and Commission employees. 

On the housing units assigned to our program, we feel that the 
program worked out very well. As of December of last year, of the 
2,863 units assigned to us, there were only 9 vacant. Since that time, 
in January, the HHFA withdrew all controls on programed housing 
units in the Savannah River area except for those in North Augusta 
and Aiken, 5. C. At the present time on the controlled units that 
are assigned to our program there are only 20 units vacant. 

Although we have had no direct responsibility for the housing pro- 

m, it was in part based upon our estimated requirements and it 

as fulfilled those requirements very well. 
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Another phase of the program was construction of dormitories 
required for single employees for the construction program. There 
were 4,500 dormitory units constructed with a total capacity of 4,500 
beds in three different camps. On the dormitory program, the actual 
requirements did not agree with our estimate of our requirements 
and, as a result, I think the maximum number of units we had occupied 
at any one time 

Mr. Puiuures. Was it your estimate, or the contractor’s estimate? 
You spoke of it as ‘“‘your’’ estimate. 

Mr. Coox. It was an estimate prepared initially by the contractor 
Du Pont, and concurred in by us. Of the 4,500 units, the maximum 
occupancy developed was slightly in excess of 1,000. All told, we 
housed there a total of 6,400 different employees. Our estimate was 
based on previous experience encountered on other jobs as to the 
ratio of single employee requirements and family employee require- 
ments. 

When the peak of the requirements for the dormitory units was 
over, the contract was canceled under the provisions of the contract. 
There was a difference of opinion between the dormitory contractors 
and ourselves as to the amount of the claim. That claim is now under 
litigation and it is estimated that the maximum payment, including 
the cost of the rent rollback and the cost of occupancy guaranty and 
the termination payment will not exceed $2,800,000. The actual 
amount will be determined during the litigation that is now under 
way. We turned it over to the Justice Department for final settle- 
ment of the claim. 

Mr. Jonas. The claim is against whom? 

Mr. Coox. The claim is against the Du Pont Co., which is the 
prime contractor to the Commission, who has responsibility for the 
design, construction, and operation of the Savannah River plant. 

Mr. Jonas. How do you have a claim against Du Pont? Did not 
they call for bids according to your specifications? 

Mr. Cook. Yes; they did, but the invitation to bid and the con- 
tract that was finally entered into provided for a basis of settlement 
in the event the contract was terminated prior to the contract term. 

Mr. Jonas. Terminated by mutual agreement, or by one party? 

Mr. Cook. The contract provided for termination by Du Pont. 

Mr. Jonas. Well, did Du Pont terminate, or did AEC terminate? 

Mr. Cook. The contract was terminated by Du Pont. 

Mr. Jonas. Which contract? 

Mr. Coox. The contract between Du Pont and Lyle & Lang, who 
were the contractors selected to furnish the dormitory housing. 

Mr. Jonas. I do not follow that. The Commission wanted housing 
and you told Du Pont to ask for bids for the housing? 

Mr. Coox. This is not family housing; this is dormitory housing 
for single construction workers. 

Mr. Jonas. This is the so-called barracks project and trailer project; 
is that right? 

Mr. Cook. The trailer project is a separate one, under a different 
contract. 

Mr. Puriuurrs. This was expected to be housing primarily needed 
in Ni early part of construction, especially the dormitories, was 
it not 
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Mr. Cook. Yes, sir. It was intended to cover the early initia! 
requirements for housing for single workers and to provide housing 
through the time of employment for construction family workers. 

After that, we recognized even in the beginning, that the need would 
rapidly be over after the peak employment had been reached. 
eee Nicuoxs. This was to avoid places down there such as at Oak 

idge. 

Mr. Jonas. I do not understand wherein you have any claim 
against Du Pont. 

Mr. Cook. We do not. The claim against Du Pont is by Lyle & 
Lag who had a contract with Du Pont to construct, erect, and operate 

ousing. 

Pipe And while the project was underway, Du Pont can- 
celed it? 

Mr. Cook. After the need was over. 

Mr. Jonas. With your agreement? 

Mr. Coox. With our agreement. 

Mr. Nicuoxs. And that was to save money. 

Mr. Coox. And that was tosave money. We felt by canceling our 
contract-——— 

Mr. Jonas. You might save more money even if you had to pay a 
penalty, than to continue and undergo an increased cost? 


TOTAL COST OF SAVANNAH RIVER HOUSING TO TREASURY 


Mr. Coox. What it amounts to is to provide housing for approxi- 
mately 6,500 people during the course of construction. The total cost 
to the Government should not exceed $2.8 million. 

Mr. Jonas. This man MeMillan says that $3,888,000 is the figure. 

Mr. Cook. The figures I gave you are the figures on the more 
recent estimates. I believe that article is of some years ago. 

Mr. Jonas. 1952. 

Mr. Cook. Yes. 

Mr. Jonas. Was the figure $3,888,000 as a possible loss a fair 
estimate at that time? 

Mr. Cook. I do not know where he got those figures. 

Mr. Jonas. He also says this: 

The failure of AEC officials in the Savannah River operation offices to examine 
carefully two housing contracts which the agency underwrote, is going to cost the 
Nation’s taxpayers nearly $7 million. 

Would you care to comment on that? 

Mr. Cook. Yes. I assume that he is referring in that article to 
the contract between Du Pont and Lyles-Lang for the dormitories 
and the trailer contract between Du Pont—— 

Mr. Jonas. And Robbins. 

Mr. Coox. The Robbins contract for furnishing trailer camps for 
families of construction workers. I can cover that now if you wish. 

Mr. Jonas. Very well. 

Mr. Cook. In the contract with the Robbins Co., between Du 
Pont and the Robbins Co. for furnishing trailers for family employees, 
in total there were 4,000 units constructed. For the first 8 or 9 
months of operation, all available trailers were practically 100 per- 
cent occupied so during that period there was no payment by reason 
of vacancies, 
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Mr. Jonas. You guarantee 90 percent occupancy? 

Mr. Cook. We guarantee 90 percent of occupancy, yes. 

Mr. Jonas. You are referring now only to the family units? 

Mr. Cook. Yes. And for some months the trailer camps were com- 
pletely occupied; as employment, the total employment dropped off 
and the requirements for the total of 4,000 units dropped off, under 
the provisions of the contract, portions of the total were canceled. The 
way that worked, as portions of the units were canceled, the operation, 
under supervision of DuPont Co., sold the trailers and the income 
received from the sale of the trailers was credited to the contract. So 
that it is estimated by us that when all of the trailers are finally 
canceled out, the total net cost of providing housing to families of con- 
struction workers during the construction period, will be approxi- 
mately $7.2 million. 

Mr. Jonas. You mean loss? 

Mr. Cook. No, that is the cost. 

Mr. Jonas. I see. 

Mr. Cook. That is the cost of furnishing housing units for family 
workers required during the construction program. 

Mr. Jonas. Are you restricting this to family units, and eliminating 
the barracks and the trailers? 

Mr. Cook. I was covering each one separately. 

Mr. Jonas. This $7.2 million then, refers to family units? 

Mr. Coox. The total cost of furnishing housing for family construc- 
tion workers was—will be, approximately $7.2 million. The total cost 
of furnishing dormitory space for a single workers should not exceed 
$2.8 million. 

Mr. Jonas. I understood you to say a moment ago that you had a 
prospective loss of $2.8 million. 

Mr. Cook. No; that is the cost of furnishing dormitory housing. 

Mr. Puiuiips. Did you get anything for it physically? 

Mr. Cook. No. 

Mr. Puruures. Then why is it not a loss? 

Mr. Cook. That is the total net cost, including salvage value. 

Mr. Nicnots. I think, Mr. Chairman, we need to consider the 
initial cost, and I know it was my impression when I went down to 
the Savannah River project that the DuPont Co. had done a re- 
markable job in employee-relationships. In other words, they saw 
that roads were built into the area, and that housing was provided. 
Now, that balances against the cost of strikes and the cost of travel 
and all of the other items you normally add in to a contract. But the 
DuPont Co. believed that it is far better to put some of this money into 
providing comfort, both coming to and from work, and in housing, in 
lieu of paying them higher salaries and travel time, and we relied on 
their judgment and I think they have been very successful. They do 
that as a normal practice. 

Mr. Cook. They have had less loss of time due to strikes than any 
of our major construction projects. 

Mr. Nicuots. It is amazing, their labor relations. 

Mr. Smyrna. It is certainly normal, Mr. Chairman, on a big con- 
struction job, to build a construction camp of some sort. In effect 
what Mr. Cook is giving you is what it cost us to build the construction 
camp. 

Mr. Jonas. Are those barracks and trailers in use now? 
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Mr. Cook. The barracks are not in use. They have been—— 

Mr. Jonas. They have been dismantled? 

Mr. Coox. They have been dismantled and salvaged. 

Mr. Jonas. What are you receiving from salvage to balance against 
this $2.8 million? 

Mr. Cook. I do not have that information broken down; I can 
get it and furnish it for the record. 

(The information requested is as follows:) 

The salvage value of the barracks and the land on which it was located will 
range from $175,000 to $225,000 depending on the outcome of the present litiga- 
tion. In addition there is included in the maximum estimated net cost of $2.8 
million an expenditure by the Government for $152,000 worth of materials from 
one of the canceled barracks sites when the total estimated requirement of 7,500 
units was reduced to 4,500 units. This material was used by du Pont elsewhere 
in the construction of the Savannah River plant. 

Mr. Jonas. You have, I am sure you must have in mind, do you 
not, what the losses were on these barracks and trailers? 

Mr. Puiturps. The word “loss” Mr. Jonas, I think, can be properly 
applied—and I believe Dr. Smyth agrees too—to the barracks opera- 
tion, because that was judgment which turned out to be an error. 

Mr. Smyrna. That is right. 

Mr. Puiturps. Therefore, if you want to apply the word loss, it 
applies to the barracks operation. The operation of the trailer camp 
is presumably a normal construction operation to take care of the 
employees. Whether there is a loss involved raises the question of 
whether we built a lot more than we needed to build. 

Mr. Nicuots. We did that apparently in the case of dormitories. 

Mr. Jonas. I was trying to find out, and let the record show, what 
the situation is, to resolve all of these rumors. This Mr. McMillan, 
in the Washington Post has made the statement—some of which I 
have quoted and some of which the chairman has quoted—and here is 
another one I would like to quote where he says this: 

Although the AEC on discovering that something was wrong with the barracks 
for single men, then canceled 3,000 beds out of 7,500 as contracted for, the 
Agency was insisting in April that the 4,500 beds would be filled by July 1, but 
on that date, less than 1,000 beds were occupied, while the project payroll had 
been steadily rising to 37,000 workers. 

Now the point of this article by Mr. McMillan is that the barracks 
were erected in a remote spot, inaccessible to Augusta or any other 
community where recreation was available, and that single men 
simply would not occupy the barracks. And whereas you had con- 
tracted for 7,500 beds, less than 1,000 were occupied. 

Mr. Coox. Initially, our estimate was 7,500 beds. That, as I 
recall, was based on a peak employment of some 46,000 to 47,000. 
Our actual peak employment was some 38,000. 

When the construction started on these dormitory units, they were 
made in units of 1,500 beds each. During the course of construction, 
it was realized that our actual experience was not going to compare 
with our estimates, so under the option we had in the contract, we 
only constructed 4,500 units, which we then assumed would fulfill 
our requirements. As experience proved out, the 4,500 units were 
too many. 

Mr. Jonas. Did the 2,500 cost you anything? 

Mr. Cook. Yes, but let me furnish the amount for the record. 
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(The information is as follows:) 


The maximum cost to the Government for canceling the total contract from 
7,500 to 4,500 units is, according to the claim of the contractor, approximately 
$660,000. This amount, however, includes a cost of $152,000 for materials which 
DuPont purchased from the nonutilized Beech Island site and used elsewhere 
in the construction of the Savannah River plant. The maximum net cost there- 
fore might more accurately be estimated at $510,000 and may prove to be some- 
what less than this depending on the outcome of the present litigation. The 
above amount is included in the total estimated maximum cost of $2.8 million 
previously mentioned. 

Mr. Jonas. You had the option under the contract to do that? 

Mr. Cook. Yes. 

Mr. Jonas. Even though the 4,500 proved to be too many? 

Mr. Cook. Yes. 

Mr. Jonas. What is the maximum occupancy? 

Mr. Coox. The maximum occupancy at one time was slightly in 
excess of 1,000. 

Mr. Jonas. Were the entire 4,500 constructed? 

Mr. Cook. Yes. 

Mr. Jonas. And only 1,000 occupied? 

Mr. Cook. The total occupancy at any one time. Now, the reason 
for locating the three camps in different areas was to try to spread 
their impact among several communities and to locate them as near 
as possible to the construction project and cut down on travel time. 

Mr. Jonas. This writer, Mr. McMillan—and I do not know him, 
but he comments in this article about two other projects that he 
describes as waste, and that is the construction of some parks. Do 
you build parks at that reservation? 

Mr. Coox. There were provided in the reservation itself I think, 
three recreational areas, where the grounds were cleaned up and 
picnic tables put in, and also soft ball diamonds were laid out. We 
feel that those parks were very successful as a part of the employee 
relationships to the construction employees, and they were very well 
attended. 

Mr. Jonas. Are they in use now? 

Mr. Cook. Yes, they are. 

Mr. Jonas. They are still being maintained? 

Mr. Cook. Yes. 

Mr. Jonas. Now, Mr. McMillan says that the cost of construction 
of those parks came out of the concession fund. Is that true or did 
it come out of appropriated money? 

Mr. Cook. I think 

Mr. Puiuuips (interposing). I think the surprising thing here is to 
find the Washington Post is so critical of anything in the nature of 
Government spending. 

Mr. Cook. We have prepared an estimate of the cost if the Govern- 
ment had provided and operated the trailers under direct contract and 
we feel that, had this been done, the total cost to us would be approxi- 
mately the same as under the present contract between DuPont and 
Robinson. 

Mr. Jonas. When you speak of litigation, that is between the 
Lyles Co. and DuPont for damages for the cancellation of the dor- 
mitory contract 

Mr. Cook. Yes. 
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Mr. Jonas. Until that suit is settled, you will not know the actual 
dollar loss that will be on the project? 

Mr. Cook. We do know, the figures I quoted to you, includes the 
last offer on that point; we do expect the cost should not exceed that 
total amount. 

Mr. Jonas. $2.8 million? 

Mr. Cook. Yes. 

Mr. Parties. Let us run through as quickly as we can the part of 
the justifications we have not yet touched upon. I think we have 
just about come up to physical research, or had we done physical 
research? 

Mr. Nicuots. No, we were just starting that. 


PHYSICAL RESEARCH OPERATING COSTS 


Mr. Putuires. Can you go through ‘Physical research and 
biology’’? 

Mr. Nicnots. I can do that very quickly, Mr. Chairman and sug- 
gest those pages could go into the record. 

Mr. Very well. 

(The justifications are as follows:) 


PuysicaL Research PRoGRAM—OPERATING Costs 


Summary by category 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 
Isotope development, production, and distribution__........_. $501, 954 $400, 000 $400, 000 
18, 030, 060 18, 945, 000 20, 900, 000 
14, 319, 717 14, 659, 000 15, 450, 000 
Metallurgy and materials research. __............-..--....---. 4, 673, 063 4, 476, 000 4, 800, 000 
Mathematics and computations research..___.........-...---- 349, 104 170, 000 250, 000 
University training and cooperation... ._...........-.---2.--.- 503, 659 250, 000 200, 000 
Research reactor and accelerator operations (net of amounts 

38, 401, 571 38, 900, 000 42, 000, 000 


PROGRAM SUMMARY 


The physical research program comprises experimental and theoretical investi- 
gations carried on under contracts with independent institutional laboratories 
throughout the United States and in Government-owned laboratories. The 
aims of the program are: (1) To increase basic knowledge in specific areas so 
as to provide a foundation for future developments in the use of atomic energy, 
(2) to gather the data needed for more effective engineering design of reactors, 
weapons and associated equipment, and (3) to make technical evaluations of 
possible new processes and devices in the atomic energy field. The work under 
contracts with educational institutions has been the main source of highly 
trained scientific personnel for the other programs of the Atomic Energy Com- 
mission and the advances made under these contracts in fundamental science 
have been the foundation of many recent technological advances. This program 
has substantially strengthened the ability of the universities to make these con- 
tributions and it is an important factor in the scientific and technological strength 
of the Nation, 

The financial levels provided in the 1955 estimates for the physical research 
program reflect economies achieved in the continuing activities, and a minimum 
requirement for new projects. In order to provide for urgent or exceptionally 
promising new projects and other program adjustments, many currently supported 
activities have been cut back in fiscal year 1954 and will be further reduced in 
fiscal year 1955 by about 5 percent. In general, research looks even more reward- 
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ing than in the past; and capable manpower is available to carry on the program 
at the levels indicated. The requested increase of $3,100,000 will provide for 
research programs utilizing new facilities constructed with prior appropriations 
and will permit some expansions in particularly promising areas. 

The significant increases over fiscal year 1954 are the following: 

Item Amount of increase 

eo ong of new facilities $1, 005, 000 

uclear physics program jointly financed by Office of Naval Research 350, 000 
Additional work to combat corrosion in reactor systems 139, 000 
Properties and materials at low temperatures 
Isotope separation improvement 


Classified project ‘‘A”’ 
Classified project “B” 


Process chemistry, and other chemical program requirements 


Mathematics research 


Isotope development, production, and distribution 


Actual, fiseal 
year 1953 


Estimate, 


Estimate, 
fiscal year 
1955 


1. Radioisotopes (net) 
2. Stable isotopes (net) 
3. Isotope research and development 


—$108, 949 
411, 389 
199, 514 


—$143, 000 
333, 000 
210, 000 


501, 954 


400, 000 


requirements 


Fiseal year Fiscal year Fiscal year 
1953 1954 1955 


—$143, 000 


1, 275, 000 
—375, 000 
—1, 043, 000 


In fiscal year 1953, for the second consecutive year, revenues have exceeded 
production costs. The radioisotope pricing policy study completed in April 
1953 by Stanford Research Institute shows that the radioisotope production 
program is not being subsidized. 

During 1955 1,500 to 2,000 curie quantities of cesium 137, strontium 90, and 
cerium 144 will be produced on a semiworks scale (for industrial and medical use). 
Funds for a multicurie fission products plant capable of producing larger quantities 
are budgeted under plant and equipment. 


Fiscal year | Fiscal year | Fiscal year 
1953 1954 1955 


$411, 389 $333, 000 $333. 000 


421, 539 400, 000 400, 000 
—10, 150 —67, 000 —67. 000 


These isotopes have a vital role in the Atomic Engery Commission research 
program. Four calutrons at Oak Ridge National Laboratory are used for sepa- 
rating and concentrating stable isotopes. Electromagnetically concentrated 
isotopes are loaned for research at a service charge of $50 per sample. During 
1953, 14 elements, yielding 68 enriched isotopes were processed in the calutrons. 
Platinum, paladium, and the inert gases were the principal new elements processed. 


Termination of fellowship program in physical sciences__.__........ —50, 000 
| 
1954 
Statement of fiscal year 1955 
—277, 093 —375, 000 
2. Stable isotopes (Net) 
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More than a kilogram of 95-98 percent gadolinium was produced in fiscal year 
1953. To provide rare earths as source materials for the calutrons extraction 
methods have been developed for erbium, yttrium, and other elements from rare 
earth ores. 

In fiscal year 1954 and fiscal year 1955 inventories will be replenished with 
isotopes most used. Production rates and isotope purity will also be improved. 
Research will continue toward separation of all elements in the periodic table. 
New rare earth isotopes will be added to the inventory. Receipts from sales of 
helium-3, deuterium and other stable isotopes produced by other methods are 
applied to defray costs of electromagnetically produced stable isotopes. 


3. Isotope research and development: 


The aim of radiosisotope research and development is to improve product 
quality, to obtain a larger variety of radioisotopes, and to reduce costs. The 
production and processing of each isotope presents an individual problem. 

During fiscal vear 1953 a method of separating fission products from waste 
solutions was developed and multicurie quantities of cesium 137 and strontium 90 
were processed. Very pure rare earths were obtained from fission products by 
a new method utilizing steam-heated ion exchange columns. A simple process 
for purifying sulfur was developed for the production of radioactive phosphorus. 
The properties of europium were studied for possible use in teletherapy units. 
Mechanical manipulators were improved for handling cobalt 60 and to speed the 
chemical processing of short-lived radioisotopes. 

In fiscal year 1954 the precipitation and extracting processes for rare earth 
fission products and iron 59 will be improved. A new extraction process for waste 
solutions is being tested on a semiworks scale and a process for purifying strontium 
90 is being improved. A 1,500-curie cesium 137 source is being fabricated for 
medical research at ORINS. 

In fiscal year 1955 research will be concentrated on improving processes for 
refining and producing materials for irradiation. Design studies will be com- 
pleted for the multicurie fission-product plant. 

Under the technical cooperation program with Canada and the United Kingdom, 
radioisotopes and irradiation services are exchanged between countries. Approxi- 
mately $10,000 per year is required under this activity. 


Physics research 


Estimate Estimate 

year 1953 fiseal year 
$13, 996,348 | $14, 403, 000 $15, 523, 000 
4, 033, 712 4, 542, 000 5, 377, 000 
18, 030, 060 18, 945, 000 20, 900, 000 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


The physics program consists of research projects carried out on site at 5 
national laboratories, and off site at about 50 universities or other private- 
research institutions. Approximately 60 percent of the funding for the program 
is for the national laboratories at Ames, Argonne, Brookhaven, Oak Ridge, and 
the University of California and about 40 percent for the off-site program. A 

rtion of the off-site program is carried on in cooperation with the Office of Naval 

esearch through the ONR/AEC joint program. About three-quarters of the 
total physics-research program is PP ave toward the acquisition of fundamental 
knowledge in fields related to the atomic-energy program. The remaining quarter 
is on problems of immediate interest to the Commission related to the production, 
reactor development, and weapons programs. 

The major emphasis in fundamental research is on high energy nuclear physies 
(i. e., studies of nuclear forces and the properties of fundamental particles) and in 
the properties and structure of nuclei throughout the periodic table. Both of 
these fields utilize various types of particle accelerators ranging in their energy 
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output from the 6 billion electron volts of the proton synchrotron (Bevatron) at 
Berkeley to a few hundred thousand volts from numerous electrostatic generators. 
Various investigations in ultra high energy cosmic ray physics, solid state physics, 
and atomic and molecular physics are also carried on to increase knowledge in 
these relevant areas. Of immediate use in the program are investigations of the 
properties of the fissionable isotopes and measurements of the absorption and 
scattering of neutrons by selected nuclei. This work also leads to a better under- 
standing of the interactions of neutrons with nuclei and is fundamental to reactor 
and weapons engineering. Research is also done on new and improved methods 
of isotope separation, and on the development and use of particle accelerators. 
Classified projects are also included in the physics program. 

The physics program may be broken down into the following major areas of 
activity: 


Estimate, Estimate, 


Increase or 
fiscal year decrease 


$602, 000 +$75, 000 
6, 231, 000 +660, 000 
6, 553, 000 +385, 000 

000 

. Neutron physics, applied 2, 378, 000 
. Solid state and low-temperature physics: 
Applied 94, 000 
. Atomic and molecular physics: 


470, 000 
328, 000 
426, 000 | 


1, 131,000 
. Classified project A, applied......................-.-...2-- | 1,010, 000 | +600, 000 


| 18,945,000 | 20,900,000 | +1,955, 000 


. Cosmic radiation: 

Basic: | 
University of California Radiation Laboratory - -- 
ONR/AEC joint program....................... 

Other off-site 


This work includes research on the nature and origin of primary and secondary 
cosmic-ray particles and interactions between cosmic rays and other particles or 
nuclei. Cosmic radiation has long been a source of the highest energy particles 
available to physicists for study. Events have been observed involving particle 
energies at least 100,000 times greater than those which would be produced by the 
largest accelerator now planned. Of particular interest are the various types of 
mesons which are produced in these interactions. These fundamental particles, 
most of which were initially discovered through cosmic-ray studies, are believed 
to be responsible for binding together the nucleus in a way which is not yet under- 
stood. Studies in this ultra-high energy region continue to provide new informa- 
tion on the frontier of knowledge of nuclear forces and the nature of matter. 

The increase of $75,000 over the fiscal year 1954 estimate is to restore the 
ONR/AEC joint program to the fiscal year 1953 level. 


Estimate, Estimate, 


Increase or 
fiscal year fiscal year 
1 1955 decrease 


B. High energy accelerator physics: 
Basic: 


Brookhaven National Laboratory $1, 187, 000 
University of California Radiation Laboratory -..- il, 2, O11, 000 
ONR/AEC joint program , 208, 1, 383, 000 
Other off-site | . | 1, 650, 000 


A 
B 
C 
I 
E 
F 
G. Isotope separation, applied 426, 000 
H. Design and development of accelerators: | 
I 
A 
409, 000 | 484,000 | +75, 000 
Total cosmic radiation. 527,000 | 602, 000 | +75, 000 
| | 
+$75, 000 
| +350, 000 
} +175, 000 
+60, 000 
Total, high-energy accelerator physics_.-.-------| 5, 571, 000 | 6, 231, 000 +660, 000 
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Included under this caption are the studies of nuclear reactions, nuclear forces, 
and fundamental particle interactions using particles accelerated to energies above 
the meson threshold. The basic laws of force governing the interaction of elemen- 
tary nuclear particles, or groups of nucleons, are still not understood. The nature 
of these forces, and hence, the question of nuclear binding, constitutes the central 
pon in nuclear physics today. Major advances have been made in the past 

ew years in sorting out the experimental facts associated with elementary particle 

interactions using high-energy particle accelerators. Some of the known mesons 
(or subnuclear particles) which appear to play an important role in nuclear force 
fields, can be produced under controlled conditions by the high-energy accelerators 
which are financed as a part of the Commission’s physics-research program. 

The fiscal year 1955 estimates include: (1) An increase of $175,000 to restore 
the ONR/AEC joint program to the 1953 level; (2) increase for operation of new 
or modified machines at Brookhaven ($75,000), Berkeley ($350,000), and Cali- 
fornia Institute of Technology ($60,000). 


Estimate Estimate 
Increase or 
decrease 
C. Nuclear structure: 
Basic: 
Argonne National Laboratory 958, 000 
Brookhaven National Laboratory - - 809, 000 884, 000 +$75, 000 
Oak Ridge National Laboratory... 1, 198, 000 
University of California Radiation Laboratory 751, 000 | 
ONR/AEC joint 701, 000 801, 000 +100, 000 
Other off-site. 1, 614, 000 1, 824, 000 +210, 000 
6, 168, 000 6, 553, 000 +385, 000 
Applied: 
Argonne National Laboratory 114, 000 
Oak Ridge National 686, 000 
Subtotal, 800, 000 | 800,000 
Total, nuclear structure. 968, 000 | 7, 353, 000 +335, 000 


The basic work includes studies of nuclear binding, properties of ground and 
excited states of nuclei, basic neutron physics, and studies of nuclear scattering 
and reactions below the meson threshold. A knowledge of the properties of stable 
and excited nuclei is necessary to develop and refine theories of nuclear forces and 
nuclear structure.’ The investigations are carried out by bombarding nuclei 
with relatively low-energy particles produced by accelerators or reactors and by 
observing the decay products and radiation resulting from the disintegration of 
natural or artifically produced radioactive elements. 

In terms of manpower and effort nuclear structure is the largest and it is the 
most productive field of nuclear physics. The Atomic Energy Commission 
finances directly or jointly with the Office of Naval Research 46 off-site projects 
in the field of nuclear structure at an average annual cost of about $50,000 each. 
More data is needed in this field in order to improve the empirical and theoretical 
prediction of the properties of nuclei and to test refinements of modifications of 
current nuclear models. An increase of $100,000 is provided to restore the 
ONR/AEC joint program projects to the 1953 level, and other increases are for 
operation of new machines or those not fully funded in fiscal year 1954 at Brook- 
a1 ($75,000), Minnesota ($80,000), Northwestern ($30,000), and Michigan 

100,000). 

The applied portion of the program includes properties of ground and excited 
states of selected nuclei, experiment and theory of the rare earths and fissionable 
isotopes, energy—and angular—distribution of decay products and short-lived 
fission product activities and studies of the nitrogen-nitrogen interaction. 

This activity includes work with the Van de Graaff, 63-inch cyclotron and 
nuclear-instrument development at Oak Ridge. Additional work on the nuclear 
properties of the rare earths and of fissionable and fusionable isotopes is also 
provided for. 


} 


Estimate, Estimate, 
fiscal year fiscal year 
1954 1955 — 


D. Neutron physics: 
Basic neutron physics is included in activity C, 
nuclear structure: 
Applied: 
Argonne National Laboratory 
Brookhaven National Laboratory 
Oak Ridge National Laboratory . 
Off-site 655, 000 


2, 143, 000 


Included here are measurement of cross-sections, and energy and angular 
distributions of the interactions of neutrons with nuclei as required by the reactor 
weapons, and other programs. 

The increase in fiscal year 1955 is required to (1) bring into operation the high 
precision neutron velocity-selector being built at Yale University; (2) bring into 
operation the five Mev Van de Graaff which is being installed at Columbia 
University; and (3) permit the full utilization of the CP—5 research reactor at the 
Argonne National Laboratory. 


Estimate, Estimate, 
fiscal year fiscal year 


E. Solid ate and low temperature physics: 
asic: 
Ames Laboratory 
Argonne National Laboratory 
Brookhaven National Laboratory 
Oak Ridge National Laboratory 
Off-site 


Subtotal, basic 


Applied: 
Argonne National Laboratory 
Brookhaven National Laboratory 


Subtotal, applied 


Total, solid-state and low-temperature physics - - 


Studies of the structure and physical properties of matter under various condi- 
tions of temperature and pressure are included here. Solid State physics includes 
studies of structural arrangement of atoms in solid matter, magnetic lattice 
arrangement, plastic properties of metals as manifested in lattice distortions, 
order-disorder phenomena; radiation effects on solids including phase changes, 
electrical, magnetic, mechanical, and optical properties. Low temperature 
physics involves studies of the properties of matter (for example, superfluidity, 
superconductivity) at temperatures which are low enough to test the quantum- 
mechanical theories of the structure of matter. 

In response to the Commission’s increasing demands for materials which resist 
radiation, corrosion, and high temperature, an increased effort without additional 
funds will be made to improve the general understanding of solid state physics. 

The applied program included studies of the structure and physical properties 
of matter under various conditions of temperature and pressure; studies of 
radiation effects and other solid state properties of reactor materials such as 
graphite and the rare earths, and properties of crystals used in radiation detection 
instruments. 

Studies will be continued at the fiscal year 1954 level on the behavior of crystals 
and other solids at high and low temperatures and pressures. 


} | 

$495, 000 +$65, 000 

: 825, 000 | +170, 000 

Total, neutron | 2, 378, 000 +235, 000 

1954 } 1955 decrease 

$157,000 $267, 000 

43; 000 43,000 
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Estimate Estimate 
4 Increase or 
fiscal year fiscal year 
1984 1985 decrease 
F. molecular physics: 
Argonne National 268, 000 
ak Ridge National Laboratory... ................ 34, 000 
versity of California Radiation Laboratory 23, 000 
NR/AEC joint program - 32, 000 
Oak tee National Laboratory................... 288, 000 
Total, atomic and molecular physies............- 798, 000 oe 


Spectroscopy at optical, microwave and radio frequencies, mass spectroscopy, 


range-energy, measurements, etc., 


are included under this caption. 


The applied 


program includes analytical serv ices and certain developments of fast electronic 


circuits and systems for radiation detection. 
year 1955. 


No increase is budgeted for fiscal 


Estimate Estimate 
Increase or 
fiscal year ear 
1984 1986 decrease 
G. Isotope separation: 
Applied: 
Oak ‘Ridge National $426, 000 


The narrative pertaining to this activity is included in the classified portion of 


the justification material. 


Estimate Estimate 
Increase or 
fiscal year fiscal year 
1984 1985" decrease 
H. ore ~ and development of accelerators: 
asic: 
Brookhaven National $591, 000 
University of California Rediation Laboratory 540, 000 ane 
Applied: 
Oak Ridge National Laboratory. --..........-...- 146, 000 146, 000 
Total, design and development of accelerators... 1, 472, 000 A, 49%, 


The narrative pertai 
of the justification materi 


— to this activity is included in the classified portion 


Estimate, Estimate 
| Increase or 
fiscal year fiscal year 
1984 1955 decrease 
win Ridge National Laboratory - -........-..-.----- $60, 000 $72, 000 +$12, 000 
_ 350,000 800, 000 +450, 000 
Total classified project A............--.---..----- 410, 000 1, 010, 000 +600, 000 


1. 
2. 
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The narrative pertaining to this project is included in the classified portion 
of the justification material. 
Chemistry research 


| Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 


1. Basic $7,085,662 | $7,284,000 | $7, 418,000 
2. Applied chemistry } 7, 234, 058 7. 375, 000 8, 032, 000 


14, 319, 717 | 14, 659, 000 15, 450, 000 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


The chemistry research effort has a two-fold objective: (1) To provide a 
continuing flow of fundamental chemical information in fields related to all aspects 
of the Commission’s operation; and (2) the translation of fundamental information 
into more efficient and economical processes or techniques applicable to the raw 
materials, production, reactor, and military application programs. These two 
aspects of the chemistry research effort, the basic and the applied, must be main- 
tained in proper balance: the conception and development of new and improved 
chemical processes applicable to Commission operations depends on the vigor 
and productivity of the basic research program. On the other hand, the applied 
program, in addition to developing improved operations, serves to orient and 
give purpose to the basic program. 

While an applied chemistry activity is usually aimed at a particular Commission 
operation, e. g., the development of a separations process for irradiated uranium, 
basic chemistry research is in most cases pertinent to many Commission opera- 
tions. For example, a knowledge of the fundamental chemistry of uranium is not 
only necessary to the conception and development of that particular separation 
process, but may lead to more efficient operations in the processing of uranium 
ores, in the development of homogeneous reactor solutions, and in any Commission 
activity involving chemical treatment of uranium-containing materials. 

The chemistry program is broken down in the following major areas of scientific 
activity: 


Estimate, Estimate, 


fiscal year fiscal year Increase or 


decrease 


separation studies: 


. Raw materials, applied 
. Classified project “‘B’’: 


| 1954 | 1955 
| 
$197, 000 $224, 000 +$27, 000 
340, 000 516, 000 +176, 000 
B. Separation process chemistry: 
2, 616, 000 2, 696, 000 +80, 000 
C. Radiation chemistry and reactor materials: 
dees 832, 000 957, 000 +125, 000 
96, 000 109, 000 +13, 000 
380, 000 569, 000 +189, 000 
F. Analytical and laboratory services: 
G. Nuclear, hot atom, and radiochemistry: 
2, 157, 000 2, 248, 000 +91, 000 
H. Physical and inorganic chemistry: 
2, 373, 000 2, 346, 000 —27, 000 
166, 000 253, 000 +87, 000 
I. Organic chemistry: 
14, 659, 000 15, 450, 000 +791, 000 
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Estimate Estimate 
Increase or 
fiscal year year 
1954 1955 decrease 
A. separation studies: 

Brookhaven National Laboratory - ...............- $130, 000 $140, 000 +$10, 000 
67, 000 84, 000 +17, 000 

Applied: 

Oak Ridge National Laboratory_..............-... 140, 000 190, 000 +50, 000 

340, 000 516, 000 +176, 000 
Total, isotope separation studies____.._...._.__.. 537, 000 740, 000 +203, 000 


The narrative pertaining to this activity is included in the classified portion of 


the justification material. 


Estimate 


Estimate 


Increase or 
decrease 
B. ee process chemistry: 
_ of California Radiation Laboratory - - -- $91, 000 $90, 000 —$1, 000 
59, 000 90, 000 +31, 000 
Applied: 
156, 000 136, 000 — 20, 000 
Argonne National Laboratory_...............-.-.- 192, 000 216, 000 +24, 000 
Brookhaven National Laboratory. 297, 000 5, 000 +298, 000 
Oak Ridge National Laboratory..................- 1, 883, 000 1, 618, 000 — 265, 000 
88, 000 131, 000 +43, 000 
Es Ziseninagadsnncandneihimbinaes 2, 616, 000 2, 696, 000 +80, 000 
Total, separation process chemistry -. ..........- 2, 766, 000 2, 876, 000 +110, 000 


The narrative pertaining to this activity is included in the classified portion of 


the justification materials. 


Estimate, Estimate, 
fiscal year | fiscal year | [crease or 
1954 1955 decrease 
Cc, —_—~ chemistry and reactor materials: 
asic: 
Argonne National Laboratory---.............-...- $443, 000 $443, 000 |..........--.. 
Oak Ridge National 235, 000 
University of California Laboratory -- 42, 000 
Subtotal, basic. 1, 120, 000 
Applied 
pe National eee ee 750, 000 726, 000 —$24, 
Ridge National Laboratory.............--...- , 000 204, 000 +149, 000 
832, 000 957, 000 +125, 000 
Total, radiation chemistry and reactor materials. 1, 952, 000 2, 077, 000 +125, 000 


The stability at high temperatures and under irradiation of various materials 
for reactors of all types continues to be a major problem. Prevention, or adequate 
handling, of the decomposition of aqueous systems in homogeneous reactors is one 
example of a problem in which our know ledge of the fundamental nature of the 
effects needs to be extended. The basic program will continue at its current level. 


SS 
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In the applied program, the more promising fuel solutions for use in homo- 
geneous reactors will be evaluated. Emphasis in fiscal year 1955 will be on studies 
of hydrolytic equilibria in aqueous solutions at high temperatures, on the kinetics 
of inorganic liquid phase reactions at high temperatures, and on nonaqueous 
fuel media. The effects of radiation on fuel media will be examined so that with 
a better understanding of their nature the undesirable effects can be minimized. 
Most of this increase reflects mounting importance of high temperature process 
studies. The effects of all types of reactor radiations on reactor moderator 
materials will continue to receive study, and research will continue on the multi- 
plicity of nuclei formed in fission. 


Estimate, 
fiscal year 
1954 


Estimate, 
fiscal year 
1955 


Increase or 


D. Raw materials: 
Applied: 

Argonne National Laboratory | K 71, 000 

Oak Ridge National Laboratory. 587, 000 

Offsite 975, 000 | 975, 000 


1, 664, 000 


The narrative pertaining to this activity is included in the classified portion of 
the justification material. 


| 

| Estimate, | Estimate, 
| fiscal year | fiscal year Increase or 
| 


1954 decrease 


E. Classified project B: | \ 
sic: University of California Radiation Laboratory $96, 000 | $109, +-$13, 0 


Applied: 
Argonne National Laboratory 338, 000 +67, 000 


Subtotal, applied _- 


569, 000 | +189, 000 


Total, classified project B : 000, 678, 000 +202, 000 


The narrative pertaining to this activity is included in the classified portion of 
the justification material. 


| Estimate Estimate 
fiscal year fiscal year 
1954 1955 


Increase or 


F, and laboratory services: 


asic: 
Ames Laboratory 
Brookhaven National Laboratory 
Oak Ridge National Laboratory 
of California Radiation Laboratory - - - 
Offsite 


Applied: 
Ames Laboratory 
Argonne National Laboratory -_- 
Ridge National Laboratory 


Subtotal, applied 1, 065, 000 | 


Total, analytical and laboratory services........-| 1, 883, 000 


| 


41872—54—pt. 343 


decrease 
f 
) 
= 
| 
decrease 
| $158, 000 
11, 000 
519, 000 519, 000 
|, 883,000 
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This activity includes chemical and instrumental analyses which are indispen- 
sable in any chemical research and development laboratory. Also included in 
this activity is the field of health chemistry, devoted to the development of safe 
car and equipment for performing experiments with hazardous radioactive 
materials. 

Basic studies in this activity include the development of new and more efficient 
or more safe methods of chemical analysis, the development of improved instru- 
ments for radioactivity measurements, and the development of new types of 
remote control equipment, dry boxes, etc. These types of research are particu- 
larly necessary in the atomic energy program, because of the radioactive materials 
used, the unusual difficulties resulting from contamination, and the frequent need 
to work with microscopic quantities. 

The applied work represents the application of those techniques, instruments, 
and equipment, which are already available or have been developed in the cor- 
responding basic program to the analysis and control of the other chemistry re- 
search and development programs. Chemical, spectrographic, radiometric, 
crystallographic, and remote-control techniques, services, and equipment are 
supplied to the investigators. No increase is requested in this activity. 


Estimate Estimate 
Increase or 
fiscal year fiscal year 
1954 1985 decrease 
a, Nucker, hot atom, and radiochemistry: 
c: 
$106, 000 $97, 000 —$9, 000 
Argonne National Laboratory...............-...-- 593, 000 573, 000 —20, 000 
Brookhaven National Laboratory. _.............-- 370, 000 432, 000 +62, 000 
University of California Radiation Laboratory. . -- 553, 000 607, 000 +54, 000 
535, 000 539, 000 +4, 000 
2, 157, 000 2, 248, 000 +91, 000 
Applied: 
Oak Ridge National 234, 000 
Total, nuclear, hot atom, and radiochemistry....| 2,401,000 | 2, 492, 000 +91, 000 


This activity includes identification and determination of the nuclear properties 
and formation processes of the radionuclides produced by nuclear reactions in 
particle accelerators and reactors. Hot-atom chemistry—the study of the effects 
of nuclear transformation on the chemical state of the elements undergoing the 
transformation—is of considerable importance to reactor technology. These 
studies also extend to reactions using radioactive tracer techniques. 

Major increases in this activity will be at Berkeley ($54,000) and Brookhaven 
($62,000) due to the desire to make use of the Bevatron and Cosmotron for the 
investigation of nuclear reactions induced by mesons and bev-range particles. 
Provision for the work at these sites has required downward adjustment in this 
activity at other locations. Techniques for preparing and studying the trans- 
curium elements are also being developed, and these studies will be expanded at 
Argonne and at Berkeley. It is felt that the general level of hot atom and nuclear 
chemistry (both on-site and off-site) should be intensified, since an understanding 
of these phenomena is important to future reactor technology. 

While the studies pursued in the applied portion of this category are very 
similar to those pursued in the basic portion, they are directed to specific program 
or production problems, such as for example, a study of the hot-atom chemistry 
of the fission products in the homogeneous reactor. The applied activity is 
budgeted at the 1954 level. 


i 


Estimate, 
fiscal year 
1954 


Estimate, 
fiscal year 
1955 


H. and inorganic chemistry: 


Argonne National Laboratory at 
Brookhaven National Laboratory 

Oak Ridge National Laboratory 

University of California Radiation Laboratory 


$230, 000 
595, 000 
209, 000 
645, 000 
161, 000 
506, 000 


, 346, 000 


Applied: 
Laboratory 
National Laboratory 
site 


74, 000 
7, 000 
92, 000 


Subtotal, applied 


253, 000 


Total, physical and inorganic chemistry 


2, 599, 000 


The narrative pertaining to this activity is included in the classified portion 


of the justification material. 


Estimate, 
fiscal year 
1954 


Estimate, 
fiscal year 
1955 


Increase or 


chemistry: 


Brookhaven National - 
Sandee Ridge National Laboratory - -_- 


Subtotal, basic 
Applied: Off-site. 


Total, organic chemistry 


$129, 000 
204, 000 
40, 000 


“40, 000 


373, 000 
68, 000 


373, 000 
68, 000 


441, 000 


441, 000 


This research is related to the many organic materials in the chemical systems 
utilized by the AEC. These organic materials include the solvents and organic 
complexing agents used at every stage of the processing—from raw materials 
extraction to separation of Pu and U from reactor fuels. 

Increased emphasis is planned on fundamental work on organic isotope exchange 
and bond strength which may improve isotope separation phenomena, or test the 


validity of tracer experiments. 


Applied work in this field comprises work on organic compounds in chemical 
and biological studies of materials containing radioactive atoms. 


Metallurgy and materials research 


Actual, 
fiscal year 
1953 


Estimate, 
fiscr] year 
1954 


Estimate, 
fiscal year 
1955 


1. Basic metallurgy and materials 
2. Applied metallurgy and materials 


$2, 137, 896 
2, 535, 167 


$2, 302. 000 
2, 174, 000 


$2, 441, 000 
2, 359, 000 


4, 673, 063 


4, 476, 000 


4, 800, 000 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


The metallurgy and materials research program is presented in the following 
subareas: production, treatment, and properties of materials; ceramics; corrosion; 
alloy theory and the nature of solids; low temperature properties of materials; 
effects of irradiations on materials; and metallurgical aspects of isotope separations. 

The objective of the program is to improve materials now being used by the 


decrease 
t 
f ; $264, 000 —$34, 000 
615, 000 —20, 000 
- | 215, 000 —6, 000 
$ | 635, 000 +10, 000 
174, 000 —13, 000 
Subtotal, 2,373,000 —27, 000 
166, 000 +87, 000 
2, 539, 000 +60, 000 
decrease 


2710 


Atomic Energy Commission and to develop new ones. For example, studies are 
made of uranium, thorium, and graphite in relation to their use in reactors; new 
porous materials which might improve the gaseous diffusion plants are being de- 
veloped; and the corrosion of metals is investigated to find ways of prolonging 
the useful life of isotope separation plants, reactors, and chemical processing 
plants, Other examples are studies of plutonium for reactor fuels, development 
of electrolytic methods for plating or producing metals of particular Atomic 
Energy Commission use, and investigations of properties and uses of liquid metals. 

More broadly conceived projects provide a foundation of basic knowledge under- 
lying the specific applications, Examples are the collection of basic physical 
and chemical properties of metals and ceramics; studies of metallic defects, their 
nature and effects on properties; studies of the mechanisms of corrosive attack, 
and the mechanism of damage to materials by nuclear irradiations. 

The 1954 and 1955 estimates for each subarea are as follows: 


| Estimate, | Estimate, | 
| fiseal year year | 
| | 
A. Production, treatment and properties of metals: | 
B. Ceramics: 
Corrosion: 
dan | 5, 000 45, 000 
D. Alloy theory and nature of solids, basic_........__...-____- 489, 000 489, 000 
E. Low temperature properties of materials, appl 25, 000 170, 000 
F, Effects of irradiations on materials: | 
Applied te 399, 000 399, 
Materials for isotope separation, applied... 175, 000 215, 000 
Total metallurgy and materials_-...._____- eam ee | 4, 476, 000 4, 800, 000 +324, 000 
| 
| 
| Estimate, | Estimate, 
| fiseal year fiscal year | oF 
| 1984 1055... 


A. Production, treatment and properties of metals: 
Basie: 


| 
Ames Laboratory... | $130, 000 | 
Argonne National Laboratory. -_-__- } 259, 000 259, 
Massachusetts Institute of Technolo | 104, 000 04, 
Oak Ridge National 310, 000 
Applied: 
Argonne National 259, 000 | 
Battelle Memorial 105, 000 105, 000 | 
Brookhaven National Laboratory. 115, 000 
Massachusetts Institute of Technology... rte 70, 000 
Total, production, treatment and properties of | 
1, 964, 000 1, 964, 000 


5 

4 

i 
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The narrative pertaining to this activity is contained in the classified portion 
of the justification material. 


Estimate, Estimate, 


| 
fiscal year | fiscal year detrease 


B. Ceramics: 
Basic: | 
Argonne National Laboratory $116, $116,000 | __ 
Oak Ridge National Laboratory-__..___- | 200, 000 | 200, 000 | 
Offsite ak 51, 000 51, 000 
Subtotal, basic } } 367, 000 367, 000 
Applied: | 
Ames Laboratory. 50, 000 | 50, 000 
Battelle Memorial Institute 99, 000 | 99, 000 
Other off site. __ | 220, 000 220, 000 


Subtotal, applied ___- } 369, 000 369, 000 


Total, ceramics. ____- ‘ 736, 000 | 736, 000 
The narrative pertaining to this activity is contained in the classified portion 
of the justification material. 


Estimate, | Estimate, 
fiscal year fiscal year 
1954 1955 


Increase or 
decrease 


C. Corrosion: 
Basic: 
Argonne National Laboratory....__. 1, OOO | $300, 000 | +$139, 000 


Of site 2, 000 12, 000 


Subtotal, basic. 3, 000 312, 000 | +139, 000 
Applied: Off site.__._- | 5, 45, 000 


Total, corrosion 218, 357, 000 +139, 000 


The narrative pertaining to this activity is contained in the classified portion 
of the justification material. 


Estimate, | Estimate, | 
fiscal year fiscal year | 
1954 1955 


Increase or 
decrease 


D. Alloy theory and the nature of solids: 
Basic: Offsite si $489, 000 


Fundamental studies listed under this activity are undertaken in an effort to 
explain the nature and properties of solids. The data developed by such studies 
rovide the foundation on which all further materials studies are carried out. 
or example, from such data one can reach an understanding which will often 
ne the composition of a particular alloy which will have desired properties. 
xamples of subjects studied under this category are: (a) Diffusion of one mate- 
rial through another at elevated temperatures, (b) mechanism of cold work in 
materials, (c) the mechanism of metal powder sintering below the melting points, 
and (d) the thermodynamic properties of metals and alloys. It is to be noted 
that this research is limited to contracts with universities and other private 
institutions. This for fiscal year 1954 involves some 18 projects and 14 different 
institutions. There is no expansion planned for this program during fiscal year 


1955. 


| 
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Estimate, Estimate, In 
fiscal year | fiscal year 
1984 1955 decrease 
E. Low temperature properties of matertals: 
$25, 000 $170, 000 +$145, 000 


The narrative pertaining to this activity is contained in the classified portion 
of the justification material. 


Estimate, Estimate, In 
fiscal year | fiscal year 
1984 1955 decrease 
¥, irradiations on materials: 
asic: 

Oak Ridge National $260,000} $260,000 

Applied: 

Argonne National Laboratory. 133, 000 

Massachusetts Institute of 122, 000 

Total, effects of irradiations on materials_........ 869, 000 


The narrative pertaining to this activity is included in the classified portion of 
the justification material. 


Estimate, Estimate, I 
fiscal year fiscal year ees crea sq 
1954 1955 


G. Materials for isotope separation: 
$175, 000 $215, 000 +$40, 000 


The narrative pertaining to this activity is included in the classified portion of 
the justification material. 


Mathematics and computations research 


Statement of fiscal year 1955 requirements 


Estimate, Estimate, Increase or 


fiscal year fiscal year 
1954 1955 decrease 
Oak Ridge National $20, 000 
AEC computing facility. aitcé 150, 000 230, 000 +$80, 000 


Work under this caption includes the offsite research portion of the cost of 
operating computers for the solution of basic theoretical problems and basic 
mathematical research relevant to the atomic-energy program. The increase in 
1955 is required to provide for a mathematics group associated with the com- 
puter at New York University to assure effective utilization of the computer and 
to assist AEC laboratories on mathematical problems relating to reactor and 
other design calculations. 
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University training and cooperation 


Actual, Estimata, Estimate, 
fiscal year fiscal year 
1953 1954 


. Fellowship any ag in the physical sciences $329, 128 $50, 000 
. Other training in the physical sciences 174, 531 200, 000 


. Fellowship program in the physical sciences: 
Fiscal year 1953 $329, 128 
Fiseal year 1954 50, 000 


This activity administered by the Oak Ridge Institute of Nuclear Studies was 
established by the Commission in 1950 on a regional basis, and in 1951 ona 
national basis, because of the acute need for individuals with advanced scientific 
training in the field of atomic energy. Fellowships awarded to outstanding 
young scientists for thesis research in the basic sciences provide living expenses, 
together with necessary tuition, fees, and research expenses. 

During fiscal year 1953, in accordance with Conimission’s intention to con- 
clude the program by September 30, 1953, no new fellowship appointments were 
made. The year has seen increasing coordination of action with the large-scale 
fellowship program of the National Science Foundation and a corresponding 
curtailment of the AEC fellowship program administered by the Oak Ridge 
Institute of Nuclear Studies. In fiscal year 1953, fellowships were extended for 
20 postdoctoral fellows and 169 predoctoral fellows on active appointment (126 
fellowship man-years). Ninety fellows completed requiremenst for the doctor 
of philosophy degree. 

In fiscal year 1954, it is expected that the majority of the 67 fellows (17 fellow- 
ship man-years) estimated to be on active appointment at the beginning of the 
year will have received their degrees. The estimate includes a small reserve for 
fellowship extensions which may be granted in a limited number of special cases 


together with a small allowance for administrative costs associated with closing 
out the program. 


2. Other training in the physical sciences: 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 


This activity is comprised of a group of educational and training functions 
performed for the Commission by the Oak Ridge Institute of Nuclear Studies 
for the purpose of increasing the number of scientific and technical personnel 
trained in the field of atomic energy, and of establishing new research centers in 
the nuclear and related sciences in southern colleges and universities. 

A detailed cost estimate and description of the activity follows: 


Fiscal year 1954 Fiscal year 1955 


Total 
man- Program 


yea.s cost 


Total 


Resident graduate program 
Oak Ridge graduate program 
Research participation 
Special training 

Other training activities 


Resident graduate program.—Offers graduate education at the master and 
doctoral levels for scientific and technical AEC—contractor employees. Given 
at Oak Ridge by University of Tennessee faculty members, the standard courses 
of the University Graduate School provide the means for increasing professional 
and technical competence concurrently with employment. The fiscal year 1953 


1 
503, 659 250, 000 200, 000 

| | 

Increase 

: cost years cost years 
25 | 50,000 ee 
200, 000 | 18.5 200, 000 | 18.5 
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registration level of approximately 200 students for the 15 courses offered is 
expected to continue through fiscal year 1954 and fiscal year 1955. 

Research participation program.—Enables southern university faculty members 
to participate in the Commission’s program at Oak Ridge for periods ranging from, 
3 months to a year or longer. Thirty-seven faculty members from many univer- 
sities have participated in laboratory research during fiscal year 1953, with 
approximately the same number expected to participate in fiscal year 1954 and 
fiscal year 1955. Over 30 new research projects in atomic energy have been 
developed at universities as a result of faculty participation in this program. 

Oak Ridge graduate program.—Provides outstanding graduste students the 
opportunity for contact with the technical and scientific knowledge.and for use 
of the specialized and unique research equipment available at Oak Ridge. Fellows 
devote full time to thesis research on problems of mutual interest to the Laboratory 
and acceptable as a thesis subject to the sponoring university. From 6 fellowship 
man-years in fiscal vear 1953, the program is expected to reach a near capacity 
level of 14 fellowships (12.5 men-vears) in fiscal vear 1954 and fisesl year 1955. 

Special training program.—Provides workers in the physical sciences and re- 
lated fields with training in radioisotope techniques and their application to par- 
ticular problems. Six basic courses of 4 weeks’ duration train approximately 
200 individuals each year. Advanced courses in the more specialized techniques 
of isotope application reach another 100 trainees annually. 

Other training activities —Comprise a series of general activities at a continuing 
level, having the common objectives of strengthening regional education and the 
stimulation of an interchange of scientific knowledge in the field of atomic energy. 
The activities include regional lectures by Oak Ridge scientists; the arrangement 
of annual symposiums on atomic energy developments; maintenance of library, 
reference, abstracting, and reporting services for AEC and contractor personnel; 
and cooperation with regional education, scientific, and technical groups. 


Mr. Nicuots. On physical research—and I have been in this re- 
search business for a long time—from the technical point of view, I 
have always considered research as a whole. You want to arrive at 
some conclusion, then you find the laboratory and then you come up 
with a program, depending upon the equipment available and the 
personnel and funds available. 

Now, in setting an arbitrary figure, you have to consider your general 
scope—what it is going to be, and you look at the results gained in the 
past. Trying to predict the future in research is like trying to pre- 
dict the ale of a roulette wheel, but if you have good talent, the 
odds are going to be in your favor. 

So you can look at the past work and see the results that will be 
obtained for the dollars spent, and you also have to worry about the 
personnel available. For example, 2 or 3 years ago in this country, 
there were a good many very prominent scientists who questioned 
whether we had the talent available to justify spending the amount 
of money that is being spent by the Government. But today, you 
have to worry about the acilities available. 

From the standpoint of personnel, we feel that we are staffing our 
job with good talent. 

Mr. Puiuuips. Does the $3 million cover only your own employees? 

Mr. Nicnous. This is all done by contract, either in our own 
laboratories or in university and industrial laboratories. So we do 
practically no research work by what you might call direct; we do 
some, by direct force, but I do feel that——— 

Mr. Pui.urps (interposing). The figure I gave was incorrect. 
That was the increase. 

Mr. Nicnots. The increase is roughly $3 million, yes. 

Mr. Putuurps. The total estimate is $42 million. 

Mr. Nicnots. Yes, the total estimate is $42 million, and the ques- 
tion might be, why do we increase? A part of this increase, a good 


. 

q 

i 
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part of it, is due to the operation of new facilities. In other words, 
the bevatron at Berkeley and other accelerators. This type of equip- 
ment built in the past accounts for a little over $1 million of this 
increase. You will find on page 247 of the justification, the general 
area of this $3 million increase. In general it is the raising of the level 
aus we operate the new facilities, inc cluding two classified projects, A 
and B, totaling $800,000. 

I would like to go off the record for just a moment, if I may. 

(Off the record discussion.) 

Mr. Puiuures. For the benefit of the committee, those are described 
in detail in the green pages, which are marked ‘‘Secret.” 

Mr. Yes. 

Mr. Purvuies. This is a classified project. 

(Discussion off the record.) 

Mr. Puruiips. Now, where does that bring you? 


BIOLOGY AND MEDICINE 


Mr. Nicuous. That brings us to “Biology and medicine.” 

Mr. Puruures. “Biology and medicine.”” We will insert the ap- 
propriate pages in the record. 

(The justifications are as follows:) 


BroLocy AND MeEpIcINE, OPERATING Costs 


Summary by category 


Actual, Estimate, i Estimate, 
fiseal year fiscal year | fiscal year 
1953 1954 1955 


Research and development: | 
Research, cancer. $2, 413, 100 | $2, - 900 
Medical research, ‘general 783, 7, 996, 3 700 | 
Biological research } 9, 738, 10, 206, 700 
Biophysics research 500, 192 4, 793, 900 
Civil defense research - AY, 60, 000 


26, 000, 00 | 27, 000, 000 


PROGRAM SUMMARY 


The fiscal year 1955 budgetary request for “Biology and medicine’ of $27 mil- 
lion for operations and $530,000 for plant and equipment represents the first year 
of near equilibrium operation. New construction in some instances, however, is 
being deferred until later years even though the impending need may be great. 

An increase of $1 million in operations over fiscal year 1954 results from highly 
important research on the effects of continued nuclear detonations on the natural 
environment, from the necessity of learning more about the toxicology of a 
number of new substances which have made their appearance in the atomic 
energy field, and from the general maturing of the various sections of the highly 
complex medical program. 

In past years it has been necessary to speak of the things that needed to be done, 
to dwell on the results to be achieved in the future, and, to a minor degree, to cite 
the things that had been accomplished. As plans and hopes have become realities, 
it is now possible to report that the funds that have been expended in previous 
years have resulted in a stable and productive research program that includes 
approximately 1,785 scientists in addition to related supporting personnel. These 
able pioneers of the scientific frontier are at work in the various national labora- 
tories and in the colleges and universities throughout the Nation. Upon the 
competence of their investigations rests our hopes for the continuing development 
of the applications of nuclear reactions to our industrial and social needs. 


\ 
| 
t 
) 
Vocational and special training 544 0, OOK 42, 000 
Total operating 24, 30,506 | 
| 
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From the studies of the last few years have come several new approaches to the 
problems of cancer treatment and the advancement of our understanding of that 
most important disease. There has been fostered an entirely new era in the bio- 
chemical investigations of human, animal, and plant diseases through the use of 
radioactive isotopes for tracer work. Through the stimulation given to the field 
of genetics, not only have new varieties of economically important plants been 
brought to light, but new and quantitative knowledge of human inheritance has 
been obtained. 

In the general area of atomic weapons, much factual information of the effects 
of such weapons upon man, animals, and plants has been obtained. The ex- 
tensive studies of the manner of entry of fission products from atomic bombs into 
biological cycles has demonstrated that it is possible to predict the ultimate hazards 
of such reactions long before dangerous levels are approached. 

The present program, therefore, represents a forward projection of work some 
of whose main lines are already sufficiently established to have demonstrated 
their fundamental value. The experience of the last few years has made it pos- 
sible to evaluate and orient the program activities with a minimal change in cost. 

In such complex operations, touching upon so many phases of human life, the 
atomic-energy program in biology and medicine naturally does not operate in 
isolation. Intimate and continued interchange of information will be maintained 
between the various operating divisions of the Commission and many other 
governmental agencies, notably the Department of Agriculture, the United States 
Public Health Service, the Federal Civil Defense Administration, and the De- 
partment of Defense. 

Among the many investigations to be pursued, some the most outstanding are: 
The use of neutrons and cesium-137 in the treatment of cancer; the more precise 
determination of tolerance levels of numerous radioactive substances; the advance- 
ment of knowledge of the photosynthetic reaction; and the formulation of pre- 
liminary conclusions concerning the long-range effect upon man of the utilization 
of nuclear reactions on a large scale. 


Research, cancer 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 


Medical research, cancer. 
Distribution of isotopes__- 


Dota. 1, 903, 143 2, 413, 100 2, 855, 900 
SUMMARY OF CANCER RESEARCH BY LOCATION 


$1, 668, 243 $2, 163, 100 $2, 555, 900 


1, Argonne Cancer Research Hospital....................-.-.. 549, 435 900, 000 1, 250, 000 
2. Argonne National Laboratory_...........-- . 55, 562 72, 100 55, 900 
3. Brookhaven National Laboratory... ....-. 261, 042 296, 000 300, 000 
4. Distribution of isotopes for cancer research. 234, 900 250, 000 300, 000 
5. Oak Ridge Institute of Nuclear Studies. .............. he 530, 018 540, 000 550, 000 
6. University of California Medical School—San Francisco-.-- 158, 885 220, 000 250, 000 
Re een 113, 301 135, 000 150, 000 


Total 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


The completion of the Argonne Cancer Hospital represents the last of the Com- 
mission’s major installetions planned for study of the causes and treetment of 
cancer. The Commission’s special interest in cancer arises from the fact that 
overexposure to rediztion can produce cancer while controlled irradiation pro- 
vides effective means of treating cancer. Accordingly, the cancer program of the 
AEC was evolved primarily to exploit atomic energy in the solution of the cancer 
problem. From the outset every effort has been made to prevent duplication or 
mere repetition of research activities sponsored at universities and other inde- 
pendent laboratories or undertaken directly by other Government agencies in 
their own facilities. For example, the cancer program at the Brookhaven Na- 
tional Laboratory is directed toward the utilization of the neutrons directly from 
the Brookhaven atomic pile in the treatment of brain tumors. The cancer 
research program at the Oak Ridge Institute of Nuclear Studies utilizes to the 
fullest extent possible its close proximity to the AEC Isotope Production Center. 


| | 
1, 908, 148 | 2,413,100 | 2, 855, 900 
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A variety of high-voltage radiation sources is becoming available at the Argonne 
Cancer Research Hospital to provide the staff with a spectrum of high-voltage 
radiation sources which it is uniquely qualified to exploit in the diagnosis, treat- 
ment, and study of cancer. The Radiological Laboratory at the University of 
California Medical School, San Francisco, has the task of evaluating and utilizing 
70 MEV electrons and X-rays in the study and treatment of cancer. 

In addition to these major onsite cancer research activities, our program in- 
cludes the support of a few carefully selected unique end pioneer applications of 
atomic energy t» the cancer problem through research contracts at universities 
and independent research laboratories. 


1. Argonne Cancer Hospital: 
Fiscal year 1953 $549, 435 
Fiscal year 1954 900, 000 
Fiscal year 1955 1, 250, 000 


Fiscal year 1955 will be the second full year of operation of this 58-bed clinical- 
research fecility constructed for cancer research. 

The research program is centered around clinical investigations and experi- 
mental work on normal and neoplastic growths with readioactive elements end 
penetrating radiations. This program will emphasize: Continued studies on 
whole and paitiel body radis.tion, both from the standpoint of useful treatment 
and carcinogenesis. Installation, ‘and radiobiologic control studies will have been 
completed, and the cobelt® source and the Van de Graff will be in actual clinical 
utilization. Basic observations on the radiobiologic charz.cteristics and thera- 
peutic potential of the linear acceleretor and of the large University of Chicago 
proton accelerator will be in the early phases of study. 

The program of metabolic studies utilizing labeled compounds of biologic inter- 
est will be intensified in patients with cancer and allied diseases. It is anticipated 
that methods for using tritium as a tracer in labeled compounds will be consider- 
ably advanced. Metabolic studies, however, both clinical and experimental, 
with carbon" labeled compounds will constitute the greater part of this aspect 
of the program. 

Another group of projects involves the topical, interstitial and intracavitary 
use of radioisotopes, including the use of yttrium in gel foam within brain tumors. 
Emphasis will also be placed on efforts to develop highly radioactive compounds 
(by labeling techniques) which are effective in treating cancer by virtue of selec- 
tive tissue uptake. By fiscal year 1954 and 1955 the prototype high activity 
thulium!” diagnostic X-ray unit, which requires no power source and which will 
give 0.4 roentgens per second at 50 centimeters, will be ready for evaluation. 

A high priority item is the biologic investigation of, and further attempts to 
isolate and purify the factor or factors concerned in, recovery from radiation injury 
first observed by this group in their spleen shielding work. Intensive training 
activities at a postgraduate level in high voltage techniques and clinical use of 
radioisotopes will be a feature of this program calculated to capitalize on the 
research activities involving so many high voltage sources of ionizing radiation. 


2. Argonne National Laboratory: 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 


This is a limited program of research with experimental tumors in animals 
and is aimed at understanding, among other things, the factors involved in radio- 
sensitivity. It is planned during fiscal year 1954—55, to place the effects of radia- 
tion on these tumors on a truly quantitative basis. 


3. Brookhaven National Laboratory: 
Fiseal year 1953 $261, 042 
Fiscal year 1954 296, 000 
Fiscal year 1955 300, 000 


The Medical Department of Brookhaven National Laboratory is concerned 
with advancing knowledge of the biological effects of radiation when such is 
derived from internally administered isotopes or is induced ‘“‘in situ’? by neutron 
radiation, the latter being distinctively a Brookhaven medical program. As a 
part of the cancer research activity efforts are being devoted to the utilization 
of thermal neutrons from the reactor to determine their biological effects, their 
application to medical therapy, and their effects on biological, biochemical, cyto- 
logical, and physiological systems. A series of 10 patients with brain tumor has 
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been completed, using boron 10 capture therapy. Clinical results were apparent 
in 8 of the 10 patients, suggesting a retardation of tumor growth. 

Program level for fiscal year 1955 reflects very little change from fiscal vear 
1954, and no expansion is presently contemplated. 


4. Distribution of isotopes for cancer research: 


The distribution of isotopes for cancer program was instituted in 1948 to en- 
courage scientists to use isotopes in cancer research and therapy. In fiscal year 
1953 a new policy was adopted—that of charging the consumer 20 percent of the 
cost of the isotope. This seemed justifiable, as the use of isotopes had spread 
from a few major institutions to hospitals and clinics throughout the country. 
During fiscal year 1953, the demand showed a pronounced decrease, due to more 
efficient use of the isot opes available, but also reflected an increase in the number 
of authorized shipments from 969 in fiscal year 1952 to 1,170. There is no record 
of any instance where any researcher or clinician experienced a lack of sufficient 
isotopes for cancer. Experience gained by clinicians during the past years has 
pe them to predict more accurately the amounts of isotopes necessary for 
therapy. 

The estimate for 1955 is based on evaluation of requirements and the increase 
is to cover costs of anticipated wider distribution of isotopes for cancer research. 


5. Oak Ridge Institute of Nuclear Studies: 


This program was started in 1949 to investigate the use of atomic energy in 
the treatment of cancer. The program focuses on the problem of cancer the 
specialized knowledge and techniques available through the laboratories and sci- 
entists in Oak Ridge. Regional participation is secured by having all patients 
referred through medical schools, appointing their staff members as consultants, 
and providing 4-month training periods for their residents. 

In fiseal year 1953 in external radiation, primary emphasis continued to be on 
teletherapy machines. A cobalt @ teletherapy unit has been completed and 
other promising sources are now under study. A Teletherapy Evaluation 
Board has been organized in cooperation with 22 medical schools to study all 
phases of teletherapy. Design of a prototype model for a cesium unit with 
complete freedom of rotation was begun. Preliminary work on gallium” has 
been completed and is being conservatively applied in patients having bone 
related tumors. The search for therapeutic isotopes has extended to human 
use of antimony and hafnium. Mechanically localized internal irradiation has 
been extended to gold soldium thiosulfate, and some isotopes of lutecium. During 
the year 189 patients were hospitalized for over 5,000 patient days. Twelve 
resident physicians were engaged in the training program for 3- to 12-month 
periods. 

In fiscal year 1954 work on gold 8 and gallium ® will continue with emphasis 
on dosage distribution in tissue and long-term effects on treated and contiguous 
tissues. Work will be done on the effects of particle size, distribution and metabo- 
lism of these isotopes and on the lutecium isotope which has a lower energy and 
different dosage distribution. Investigation of prototype teletherapy devices 
should be completed in fiscal year 1954 and physical testing begun. 

The program will continue actively in fiscal year 1955, and it is anticipated 
that physical testing on the cesium unit should be completed and should be ready 
for human application. The hafnium, antimony, and gallium problems will be 
completed during this fiscal year. Only minor changes in program level are 
contemplated. 


6. University of California Medical School, San Francisco: 


The primary objective of this laboratory is to investigate the usefulness of the 
70-million-volt synchrotron as a medical tool and to improve the efficiency of the 
radiation treatment of cancer by the use of multimillion-volt X-rays and 
electrons, 
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During fiscal vear 1953 considerable time was spent in machine development 
toward the achievement of a source which might be applied clinically. This 
development program delayed not only the physical calibration and the biological 
assay of radiation produced, but necessarily also the clinical program. Some 
work was accomplished in connection with the development of a dosimetry 
scheme and determination of depth-dose curves and isodose charts. ‘The deter- 
mination in general of the relative biological effectiveness of 70 MV X-rays has 
been made. Progress has been made in the development of an ideal, indirect 
method of platelet counting and studies continued to evaluate he natologic 
changes in patients who have been treated with large doses of radioiodine for 
thyroid carcinoma. 

In fiscal vear 1954, effort is directed as follows: 

A complete calibrated neutron survey is being made. ‘This will include esti- 
mations of the neutron dosage received by patients undergoing therapy with 
70 MEV X-rays as a result of externally produced neutrons as well as those 
produced internally. 

Development of automatic exposure control for 70 MV X-rays is progressing. 
The relative biological effectiveness of 70 MV versus 250 KV X-rays using acute 
end points will, for the most part, be completed. Tests involving late reactions 
will be initiated. Detailed studies will continue on the relation between radiation 
reaction in certain organs (skin, lung, bone, ete.), and the radiation dose, dose- 
rate, and fractionation of dose. Classification of various normal organs on the 
basis of such relations will be attempted. 

The effects of 70 MV X-rays on the hematopoietic (blood forming) system is 
the object of special inquiry. Continued followup of all patients previously 
treated with [®! will be carried out. 

In fiscal vear 1955 there will be no significant program increase over the level 
for the last three-quarters of fiscal year 1954. Program effort will be centered 
around continued exploitation of the synchrotron in the study of eancer and of 
the biological effects of ionizing radiation. <A large percentage of effort will be on 
the eleetron beam. 

Inasmuch as it is not planned for the laboratory to be completely staffed until 
the second quarter of fiscal year 1954, there is some cost increase in fiscal year 
1954 over the experience in fiscal year 1953, with operations in fiseal vear 1955 
planned at a stabilized level. 


7. Research contract support: 
135, 000 
150, 000 


At present, the Atomic Energy Commission medical research program in cancer 
projects at offsite institutions is carried under 4 research contracts, 1 of which is 
expected to terminate in fiscal year 1954. Each of these is concerned with the 
development and evaluation of new or incompletely tested applications of radio- 
isotopes to cancer diagnosis, localization, or therapy. The exploration of new 
developments in this line during fiscal year 1955 can be financed by the modest 
increase requested, and the funds released by termination of the smallest of the 
4 current projects. After fiscal year 1955, it is expected that such terminations 
or reductions in the scope of existing projects, as they come to fruition will allow 
initiation of new lines of attack from time to time. 

In summary, the cancer research program support is subdivided as follows: 


Fiseal year 1954_ 
Fiscal year 1955__ 


Actual, | Estimate, | Estimate, 
| fiscal year | fiscal year fiscal year 
1963 1984 55 
0 $7, 250 $6, 000 
$113, 301 127, 750 | 144, 000 


135, 000 150, 000 


Actual, fiscal year 1953 $7, 783, 789 
Estimate, fiscal year 1954 7, 996, 300 
Estimate, fiscal year 1955 8, 255, 500 


| 
Medical research—General 
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Summary of medical research—General, by location 


Actual, Estimate, 
year fiscal year 
1953 1 
1. Argone National Laboratory. $83. 355 $125, 
2. Atomic Bomb Casualty Commission....._._. w 1, 216, 499 1, 250, 
3. Brookhaven National Laboratory__....__.__- aa 899, 1 1, 006, 
4. University of California Radiation Laboratory. __........_- 1, 153, 245 1, 130, 
5. University of California at Los Angeles..........._..-_____- 233, 382 7, 
7. Research contract support.........................---.-.-.- 3, 290, 251 3, 285, 000 
7, 783, 789 7, 996, 300 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


The medical research general program is directed primarily at achieving 
practical means of prevention and treatment of injuries resulting from exposure 
to radiation or to toxic materials handled specifically in the course of Commission 
operations. This involves evaluation of the hazard under various conditions of 
exposure, with analysis of the distribution and nature of the biological defects 
produced, development of diagnostic procedures for revealing such injuries, and 
testing of the influence of any mDORiEy ng, (OOM, with a view to development of 
preventive and therapeutic measures. Much of this information bears also on 
the problems of setting maximum permissible dosages and tolerance levels, and 
thus complements the biophysics research program in supplying the medical 
data relevant to these issues. 

Both at the major Commission installations and under off-site contracts, the 
reactions to irradiation of a wide variety of specific physiological functions and 
anatomical systems are being extensively studied. Particular emphasis has been 
placed on the damage to the blood-forming tissues and the immunological pro- 
cesses, and their recovery from sublethal injury. The spleen and bone marrow 
injection studies have demonstrated the existence in normal tissues of one or 
more potent factors capable of inducing early repair in the blood-forming system. 
As yet these factors have defied isolation or specific characterization, but the 
problem is under attack from several] angles. There is similar promise in the cur- 
rent pursuit of a pituitary hormone believed to act as a stimulant to blood cell 
regneration, but it is too early to evaluate any of these possibilities of identifica- 
tion of an active principle. Another aspect of blood physiology and chemistry 
which is being studied intensively in relation to radiation injury is the clottin 
system and the closely related property of the fragility of the walls of the blo 
vessels. Here again the pursuit of elusive potent biologically produced substances 
(in this instance from the blood platelets) is in progress. Related investigations 
are concerned also with tests of the action of a variety of agents, both natural 
body products and foreign drugs, on the blood vessel walls and the special nerves 
which control them. 

The unusually high sensitivity of the intestinal tract and lymphoid tissues to 
radiation is under study at several institutions. It is uncertain what role this 
sensitivity may play in overall radiation injury, although it is clear that post- 
radiation bacteremia is primarily attributable to escape from the intestinal tract 
of organisms normally retained within the lumen or in lymph nodes. Radiation 
damage to the synthetic and intermediary metabolic processes of the cells, par- 
ticularly in the liver and other glands, has been studied widely. 

In close integration with the related projects sponsored by the Public Health 
Service and the Department of Defense, and under the direct recommendation 
of the Committee on Radiation Studies of the National Institutes of Health, the 
Commission has initiated a number of projects dealing with the effects of radia- 
tion on the behavior of subhuman primates, 

The surveys conducted by the Atomic Bomb Casualty Commission on the sur- 
vivors of the Japanese bombings have shown that only’a very small number of 
the cataracts induced by the atomic irradiation have as yet progressed to stages 
requiring surgery. Studies of cataracts induced in experimental animals by 
X-rays, gamma rays, and neutrons continue. This program has fostered the 
development of a unique ophthalmological camera, which is expected ultimately 
to be of considerable value in a variety of ophthalmological research and clinical 
investigations, 


Estimate, 
fiseal year 
1955 
$144, 500 
1, 250, 000 
1, 014, 000 
1, 150, 000 
247, 000 
950, 000 
3, 500, 000 
8, 255, 500 
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Medical toxicological studies, complementary to those associated with the 
biophysies research program, are under way at a number of specially equipped 
laboratories. Much of this work is concerned with the beryllium-inhalation 
problem and with deposition in the lung of radioactive particulates. Accumula- 
tion of radioisotopes and of ordinary heavy metals in the bone and in the reticulo- 
endothelial system poses another type of toxicological problem in which the re- 
search program is dictated by a clear direct responsibility of the Commission. 

Corollary to each of these phases of the research program directed toward the 
immediate needs of the Commission, there are also projects of a more basic nature, 
calculated to provide a better understanding of the fundamental processes which 
may be distributed by radiation or by the special toxic materials with which the 
AEC is concerned. Notable among these are studies of the function of trace 
metals in the body’s economy, and the physiology of bone deposition and turnover. 
This work, aimed at increasing fundamental knowledge of the living systems in- 
volved, is expected to assist in the solution of the Commission’s chief medical 
problems, 


1. Argonne National Laboratory: 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 


This is a continuing program of study of the toxicity of radium in man. Some 
55 people given radium treatments 15 to 20 years ago are under study—some 50 
industrial employees exposed to radium dust have been studied and will be 
followed and by 1955 studies of persons at Joliet State Penitentiary with a constant 
water supply of known radium content over many years will be studied for radium 
deposition in the body. 


2. Atomic Bomb Casualty Commission: 
Fiscal year 1953 $1, 216, 499 
Fiscal year 1954 1, 250, 000 
Fiseal year 1955 1, 250, 000 


This program is in its eighth year of operation, and it is contemplated that the 
studies under investigation in fiscal year 1954 will be continued on essentially the 
same scope in fiscal year 1955. Major emphasis in both fiscal year 1954 and fiscal 
year 1955 will continue to be placed upon genetics, medicine, and pediatrics, with 
lesser emphasis on pathology and dentition. This program constitutes a long- 
range scientific inquiry into the biological and medical effects of the atomic bomb 
on man, the subjects being the populations of Hiroshima, Nagasaki, and other 
areas of Japan. This scientific study is dependent upon and associated with 
the professional and technical project services of nursing, radiology, pathology, 
microbiology, and biostatistics. 

A portion of the program has been concerned with a leukemia survey, under- 
taken initially in 1951. This group has been accumulating significant data on 
the incidence of leukemia among the 1,000 meter survivors. A total of 110 
cases of leukemia, 70 exposed and 40 unexposed, have been found acceptable, 
and this material is undergoing detailed analysis. It does appear quite definitely 
that there is a higher incidence of leukemia among those persons than in the 
general population. This survey will be a continuing one. 

The aim of the genetics program remains that of investigating the outcome of 
all pregnancy terminations in Hiroshima and Nagasaki, in order to determine 
the extent of genetic radiation damage. Some 72,000 newborns have been 
examined to date to observe any differences between children conceived subsequent 
to the atomic bombings of Hiroshima and Nagasaki, one or both or whose parents 
were exposed to the effects of the bombings, and the children born to suitable 
control parents. 


3. Brookhaven National Laboratory: 
Fiseal year 1953 $899, 143 
Fiscal year 1954 1, 006, 000 
Fiscal year 1955 1, 014, 000 


The medical program here is comprised of both medical-general and cancer 
research, and is mainly directed toward the use of irradiation and isotopes which 
are available at this location. The hospital has a bed capacity for 36 patients, 
and in fiscal year 1954 through fiscal year 1955 it is anticipated that the equilibrium 
in research staff growth will have been mainly attained. The programs of general 
and cancer research are so closely interrelated that separation of them is somewhat 
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arbitrary. However, the costs of hospital operation, and the medical research 
divisions of bacteriology, biochemistry, pathology, and physiology have been 
reasonably apportioned between the two areas of medical research. The research 
program is aimed at developing precise knowledge of the factors governing the 
movement uf water, minerals, foodstuffs, and hormones from the blood stream 
within or about the cells with which they may be concerned in order to be able 
to predict with reasonable accuracy the eventual action and fate of a given 
isotope. Studies to provide this knowledge are underway using radioactive 
isotopes of sodium, chlorine, phosphorus, bromine, iodine, and carbon. They 
require knowledge and investigation of disease states with edema or swelling, 
nutritional disorders, blood diseases and diseases of the circulatory, digestive, 
and excretory systems, as well as precise knowledge of special characteristics of 
any given body region, such as the central nervous system. 


4. University of California Radiation Laboratory, Berkeley: 


This program is historically the oldest program in the United States of America 
involving the use of radioisotopes in the study and treatment of disease. It 
had its beginning in the middle thirties and has continued to add to both basic 
and applied knowledge during the time it Was operating under the Manhattan 
Engineering District right up to the present. 

Its section on Health-Medicine Research is geared directly to the peculiar 
needs of the Radiation Laboratory’s current programs. Particular emphasis 
is laid on the study of possible threshold effects on humans of exposure near to 
permissible levels. 

Metabolic war studies consist largely of tracer studies with radioiron and radio- 
carbon in man. This work not only adds to knowledge of metabolic processes in 
health and disease, but provides essential data for guiding others in the safe use 
of radioisotopes in diagnosis and treatment Related work is the followup 
studies of the long-term effects of isotope treatment on patients with a variety of 
diseases. Some of these patients were treated as long ago as 1936. 

Tissue metabolism studies have recently, in nucleic acid aspects, made it 
possible to prepare an extract of fresh tissue which stimulates cell division and 
nucleic acid formation and has shown some tendency to hasten tissue repair 
following radiation injury. Related studies continue to elucidate the effects of 
tracer elements on blood formation, and regeneration. 

Physical biochemistry activities continue to quantitate the great variety of 
lipoprotein giant molecules encountered in a number of abnormal conditions 
including varying degrees of whole body radiation injury. 

The Organie Chemistry Section labels a variety of compounds used by other 
biomedical groups at the radiation laboratory. A particularly important aspect 
of their activities is the study of the effects of labeling with radioisotopes on the 
stability of the compound labeled. Certain labeled compounds studied have 
been found to undergo decomposition as a result of radiation from the labeling 
isotope. 

The tracer study group here is concentrating on the long-lived alpha emitters 
such as plutonium and curium—their movement over the years from organ to 
organ within the body, and their excretion and elimination as affected by various 
agents. Work continues in an effort to understand the unique damaging effects 
of radioastatine as compared with radioiodine and radiopotassium. 

Fundamental radiochemistry studies will continue to add knowledge to our 
need for information regarding the effects of ionizing radiations on simple dilute 
systems. This is of vital importance to the matter of radiation effects in man 
who is some 70 to 80 percent H,0. Finally, there is an important development 
in the 10 scintillation counter scanning circuit which will make possible mapping 
of the body from head to foot for gamma ray activity. 

It is planned that the fiscal year 1955 program will be conducted at basically 
the same level as approved for fisaal year 1954. 


5. University of California at Los Angeles: 
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Work completed in fiscal vear 1953 initiated a study of the pharmacologic 
effect of a variety of flavenoid compounds and antiheparin dyes especially on 
whole body radiation injury. The work on the blood pressure lowering function 
observed early in severe radiation injury has progressed. More work on stron- 
tium metabolism in bone and the transport of various particulate substances in 
the lung was accomplished. Clinical applications of the recording gamma scin- 
tillation counter have proved that instrument’s worth. In fiscal year 1954 more 
emphasis will be placed on the blood capillaries in radiation injury. 

A study involving inhalation of relatively large 0.5 millimeter radioactive 
trinitite (from the site of the Trinity shot) in 100 rats was completed. No lung 
cancers were produced. Higher activity material of smaller particle size will be 
used in similar studies planned for fiscal year 1954 and fiscal year 1955. 

Highlights of the fiscal year 1955 program include the following: 

The hemorrhagic phases of the radiation syndrome will be studied and corre- 
lated. Emphasis will be placed in this connection upon the importance of fer- 
ritin. Investigations will continue in low activity dust exposures, mechanisms 
of pulmonary retention and clearance and the importance of the reticulo-endo- 
thelial system in the recovery from radiation injury. There will be final evalua- 
tion of agents minimizing skeletal deposition of harmful radioisotopes and 
continued investigation of normal metabolic processes of living bone. Detailed 
high speed photographic studies of blast and further design of prototype instru- 
ments for medical application are anticipated. 


6. University of Rochester: 
Fiscal year 1953 ‘ $907, 914 
Fiscal year 1954 .. 953, 000 


The University of Rochester program of the Atomic ‘Sasi Commission is 
comprehensive and includes education among its projects. In addition to study- 
ionizing radiation and its effects on animals and man, the toxicity of new metals 
and chemicals used in the atomic energy industry are carefully studied. 

Studies of the natural radioactivity in the environment, especially water and 
air, and its relation to the natural radioactivity in man and its effect on popula- 
tions is a major activity. The biochemistry and physiology of radiation-induced 
hemorrhage is under study as well as basic studies on the functions of the spleen. 

Certain aspects of the biochemistry or radiation injury especially enzyme and 
protein chemistry are studied here. Antibodies which seek specific organs have 
been made and serve to act as biological carriers for certain elements useful 
directly as internal radiation sources or indirectly as neutron traps. 

The toxicity of new metals and industrial chemicals under a variety of condi- 
tions is evaluated. The techniques developed above are extremely useful here 
whether or not radioactivity is involved in determining the biological significance 
of particulate inhalants and the paths they may take in the body to cause disease. 

n educational program is conducted in order to train technicians, health and 
safety personnel, post-graduate physicians and radiologists. This requires con- 
tinued academic supervision in physics, biophysics, radiology, medicine, and 
pharmacology. 


7. Research contract support: 
Fiscal year 1953 $3, 290, 251 
Fiscal vear 1954 3, 285, 000 
Fiscal year 1955 3, 500, 000 
A program in medical research as related to atomic energy applications is 
supported in university, hospital, and research institution laboratories throughout 
the country, consisting of approximately 130 projects. Functionally, this pro- 
gram is mainly directed toward research in the following areas: 


41872—54—pt. 3-44 
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Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 
1, Cellular changes from radiation which involve: 
(a) somatics, including fat, protein, and carbohydrate 
metabolism, metaplasia, neoplasia cell necrosis, 
altered circulation, and more specific dysfune- 
$1, 902, 588 $2, 051, 033 $2, 144, 464 
(>) problems in genetics, which include only human 
728, 070 641, 551 713, 536 
2. Studies of chemical toxicity which include organic and in- 
organic poisons used in the atomic-energy industry______. 154, 326 156, 482 198, 000 
3. Experimental research in animals with particular reference 
to radiation as a cause of cellular reactions, metaplasia, 
4. Research related to weapons effects which involves thermal 
flash injury. Also includes radiation induced cataracts, 
whole body radiation injury syndrome, diagnosis and 
treatment, and primary and secondary blast injuries. ___- 200, 162 117, 444 131, 050 
5. The accumulation and dissemination of medical research 
data and reports, coordination of medical projects, and 
maintenance of case registeries (e. g. beryllium case 
| 29, 537 41, 709 39, 000 
6. A specialized group of projects which includes studies in- 
volving blood preservation, skin grafting, radioauto- 
graphic work, control of radiation injury through isola- 
tion of flavenoi i pigments, ete.................2.---2--.. 105, 853 49, 089 51, 000 
Total, medical—general research contract support___- 3, 290, 251 3, 285, 000 3, 500, 000 


Biological research 


Actual, fiscal year 1953 
Estimate, fiscal year 1954 
Estimate, fiscal year 1955 


Summary of biological research by location 


$9, 738, 119 
10, 206, 700 
10, 534, 000 


Actual, Estimate, Estimate, 
year fiscal year fiscal year 
1953 1954 1955 

1, Argonne National Laboratory................-.-..----.-.- $2, 103, 922 $2, 359, 700 $2, 518, 000 
2. Brookhaven National Laboratory____.__. 948, 1 932, 000 950, 000 
3. Hanford (General Electric Co.) _____._. 779, 115 815, 000 750, 000 
4. Los Alamos Scientific Laboratory - - 691, 140 000 700, 000 
5. Eniwetok Field Station .____. 25, 000 
6. Oak Ridge National Laboratory. ______.____- 1, 622, 250 1, 635, 000 1, 625, 000 
7. University of California Radiation Laboratory - 408, 907 00, 000 00, 000 
8. University of California at Los Angeles___.....__ 591, 989 610, 000 643, 000 
9. University of 66, 48 100, 000 100, 000 
10. University of 285, 462 000 , 000 
11. University of Washington..._..........-.-__- EVE 101, 884 100, 000 103, 000 
pS eee ee 2, 138, 672 2, 355, 000 2, 500, 000 
9, 738, 119 10, 206, 700 10, 534, 000 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


The biological research program of the Commission is determined by the con- 
tinuing need for better understanding of the effects of radiation and radioactive 
substances on living organisms, either directly, through their food, or from their 
surrounding environments. The program has been broadly planned. It involves 
studies of immediately critical problems such as the amounts of radiation to which 
personnel may be exposed in Commission plants, and in addition, it requires long- 
term research into the biochemical and genetic effects of radiation of different 
kinds and how these operate in living cells. Substantial progress has been made 
in both areas, but sustained effort will be required in many laboratories both 
within the AEC organization and by cooperating universities before we can be 
certain that the essential knowledge is accumulated. The major problems being 
studies are outlined in the following sections. 
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Radiation biology 

The largest section of the investigations continue to be included under this 
heading. Irradiation of all kinds produces profound effects on living cells and 
tissues in proportion to the dosage, and studies continue on what these effects are 
and how they are produced. he analysis requires complex biochemical and 
biophysical research on both animals and plants. It involves study of ways in 
which injury is produced and methods by which it can be prevented or minimized. 
Microorganisms, like single celled animals or bacteria, are especially useful in such 
studies and it is with these that it has been shown that certain chemical and even 
nutritional factors may be of assistance. Important results continue to appear 
in the following areas: 

(a) External irradiation studies.—Some of the lower animals and microorganisms 
are being used as useful indicators of direct irradiation effects. In mice it has 
been shown that the size of the spleen is an accurate index of the degree of radia- 
tion exposure, as is the count of spermatozoa in the dog. Developing embryos 
of mice and rats are sensitive to low dosages of radiation. Studies along these 
lines are giving answers to questions concerning the possible effects of low-level 
exposures. 

(b) Internal radiation studies.—Progress in the determination of the tolerance 
or permissible doses of the various radioisotopes for plants, animals, and man 
continues to be made. This is essential not only for elements like Sr®* which is 
found in fallout from nuclear detonations, or C™ which is much used for bio- 
chemical experiments, but also for rarer elements derived from nuclear bombard- 
ment, like astatine. 

(c) Neutron irradiation.—The special effects of neutron fluxes continue to be an 
active field of interest. Progress has been made in this study both by the use of 
thermal columns in reactors, special types of nuclear generators in AEC labora- 
tories, and by a series of tests of many biological objects from mice to flies at the 
Nevada proving grounds during detonations. 

(d) Genetic studies —Not only the direct effects of radiations are important but 
the genetic effects in subsequent generations continue to be active fields for study. 
The Oak Ridge experiments with mice are giving the most significant results, but 
many other experiments, both in AEC laboratories and by contracts with universi- 
ties and other research institutions are making significant contributions. The 
mouse experiment has given a value for increased mutation rate per roentgen of 
exposure and has shown in addition that a significant genetic hazard of radiation 
is the production of sterile offspring as a result of chromosome interchange. The 
genetic effects of neutron irradiation appears to be greater than for comparable 
energies of gamma irradiation. Indeed various wavelengths of x or gamma 
waves are probably slightly different in their effects. 

(e) Soil studies —The investigation of the movement of mineral constituents 
of soils continues by the use of isotopes. Important contributions to the manage- 
ment of fertilizers in soil of different quality are being added each vear. 

(f) Isotope distribution in natural areas—An important series of studies con- 
tinues to deal with the distributions ot radioisotopes in land areas, inland waters, 
or coastal sites. A fruittul program has been concerned with the taking up of 
radioactive isotopes by the plants and wild rodents in the immediate area of the 
Nevada Proving Ground. Others have exemined the spread of particular elements 
in limited land or water areas. These studies are of considerable practical value. 


1. Argonne National Laboratory: 
Fiscal vear 1953 $2, 103, 922 
Fiscal year 1954 2, 359, 700 
Fiscal year 1955 2, 518, 000 


The program consists of a combination of toxicity studies and investigations in 
radiobiologv. Pathological studies will be made on tissues of animals that received 
varving levels of U233, 0238, Po, Pu239, Ra, and P32. These studies, together 
with the information on the radium toxicity in man, should provide information 
on the hazards and toxicities of these elements to man. Supporting these studies 
are the investigations in radiochemistrvy and metahboiism of radioelements which 
are ccncerned with the mechanisms of deposition in animal tissues, the nature of 
deposited complexes, and methods of removal of elements from biological svstems. 
Continued attention is being given to the nature ot the radiation syndrome in- 
cluding methods of lessening biological effects of radiation, and methods of 
therapy of radiation sickness. Important in these studies is an attempt to relate 
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the bleeding symptom to specific cells in the organistn and the investigation of 
the efficiency ot blood fractions and other biological compounds in counteracting 
the effects of radiation. Associated with these are the pnvsiological studies on 
the importance of temperature in modifying the radiation effects, and those 
concerning the involvement of the cardiovascular and renal systems in radiation 
sickness. 

With the sever»! reactors eveilable at Argonne extensive studies are being mode 
on the reletive biologics effectiveness of neutrons of various energies, and the 
nature of the combined effects of neutrons and gamme. rays. Use of the fast 
neutron converter in conjunction with the CP-3 reactor is providing information 
on the rels.tive efficiency of neutrons and gamma reys and the extent of additivity 
in the middle dose rete ranges. With the completion of the CP—5 resctor, there 
will be available a source of neutrons giving a dose rate more than five times that 
now being used. In conjunction with this, the neutron dosimetry program will be 
well underway. In 1955 methods should be developed to test instruments 
designed to measure neutrons in the presence of gamma ravs thereby measuring 
the true dosage of neutrons. These methods are necessry if resctors are to be 
used for the production of power. Methods should be developed thet will allow 
the evaluation of different types end patterns of radiation, allowing for predictions 
of biological damage after accidental or selected exposures of personnel. 


2. Brookheven Nations Laboratory: 
Fiscal verr 1954____ 932, 000 
Fiscal vear 1955_- 


located at Brookhaven. These include the gamma, field for the continuous 
irrediz.tion of plants and crops and the thermal column for studies of the effeets 
of neutrons on both plants and ani:nais. The recent addition to the biology build- 
ing has provided new laboratories end animal quarters for studics of radiation 
effects on animels; a new greenhouse with a gamme, source for continuous redis- 
tion has been built; and the thermal column has been adapted to permit studies 
with both fast and slow neutrons. 

The program will continue along lines which have been elready established. 
The principal lines of endeavor are briefly indicated in the following sections. 

Genetic studies.—The gamma field with a radiation source mereased to 2,000 
curies is vielding particularly valuable information on the mechanisms of action 
of radiation and on the induction of genetic changes in corn and other plants. 
The effectiveness of different types of radia.ions for producing mutations are 
being studied on plants and Drosophila. Preliminary studies on corn indicate 
that thermal neutrens are about three times as effective as X-rays in inducing 
mutations. 

Riophysical studies.— Neutrons are being used as a practical tocl for the pro- 
duction of mutations and for studies of the fundamental action of neutron irra- 
diation on biological svstems. Fimphasis is being given to molecular changes 
produced bv slow and fast neutrons in amino acids, proteins, and bacteriophage. 

Plant physiology.—-The general problem of analyzing the effects of ionizing 
radiation in plants is under study using single X-rav doses and continuous gamma. 
radiation. An apparent stimulation of plant growth at certain levels has been a 
striking effect produced by continuous irradiation. Abnormalities in growth and 
chemical changes resulting from irradiation are under investigation. In coopera- 
tion with agricultural experimental stations, agricultural colleges, and the United 
States Department of Agriculture a study is being made of the usefulness of 
radiation in plant breeding. Specimens of woody plants are to be irradiated at 
Brookhaven and the effects of irradiation tested at the cooperating institutions. 

Brochemistry and mammalian physiolugy.—The svnthesis of hemoglobin inelud- 
ing the effect of radiation and amino acid svnthesis are being investigated using 
labeled compounds. Studies with labeled sugar have clearlv demonstrated that 
certain amino acids are synthesized within the bodv and that others are not. 
Several lines of investigation concern the effects of different tvpes of irradiation 
on mammals. These include hormone changes, the induction of pituitary tumors 
with radioiodine, and studies on blood cells and capillaries. 

The budget estimate for fiscal year 1955 is based on efficient and as complete 
usage of available facilities as possible, with no major change in scope or level 
anticipated. 


ar 
a 
The biology program at this laboratory continues to emphasize those phases § 
which can be pursued with particular advantage by virtue of the special facilities 
a 


3. Hanford (G. E. Co.): 
Fiscal vear 1953 $779, 115 
Fiscal year 1954__ 815, 000 


perature on aquatic populations with particular reference to the salmon industry 
of the Columbia River, the biological cyele of strontium, the extent of damage 
to plants caused by radioactive effluents, and the deposition and retention of 
radioactive materials from the Hanford plant in the various tissues of mammalia. 

The deduction of permissible human exposures is required to establish on a 
firm basis the rules governing the means of protection of personne! in connection 
with the operation of atomic-energy facilities. This activity includes the determi- 
nation of the metabolic and physiological properties of a variety of radioisotopes 
involved in production and processing at Hanford, the determination of per- 
missible maxima of these radioisotopes and development of methods of counter- 
acting them or removing them from tissues. 

Studies on the effects of plant effluents on aquatic organisms is necessary to 
protect and insure against damage to the fishing industry of the Columbia River 
and other streams of the area. This is also vital information in connection with 
the expanded program in the Hanford area to determine if any imbalance is 
produced in the ecological balance of the Columbia River and particularly such 
as might affect the welfare of plant, animal, or human life. This will involve the 
mechanism of transfer of radioactivities from lower forms of organisms to the 
higher forms. Salmon fingerlings that have been exposed to various levels of 
plant effluent water are released into the Pacific Ocean to return 5 years later. 
In this way the effects of plant effluent water are studied over a normal life span 
under normal environmental conditions. 

The effect of effluents on animal life in the area is being studied using sheep-fed 
forage to which varying levels of iodine 131 have been added. Quantities of 
radioactive iodine varying from 0.15 to 30 microcuries per day are being fed to 
sheep through 2 successive generations. 

The reduction in estimate reflects screening of projects, and establishment of 
program considered minimal in the solution of only problems related uniquely to 
the operation of the Hanford plants. 


4. Los Alamos Scientific Laboratory: 
Fiscal year 1953 $691, 140 
Fiscal year 1954 FTO 
Fiscal year 1955 _.. 700, 000 


The nature and course of this program reflect the problems that arise from the 
weapons-development programs. 

Narrative justification for the program at the Los Alamos Scientific Laboratory 
is presented in the classified portion of this budget. 


5. Eniwetok Field Station: 
Fiscal year 1953 0 
Fiseal year 1954 0 


will be made of the accumulation and geographical distribution of radioactive 
fission products in plants and animals, including fish and other edible marine 
products. 


6. Oak Ridge National Laboratory: 
Fiseal vear 1953__ _.... $1, 622; 250 
Fiscal year 1954. : 686, 000 


The scicntifie staff of the Oak Ridge National Laboratory is engaged in care- 
fully planned and integrated studies of the effects of radiations on living animal 
and plant organisms and on chemical processes which they originate. ‘The 
large-scale experiments in heredity and development in the mouse are being con- 
tinued and extended. The accumulation of data by which the results of these 
experiments can be applied to man continue to be of the greatest importance. 


at 
2727 
Fiscal year 1955 750, 000 
The biology program of the Hanford Operations Office will, as heretofore, 
involve research on the metabolism and toxicity of tritium in mammalia, fish, 
7 and other aquatic organisms, a biological monitoring of pile effluent water and 
4 the transfer of radioactivity from lower to higher forms of life, the effeet of tem- 
j Fiseal vear 1955_ ___ $25, 000 
q A study will be made of ecological changes in plant and animal life resulting 
; from atomic detonations at Eniwetok and Bikini. In addition, determinations 
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During the spring of 1953 special studies of the genetic effects of fast neutrons 
at the weapons tests at the Nevada Proving Ground were made not only with 
mice but with a variety of other biological materials and the results will be 
accumulated and interpreted during the coming year. In addition continued 
search will be made for conditions and chemicals which will afford protection or 
aid in the recovery from radiation effects. Active research cooperation is main- 
tained with a number of Southern universities. 

The most active fields of investigation continue to be the following: 

(1) Cytogenetic effects of radiation.—This involves a series of studies of the 
direct effects of radiation on the cell nucleus, and cell division or mitosis in fungi, 
in the spiderwort Tradescantia, in the unicellular animal Paramecium and in 
dividing nerve cells of the grasshopper. Both the mechanics of cell division 
and the breaking of chromosomes under the influences of irradiation are being 
tested. Special emphasis is being placed on the mechanisms by which aberra- 
tions and cell death are produced. 

(2) Genetic and developmental effects on mice—This long-range project has al- 
ready given a reliable figure for the increase in mutation rate per gene per roentgen 
of radiation as determined for a 600 roentgen exposure. These results can be 
directly extrapolated tomen. In order to determine whether the dosage-mutation 
curve was linear, similar tests have been run at 1,000 r and 300 r. These results 
should be completely evaluated during fiscal year 1955 when the application to 
man can be put on firmer ground. Tests of the effects of neutrons are already 
begun. In addition the important studies of radiation effects on developing em- 
bryos of different ages is continuing. 

(3) Tracer studies in intermediary metabolism.—Precise chemica] investigation 
of the enzyme systems involved in the pathways of energy interchange and syn- 
thesis are being made using microorganisms. This project is of basic importance 
in = understanding of living matter and irradiation determined disruption of its 
activities. 

(4) Biochemistry of radiation protection.—A carefully planned study involving 
the direct effects of radiation on microorganisms and how these can be modified. 
Another part of the study is concerned with the enzyme systems and nuclei 
protein formation. 

(5) Radiobiochemistry.—This project continues to be concerned with bio- 
physical, biochemical, and structural alterations in cell nuclei and cell membranes 
produced by radiation. The subjects to be studied in 1955 are electrolyte move- 
ment and the effects of metabolic changes in the cell as influenced by radiation. 

(6) Plant biochemistry.—This project is concerned with the biochemistry of 
photosynthesis and green plant metabolism together eith the changes induced by 
radiation. Attempts are being made to carry on Co, fixation, which is the initial 
step in photosynthesis in cell free extracts. This would be a major step in control 
and analysis of this important process. 

(7) Pathology and physiology.—This long-range project began with the study 
of the mice exposed to radiation at the nuclear detonation at Eniwetok—the 

eenhouse mice. It continues the study of cataract formation, effects on the 

lood system and internal effects of radiation produced by internally introduced 
isotopes. In 1955 a special effort will be made to clarify the factors which enhance 
or retard cataracts and tumors. 


7. University of California Radiation Laboratory: 


The program continues to be an integrated series of basic studies of biological 
processes designed to make it possible to understand the effects of internal and 
external radiation. The principal fields continue to be the determination of the 
importance of trace elements using radioisotopes, the effects of cyclotron radiation 
on pure organic compounds, the formation of the cellular elements of the blood, 
patterns of circulation of certain important compounds within the animal body, 
and general carbon metabolism using C'™ in plants as well as in man. During 
the coming year it is planned to place the greatest emphasis in the following fields: 

(1) Hematopoiesis.—This will involve not only continuation of the study of the 
rate of formation of red blood cells in normal humans and those with blood dis- 
orders, but the disturbances caused by radiation of these elements in radiated 
animals. The distribution of body fluids and electrolytes will be followed. 

(2) Animal biochemistry.—Buologically important compounds labeled with C** 
will be followed in the body after ingestion by both animals and humans. The 
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pattern of excretion is of special interest, and it will be compared in normal and 
irradiated animals. 

(3) Photosynthesis.—This most promising and active program is being further 
developed. Carbon 14 is being used to aid in following the pathway by which 
light energy is utilized by chlorophyll to form sugars from carbon dioxide and 
water. Several new compounds among the early steps in this process have been 
isolated by radiography and identified chemically. These studies utilize a 
unicellular green plant which is grown in flasks under completely controlled food 
and tight and give reasonable promise of better understanding and control of this 
most important natural reaction. 


8. University of California at Los Angeles: 
Fiscal year 1953 
Fiscal year 1954 


Fiseal year 1955 


A biologicel-research progrem concerned with the study of the effects of radia- 
tion through biochemical end radiobiological techniques and the means of 
combating radiation damage. Part of the effort will be directed toward studving 
the effect on plant and animal life of fallout from atomic detonations. 

(1) Pathology.—Techniques, developed by the use of dyes, in studying plasma 
distribution will be applied in a similar study using isotopes. Emphasis will be 
placed on the effect of irradiation and hemorrhage on the plasme, distribution. 

(2) Hematology.—In an attempt to clarify the problem of leucopenia end 
irradietion leukemia, the carbohydrate metabolism of leucocytes will be studied 
using C labeled substrztes as glucose, pyruvate, fatty acids, and emino acids. 

(3) Biochemistry —The effect of irradiation on the structure of macr) mole- 
cules as nucleic acids and proteins will be studied. The influence of irradiation 
on fat metabolism using both saturated and unsaturated fatty acids will be 
investigated. 

(4) Radiobiology.—F¥orms into which energy is dissips.ted in biologice| me,terials 
irradiated by x and r rays and charged particles will be studied. The effect of 
total and partial body irradiation as well as the amount of direct and sesttered 
radiation received by gonads during routine roentgenogrsphic examine.tion will 
be investigated. The antibiotic from intestinal lactobacilli will be studied as 
well as the bacteriostatic activity of the mucosal extract from rabbits end re.ts. 

(5) Industrial hygiene—An exposure chamber which will maintain airborne 
concentrations of various-size particles will be put into operation. This will be 
used to determine inhalation hazards from material collected at point of detona- 
tion after weapons tests. 

This group will develop more accurate and simpler film-badge techniques and 
will act as a service unit to afford health physics service to all on the project. 

Spectroscopic methods will be employed to determine trace amounts of in- 
organic materials in biological samples. Infrared spectroscopy will be developed 
to characterize the structure of organic compounds. 

(6) Radioecology—An area of 200 miles surrounding the Nevada Proving 
Grounds is being extensively studied for (1) presence of fission products, (2) up- 
take of radioactivity by several types of plants, and (3) effect on animal life. 
The uptake characteristics of various types of soils are being investigated, with 
special emphasis of strontium ™, a fission product of nuclear detonations. 

(7) Medical Physics Section.—The principal objectives of this section will be 
to increase knowledge of the physiological effects of blast especially involving 
injury to lungs and brain. The second objective is to develop instrumentation 
and equipment to measure these effects using latest physical techniques. 

The increase requested is mainly related to more extensive radioecology 
studies, particularly at the Nevada Proving Grounds, with a corresponding 
decrease in biophysics program of dust and particulate fallout. 


9. University of Rochester: 
Fiscal year 1953 
Fiscal year 1954 
Fiseal year 1955 


The study includes observations of the fertility of both sexes in dogs after small 
doses of radiation and subsequent genetic effects. The high degree of radio- 
sensitivity of such fertility tests serves as an excellent index of X-radiation 
effects. Aging as a biological process and as a result of radiation is observed as 

rt of a long-term project calculated to learn what parts of the body show the 

rst evidence of aging. The electron microscope is used to follow changes in 


610, 000 
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tissues, expecially collagen, under the accelerated aging process resulting from 
X-radiation. 


10. University of Tennessee: 


The distribution and retention in animal tissues of such radioisotopes as pro- 
tactinium, strontium, yttrium, lanthanum, tantalum, cesium, zine, and colum- 
bium will be studied. This will involve relatively low-body burdens of these 
isotopes. The skeletal metabolism of mineral products will be investigated in 
large animals. This will provide a basis for understanding the factors affecting 
the deposition and removal from the skeleton of bone-seeking fission products. 
The effects of radiation upon the characteristics of mammalian sperm and their 
fertilizing capacity will be investigated. 

The fiseal year 1955 increase in estimate will provide for investigation of the 
effects of fractionated doses of radiation from fission materials on large animals. 


11. University of Washington: 


The program of the applied fisheries laboratory will continue along three major 
lines: (1) Surveys of the accumulation of fission products by marine animals 
and plants at Pacific test sites; (2) basic studies of radiation effects, using young 
fish which are particularly favorable for bone and growth studies; and (3) experi- 
mental studies of the effects of effluents of the Hanford plant on salmon finger- 
lings. The salmon studies comprise a cooperative program with the Hanford 
Biology Division. Biological surveys carried out at Eniwetok this past year 
have assessed residual fission products from past tests and have given informa- 
tion on accumulation and distribution following the more recent test detonations 
in that area. Future surveys and experimental studies associated with fission 
product accumulation by marine organisms will be carried out by this group as 
a part of the program of the Eniwetok Biological Station. 


12. Research contract support: 


It is anticipated that the support of biological research in colleges and uni- 
versities will show a modest increase with emphasis on both basie research in the 
field of radiation and the biological hazards of nuclear weapons. Universities 
may be expected to participate in field tests so as to obtain more precise and basic 
information on the biological effects of atomic weapons. Many research problems 
are of joint interest to the universities and to the Commission and concurrently 
provide both basic and applied information. Since many of the projects provide 
some support for graduate students this program indirectly contributes to the 
training of scientists, many of whom may later be directly engaged in AKC work. 
Research carried on at colleges and universities through AEC support frequently 
supplements the work being carried on in biology at the national laboratories. 

he overall biological research program is concerned more directly with the 
following areas of research at approximately the levels indicated: 


Actual, Estimate, Estimate, 
fiscal year | fiscal vear | fiscal year 
1953 | 1954 1955 


Projects which are related to the somatic and genetie effects 
of radiation on bacteria, protozoa, viruses, and other uni- 
cellular o.ganisms and on various organ systems of multi- 
cellular greenhouse and agricultural plants, laboratory 
animals, and livestock. These studies also include the 
statistical genetic analysis of nonradiated natural popula- 
tions. The metabolism of fission materials in plants and | 
animals, and their movement in soils is of direct concern to 
the Commission. The effects of ionizing radiations on the 
intermediary metabolism of naturally occurring organic 
compounds and inorganic elements in living organisms are 
being investigated: | 
The level of support of these projects is as follows: 
Somatic effects: 
Deleterious $433, 949 $423, 481 | 
950, 549 1, 044, 847 
Genetic effects: | | 


Subtotal 1, 860, 926° 1, 966, 118 | 

Weapons effects researc h dealing with the deleterious effects | 

of radiations resulting from weapon detonation (and reactor | 

operations) on plants and animals, both directly and indi 

rectly, by fallout and contamination -| 167, 963 211, 000 | 
Dosimetry and tolerance projects rel: ited to the sensitivity | 

and resistance to various types of radiation of the internal | } 

organs and organ systems of labor: atory animals_. | 11, 025 32, 698 
A small number of projects are carried for the accumulation 

and dissemination of biological data, recording of projects | 

for the elimination of duplication, and coordination of the | 

biological program | 
A general group of projects which are concerned with such 

specialized studies as ecological surveys (of production 

plant areas), study of movement >f ions through soil sys- 

tems, and the effect of ionizing radiation on biochemical | 

compounds, is estimated at | 66, 244 94, 853 94, 2 


Total, biological research contract support | 2, 138, 672 2, 355, 000 | 2, 500, 


Biophysics research 


Actual, Estimate, Estimate. 
fiscal year fiscal year fiscal year 
1953 1954 | 
Procedures for limiting human exposures | $1,507,181 | $1, 541, oop | $1, 528, 800 
Instrumentation for radiation detection and measurement... 793, 569 955, 00 | 847, 000 
Biophysics research, general 2, 199, 442 | 2, 297, 00 | 2, 436, 800 


4,500,192! 4,793, 00 | 4, 812, 600 


Summary of biophysics research by location 


Actual, Estimate, Estimate, 


fiscal year fiseal year fiscal year 
1953 195 1055 


. Argonne National Laboratory--.- tA $139, 632 $144, 600 
Brookhaven National Laboratory ......................--. 90, 237 , 00 

. Chicago area__ 

. Dayton (Mound Laboratory)... 

. Hanford (General Electric Co. a 

. Oak Ridge area paw 

. Oak Ridge National Laboratory 

. Radiation Instruments Branch 
Radiological laboratory (New York operations office)... _- 

. Schenectady (Knolls Atomic Power Laboratory) 

. University of California Radiation Laboratory 

. University of California at Los Angeles...._- 

. University of Rochester 55, 
Research contract support 4 1, 350, 000 


4, $12, 600 


| 
| 
$491, 000 
1, 134, 30% 
403, 800 
145, 797 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
ll 
12 
13 
14 
4, 500, 192 | 4, 703, 900 | | 
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STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


The principal mission of the biophysics research program is the radiation health 
protection of on-site workers and of off-site propulations against the byproduct 
radioactivity of atomic energy activities. This mission is fulfilled through: (1) 
Development of permissible levels of exposure based on the most advanced data 
and analysis, (2) improved policies, instrumentation and methods for the practical 
application of permissible levels, and (3) continued participation in the health 
aspects of nuclear-test activities. Associated with all of these functions is the 
requirement of research for their support and improvement. 

(1) To a large extent, biophysics research on permissible levels is confined to 
internal emitters; that is, to radioactive isotopes which are hazardous because 
their chemistry leads to their becoming fixed in various organs of the body where 
their radioactivity may cause serious cell destruction or carcinogenic alteration. 
Radium, plutonium, and strontium are well-known bone seekers. Polonium has 
serious delayed effects on the kidney and liver. Thorium and actinium decay to 
daughter products which are isotopes of radium and polonium, While working 
values of permissible levels for these materials are known, uncertainties call for 
expensive safety factors which must eventually be eliminated. National Bureau 
of Standards Handbook 52 (to which the Commission contributes data on per- 
missible concentrations) upon which are based all AEC permissible limits for 
radioisotopes in the plant and laboratory and in waste disposal practices, lists 74 
different permissible levels. Many of these levels need further study in order 
that possible refinements can be made, thus permitting the removal of certain 
expensive safeguards. 

(2) Instrumentation continually needs improvement to accomplish a better 
evaluation of radiation exposure. Use of even the simple film badge involves 
uncertainties so great under the usual conditions of field use, that frequently 
exposures can be ascertained only to an unsatisfactory degree of approximation. 
As an example, the exposure of off-site populations near the test site is perhaps 
considerably less than the ascribed figure but more accurate estimates are not 
presently obtainable. Better methods of measurement would eliminate many 
doubts. This is given as an example of an unexpected need for precise methods 
of radiation measurement, and the potential value of such methods if available at 
the proper time. Highly refined quartz fiber electrometer instruments under develop- 
ment may supersede some of the present less-satisfactory electronic devices. 
Instrumentation is being developed to ascertain air contamination, with particular 
emphasis on use in places not easily accessible, or for use in a large number of 
sampling stations. Airborne equipment is developed for monitoring large areas, 
for example, islands over large stretches of the Pacific and areas including several 
Western States. Methods and auxiliary equipment for the optimal use of such 
devices are frequently necessary. Instruments and methods for evaluating the 
airborne contamination in mines, mills, and plants are developed as needed. 

(3) Wide-scale monitoring of fallout from nuclear tests, and evaluation of the 
results, have become a major assignment of the biophysics program. Both phases 
require continuing meteorological studies. 


1. Argonne National Laboratory: 


The program in biophysics research at this laboratory is concerned primarily 
with instrumentation for detection and measurement of radiation, of environment 
for radioactivity, and the development of tolerance standards, all related to the 
general programs of the laboratory. Its performance is more specifically related 
to the following: 

(1) Procedures for limiting human exposures—This activity includes research 
on the development and use of monitoring methods for the detection and measure- 
ment of low-level sources of radioactivity in personnel and in the environment— 
for example, radon and mesothorium. Biological materials collected as part of 
the site-background survey are studied for radioactivity periodically The 
meteorological group is active in compiling local data for er a sae with data 
from United States Weather Bureau observation nearby, with the expectation 
that the latter may be used to evaluate local meteorological conditions, as part of 
the reactor safety program. The micrometeorological program will continue, 
however, to study basic problems in the science, concerning the dispersion of tracers 
as a function of various micrometeorological parameters. Included in this study 
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is the use of a highly sensitive freon-tracer technique, and of a newly devised and 
improved wind direction indicator. 

(2) Instrumentation for radiation detection and measurement.—It is expec ed 
that work will continue on the development of rugged, sensitive quartz-fiber in- 
struments such as dosage-rate survey meters; reflecting dosimeters sensitive to 
gamma rays, beta rays, and neutrons; secondary emission chambers which may 
be applicable to very high intensity gamma radiation. The highly refined tech- 
niques which have been, and are still being, developed for molding plastics and 
mounting quartz fibers point toward the possibility or replacing expensive elee- 
tronic instruments with simple, rugged quartz-fiber instruments of high precision 
and negligible upkeep costs. These techniques may be expected to bring instru- 
ment developments as revolutionary as transistors are accomplishing. 

(3) Human tolerance toward radiation—-The principal effort is directed toward 
the theoretical interpretation of data collected in various biological and medical 
programs with specific reference to the permissible levels of external radiation and 
of internal radioactivity in humans. Theoretical considerations have been given 
to the relationship between the site of action and nature of the radiation damage. 

It is expected that gamma ray and neutron ‘Soxicity programs will furnish im- 
portant constants necessary to the recognition of permissible levels in man. The 
radium toxicity program may be expected to yield apy licable knowledge in regard 
to internally deposited radio elements. 


2. Brookhaven National Laboratory: 
Fiseal year 1953 «-«« $00, 237 
Fiscal vear 1954 140, 000 
Fiscal year 1955 163, 000 


The Brookhaven Laboratory also includes, as a continuing activitv, a long- 
range research and development program in radiation instrumentation and in 
special health physies problems. Specialized meteorological research, begun in 
fiscal vear 1954, 1s estimated to cost $50,000 in fiscal vear 1954 and $63,000 in fiscal 
year 1955. The assignment of this research to the biophysical research program 
accounts for the major portion of the increase over fiscal vear 1953. The balance 
of the increase in fiscal vear 1955 is to cover the estimated cost of a larger number 
of visiting scientists who will participate in the health pvsics program. 

(1) Meteorological research.—This project investigates theoretical and physical 
aspects of atmospheric turbulence with particular reference to the dispersion of 
gases and aerosols. The turbulent flow is examined directly by measurement of 
wind fluctuations and related meteorological variables, and indirectly by tracer 
techniques. Some aspects of the program are a continuation of the meteorological 
service previously conducted as part of the radiation safety program for the oper- 
ation of the reactor. Techniques are being refined in order to obtain data of 
greater significance for the testing of theory. Cooperative work with other 
meteorological installations will be developed. 

(2) Instrumentation and health physics.—Long-range research and development 
in health phvsics and related instrumentation are of fundamental concern to 
Brookhaven because of present and anticipated requirements. The fundamental 
mechanics of chemical dosimeters, and of neutron and meson monitoring in the 
radiation field of the cosmotron, the nature of the dosage received by personnel 
at the cosmotron, and construction of scintillators for the measurement of neutron 
fluxes over a wide range of energies are representative studies. This last project 
looks toward production of a unit with a response which will match biological 
effects. The program > Pa to accommodate a large number of visiting 
scientists who are expec to participate in the program. 

3. Chicago area: 
No requirements for this location are budgeted for fiscal year 1955. 


4. Dayton (Mound Laboratory): 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 


Narrative justification for the program at the Mound Laboratory is presented 
in the classified portion of this budget. 


5. Hanford (General Electric Co.): 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 
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The purpose of the biophysics research program at Hanford is to support the 
plutonium-production facilities and to work toward the solution of radiation- 
protection problems unique to Hanford operations. 

Procedures for limiting human exposures.—This category consists of environ- 
mental studies, monitoring methods, and radiological engineering. 

(1) Environmental studies are required to determine the relations between the 
various waste-disposal systems and the ultimate site of deposition of the wastes. 
The data are used to evaluate possibilities of disposing of increased amounts of 
radioactive materials to the ground, for local control of immediate or future 
hazards arising from Hanford operations, and to provide basic information upon 
which advisory groups can appraise the adequacy of the protective program as 
it relates to public interest. Data are obtained for use in possible emergency 
conditions which might arise from a major failure of an operating plant. The 
work includes measurement of the exposure of employees to specific airborne 
contaminants: the determination of relationships between meteorological variables 
and concentrations of airborne pollutants in the atmosphere, both on a local and 
Columbia-Basin-wide scale; field tests on the actual spread of liquid wastes in the 
ground and dilution in the river; and laboratory investigation of the mechanisms 
involved in the soil retention of wastes. 

During fiseal year 1955, studies on the atmospheric diffusion of wastes will 
emphasize collection and interpretation of data in the light of theoretical con- 
siderations. Particle pickup and micrometeorological studies will continue, and 
continuous particulate monitors will be devised. Hydrological calculations of 
the movement of ground water, and neutron logging of the water flow, will be 
applied to proposed plant locations. Studies of ionic absorption in the soil, and 
the movement of moisture in saturated and unsaturated soils, will be continued. 
Hydrological computations are needed to permit a better estimate of the move- 
ment of ground water, and more data will be taken to assist in making refine- 
ments to the limits on the disposability of radioactivity to the ground. It is es- 
sential that studies be continued on the effects of McNary Dam on the dilution 
of reactor effluents in the Columbia River. 

(2) Monitoring methods include radiation measuring techniques, dosimetry of 
all radiations, differentiation of the emanations from various isotopes, and the 
development of assay techniques for materials of low activity. The results are 
applicable to the calibration of field survey instruments, interpretation of bio- 
logical experiments, precise measurement of radioisotopes in human materials, 
the establishment of permissible working times in various processing operations, 
and the assay of complex exposure problems. 

During fiscal year 1955, methods of analyzing reactor effluent water will be im- 
proved, and also air effluents analyzed, with a view to more rational disposal 
methods. Other techniques for analysis of specific materials and for bioassay 
work will be examined and studies made for improved counting techniques. 

Development of equipment for the automatic separation of rare earths, tele- 
metering equipment for central recording of meteorological ana radiation data from 
numerous widespread monitoring stations, and monitoring equipment for the de- 
termination of aloft concentrations of oil-fog will be undertaken. 

Instrumentation for radiation detection and measurement.—This program is di- 
rected toward providing proper instrumentation for all phases of radiation 
measurement, and radiological hazard determination and evaluation. Problems 
requiring study are variations in the photon surface dose from plutonium, the 
response of thimble-chamber methods at very low energies, general problems of 
techniques and measurements on beta rays using the electron Van de Graaff 
machine, comparison of total emission of neutron sources by methods independent 
of their energy spectra, production of low energy fast neutron beams by X-ray 
bombardment of beryllium to estimate energy dependencies of neutron instru- 
ments. 


6. Oak Ridge area: 


Meteorological survey by the United States Weather Bureau provides a con- 
tinuing meteorological service to Oak Ridge operations and its contractors, main- 
tains climatological records for planning purposes and for the evaluation of air 
contamination. The group conducts research on atmospheric turbulence and 
diffusion. A continuing level of activity is planned to meet the requirements of 
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Oak Ridge operations, as indicated by experience. It will make use of a per- 
manent and centralized meteorological instrument network now being installed. 

Budget decrease is accounted for by completion of special ecological studies 
in fiscal year 1954 as conducted by TVA for the Commission. A small continuing 
portion of this work will be absorbed in the Oak Ridge National Laboratory 
biophysical program. 


7. Oak Ridge National Laboratory: 
Fiseal year 1953 
Fiseal year 1954 
Fiseal year 1955--_- 


The biophysics research program at ORNL undertakes research and develop- 
ment in the protection of individuals from radiation hazard. The overall ob- 
jectives and methods are: (1) determination of more reliable permissible levels 
of radiation exposure, (2) development of suitable instruments for measuring 
radiation doses, and (3) development, appraisal, and establishment of procedures 
for the control and disposal of radioactive wastes. 

Procedures for limiting human exposures—This category of activity includes: 
Mathematics and computation for health physics, such as gamma ray attenuation 
studies; radioactive liquid-waste disposal and accompanying environmental 
problems, such as ground and water contamination research to determine the 
hazards associated with new type reactors; theoretical and nuclear radiation 
physies, such as calculations of permissible neutron dose and ionization by 
particles; determinations of internal and external radiation dose by bioassay 
procedures (on which a great deal of work is required) and by improved instru- 
mentation (badges, chambers, ete., with better known response characteristics) ; 
determination and collection of data required for the calculation of permissible 
doses. 

Instrumentation for radiation detection and measurement.—Experimental 
radiation measuring equipment, designed for mounting on automobiles, trucks, 
and planes, greatly facilitate uranium prospecting. Such equipment is likely also 
to have value in low-level radiation surveys of “fallout areas,’’ and improved and 
more sensitive equipment is being developed. Although the equipment is 
designed primarily for peacetime applications, disaster applications are obvious. 

The study of airborne radioparticulate contamination is underway with the 
collecting of all available data; experimentally, the study will continue with the 
completion of a tyndallometric device that measures and records particle size, 
based onthe light-scattering properties of the aerosol. Development of a constant- 
size generator will permit calibration of the tyndallometer and further its use under 
field conditions. 

General biophysics research.—This activity enables consultation and cooperation 
on special problems of mutual interest, such as that of the USAF School of Avia- 
tion Medicine in determining radiation effects on pilots, and that of the Navy 
in surveying current practices in the monitoring and control of airborne radio- 
active particles. Experience has shown that activity of this kind is continuous 
even though, as of now, the particular problems that will arise in fiscal year 1955 
are not known. 

Laboratory training for AEC radiological physics fellows and other contractor 
personnel are included in this category. This training often includes participation 
of the trainees in the research activities of the Health Physics Division. 

Ecological study.—This is a study which has been conducted by TVA under 
contract with ORNL, and has been pointed toward the biological uptake of radio- 
active materials by fish and wildlife in the vicinity of White Oak Lake. Further 
study is required regarding the uptake of fission products by plankton as the 
initial step in a food chain. It is believed that this problem is important in any 
consideration of the hazards of fission products in the environment, resulting 
either from bombs or reactor waste products. 


8. Radiation Instruments Branch: 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 


The program objectives are described as follows: 

(1) Special electron tube development.—The major effort in this program will 
be directed toward (a) basic research on the phenomena of photoelectric emis- 
sion; (b) research development of new photoelectric and secondary emissive 
surfaces; (c) improvement of photomultiplier transit spread characteristics; 
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(d) development of large photo-cathode multiplier tubes up to 30 to and 36 inches 
in diameter; and (e) model shop fabrication of test quantities of tubes developed 
under the program. Research is underway at Notre Dame University, the Radio 
Corporation of America, and the Allen B. DuMont Laboratories. The major 
rtions of this work will be done by commercial electronic tube manufacturers, 
owever, it is expected that the basic studies underway at Notre Dame will be 
supplemented with work by other qualified university groups. 

(2) Radiation dosimetry.—The distribution and utilization of kilocurie sources 
has resulted in the need for a laboratory standard instrument capable of measuring 
apg in the kilo and megaroentgen region. Efforts will be applied in this direc- 

ion. 

Recent experience at Nevada tests has demonstrated the need for a simple, easy- 
to-use instrument capable of measuring not only the total radiation dose, but also 
the relative proportion of the dose due to neutrons and to gammas. It is expected 
that this work will consist of further development of a ‘‘tissue equivalent plastic’ 
and studies of the behavior of insulators exposed to high radiation fields. 

As a further development of scintillation counters, work is to be done on the 
scintillation phenomena associated with crystals and liquids. This will include 
investigation of the possibility of producing neutron sensitive crystals, studies 
of possible plastic scintillators and studies designed to develop more efficient 
scintillatcrs. 

(3) Basic instrumentation.—The development of basic concepts of instrumente- 
tion besrs on most aspects of atomic energy research and development, and in 
particul>r on radiation instrumentation. he program is designed to establish 
a coordins.ted and comprehensive effort in basic instrumentetion research projects 
of competent groups at various laboratories and to eliminate unnecessary dupli- 
cations of effort. Reccumneadialtons for this year continue to emphasize studies 
and critical surveys of currently used instruments of instrumentation techniques; 
theoretical and experimental evaluation of new applications of physical principles 
of measurement and control; and theoretical analyses in various fields of measure- 
ment control and data processing. 

(4) Special program has concentrated on the develop- 
ment, engineering, and production of a telemetering system capable of messuring 
radietion levels and meteorological dota at remote locations. This device is 
being used primarily for weapons tests. However, other applications within 
AEC sites are already under consideration. For example, this apparatus will be 
effective in supplying instantaneous data on radiation doses from stack gases 
to dist>nt locs.tions. 

(5) Testing and evaluation.—The results of besie and applied research in instru- 
ment*tion are messured in terms of utility and quality of the end product. This 

rogrem consists of two main parts. First, rigid tests performed by the National 
uresu of Standards; second, field eveluation by AEC laboretories. By arrange- 
ment with the Netionsl Bureau of Standards, the AEC utilizes facilities with 
controlled standard radiation beams ranging from a few kilovolts up to many mev. 


9. Radiological laboratory (NYOO): 


This laboratory assists the New York Operations Office contractors (and other 
operations offices by special assignments) to meet AEC standards for control of 
air pollution and other radiation hazards. It provides biophysics service for 
analysis of samples collected to measure these hazards, study of radiation problems 
to provide reliable and practical control measures, and for the development design 
and fabrication of laboratory and field instruments to measure and evaluate 
samples of radiation. Biological materials and air dust, water and soil are 
analyzed for uranium, beryllium, radium, thorium or other dangerous materials 
usually present in very small concentrations. The laboratory provides staff 
assistance to industrial hygiene groups of contractors by cross-checking sampling 
and analytical methods and by designing and fabricating special sampling or 
analytical equipment not otherwise available. The laboratory will continue to 

rovide analytical, radiation and instrumentation services as described, and to 
improve analytical methods. 

he laboratory is assigned special tasks such as operating the national monitor- 

ing system, and mobile monitoring teams provide information on radioactive 

fallout during atomic tests. Coordination of these activities with the United 

States Weather Bureau provides a record of fallout distribution which is further . 
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analyzed as a function of meteorological conditions. It is anticipated that these 
activities will be continued in connection with all test series. Special equipment 
such as airborne monitors and recorders, and gamma-triggered self-contained air 
samplers, are developed as required for these tests. 


10. Schenectady area (KAPL): 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 


This program includes technical investigations which are of health physics 
interest and which will provide technical assistance to the Knells Atomic Power 
Laboratory radiation protection program. This assistance results in operational 
efficiencies and in more reliable radiation monitoring techniques—for example, 
isotopie analysis and continuous monitoring of effluents have permitted less 
stringent waste disposal criteria to an extent which more than pays for this entire 
program annually. There is a variety of continuing problems, which include: 

(1) Stack effluents and their variations with meteorological conditions and 
changes in plant operation. 

(2) Study of size distribution of particles in stack effluents. 

(3) Methods and equipment for monitoring neutrons and adaiiaiion about 
the plant and laboratory. 

(4) Nature of water-borne wastes and their absorption in the Mohawk River 
sediments. 


11. University of California Radiation Laboratory, Berkeley: 
Fiscal year 1953 


The health physics group of this laboratory will continue its regular work of 
radiation survey, hazard evaluation, consultation on methods and shielding, de- 
contamination and disposal, research in instrumentation and shielding, and pro- 
tective measures demanded by proposed experiments and facilities for research. 
Research and development will continue in neutron dosimetry at high energy, 
neutron survey methods, penetration and degradation of neutrons in shielding 
material, remote handling techniques and waste handling procedures. The begin- 
ning of bevatron operation will pose new problems in radiation fields and shielding 
requirements, 

ork will continue on the biological effects of high-energy deuterons from the 
184-inch and 60-inch cyclotrons. These particles have unique properties for the 
localization of dosage in small volumes of the animal body, such as the rat pitui- 
tary and hypothalamus. It is thus possible to study some of the hormonal 
functions of the body. The work is directed toward eventual application of the 
cyclotron beam to therapy in humans, since in certain types of cancer and possibly 
some nerve and endocrine disorders this type of irradiation may be of value. 

No material change in scope or level of program is planned for fiscal year 1955. 


12. University of California at Los Angeles: 
Fiscal year 1953 $165, 279 
Fiscal year 1954 9, 
Fiscal year 1955 


Biophysics work supported by this activity falls into industrial hygiene, instru- 
mentation, and an ad hoc program for evaluating fallout phenomenology in 
connection with the Nevada tests. The first two groups are budgeted here. 
The phenomenology studies are budgeted for at the time of planning for the tests, 
since needs are based entirely on the matters of most consequence at the time. 
It is not planned that the latter will become a permanent part of the UCLA 
peaerans. This, however, accounts mainly for the budgetary fluctuations between 

seal years 1953-55. 

Industrial hygiene—This activity is conducted in 2 parts, 1 being research 
and development in dust and fume measurement, and the other primarily in 
radiation protection instrumentation and procedures. In a joint study made 
with the radioecology group, using air samplers specially developed for the 
task, this group studies particle size analyses for the airborne contaminants fol- 
lowing weapons tests. Using fallout materials suitably fractionated as to size, 
and with inhalation chambers constructed to meet the new requirements, it 
exposes animals to fission-product dusts to determine retention and radiation 
effects in the lungs. This constitutes a prolonged and involved study, and is 
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the ouly laboratory prolect now in progress which attempts to evaluate fission- 
product effects with bomb fission products. 

The industrial hygiene group also furnishes health physics services to the project, 
including new radioisotope monitoring, and consults with civil defense and healt} 
department groups in California. With the increased program of the radio- 
ecology group, there will be increased monitoring problems. 

Instrumentation.—Research is done on instrumentation and methods in radio- 
logical and electronic fields. Development of a multichannel atmospheric radio- 
activity monitor telemetering system is progressing, as is work on liquid scintilla- 
tion counters and transistors in trigger circuits. There also is a field program 
involving a colorimetric chemical dosimeter, which includes background dosimetry, 
biological dosimetry, and neutron effects. This dosimeteroffers great promise in 
the baffling field of high-level, short-time radiation effects and will be modified 
to meet new military specifications as they develop. Further work is anticipated 
on the use of transistors in circuit elements and instruments. The usefulness of 
germanium as a radiation detector and counter will be evaluated for decision as 
to further work. 


13. University of Rochester: 


The medical physics and services groups of this laboratory perform the radiologi- 
cal protection functions of the project, including personnel monitoring, laboratory 
surveys, waste disposal, and isotope services. 

In addition, research is conducted on items to facilitate these activities. Suit- 
able instrumentation for neutron monitoring about the cyclotrons is being devel- 
oped. Incorporation of beryllium oxide into fluorescent plastics offers possibility 
as a sharply differentiating neutron detecting device when used with a photo- 
multiplier. Experience with conducting tissuelike plastics suggests their use as 
counters small enough to be inserted into tissues during treatment with radio- 
isotopes. 

Instrumentation and methods are being studied for ascertaining the spectral 
distribution of degraded gamma radiation in a fallout field, and the relative dosage 
to the human body as determined in phantoms. Depth doses from prompt and 
nog radiation of the bomb are being ascertained for the human and animal 

dies. 

Sensitive spectroscopic methods are under continual development for the quan- 
titative determination of trace elements in tissues, as required by various activities 
of the project. There is a continuing need for the use of infrared spectrophotom- 
etry in the elucidation of the nature of biochemical entities, e. g., protein break- 
down products in blood plasma. Electron microscopy is being used to study 
bone calcification, eye lens structure as an indicator of radiation injury and 
senescence, and to observe greater detail in lyophilized tissue slices. 

As work on the chronic effects of polonium is completed during 1954, work will 
begin on projects to determine the biological effects of ingested fission products 
at the emergency permissible levels which were calculated for, and adopted by 
FCDA, DOD, and AEC. Biological effects of feeding highly irradiated foods 
to experimental animals will be studied, in the light of current attempts to sterilize 
foods with high intensity gamma rays. Work on the respiratory hazards asso- 
ciated with radon and thoron in mine atmospheres will be continued, leading to 
realistic permissible concentrations of these gases and their daughter products 
in air, and to better methods for measuring such hazards. 

Program scope and level continue unchanged through fiseal year 1955. 


14. Research contract support: 


Offsite university research projects in biophysical research serve the twofold 
purpose of (1) making use of the talents and facilities available in universities for 
the solution of radiological health problems, (2) stimulating the interest and 
imagination of faculty and students in atomic energy matters, thus leading to 
trained personnel and new ideas in a field sometimes accused of being sterile 
through classification restrictions. A large part of biophysics offsite research is 

rogrammatie in nature, concerning itself with the evaluation of environmental 

zards which can arise from the fission reaction, whether they be from bombs 
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or from reactor or accelerator operation for military or peacetime purposes: 
Both external radiation and the effects of internal emitters need much more 
study, both as to physical measurement and biological hazard. Increasing pro- 
duction of fissionable material, from mines to finished products, and safe disposal 
of radioactive wastes, continue to pose problems of high health significance. 
Testing of nuclear devices, whether on the continent or in the Pacific, poses more 
potent questions than ever before, in determining the distribution and significance 
of atomic debris. More specifically, the program falls into the following func- 
tional groups: 


Actual, | Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 


Studies in cellular effects of radiation particularly related to 
damage to vital organs, blood, skin, lymphatic tissue, or 
other adverse biological effects not the formation of neo- 
plasms resulting from exposure to ionizing radiation. ___.___. $101, 773 

Projects in the weapons effects category concerned with the 
deleterious effects of radiations resulting from weapons 
detonations, as well as from reactor operations. Study of 
the fallout phenomena is an extremely important phase of 

Dosimetry and tolerance research projects are carried on rel- 
ative to the measurement of radiation required to produce 
deleterious biological effects. The main differentiation here 
is that primary consileration is given to methods for esti- 
mating permissible doses, and includes development of pro- 
cedures and instruments for evaluating dosage 651, 283 740, 710 

In addition, a small number of biophysical research projects 
are supported which bear on related problems of Commis- 
sion interest 47, 515 52, 187 


1, 099, 843 1, 235, 000 


Vocational and special training 


Estimate. Estimate, 
ets fiscal year fiseal year 
y 1954 1955 


1, Vocational training program $299, 000 $311, 000 


530, 000 542, 000 


Summary of training program by location 


Estimate, Estimate, 
A = gg fiscal year | fiscal year 
y 1954 1955 


National Research Council 
Brookhaven National Laboratory 

Oak Ridge Institute of Nuclear Studies 
Oak Ridge National Laboratory 

Oak Ridge area. 

University of Rochester. 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


1. Vocational training program: 
Fiseal year 1953 
Fiscal year 1954 
Fiscal year 1955 


The fellowship program in the medical and biological sciences, now transferred 
to the National Science Foundation, has been supplanted by a vocational training 
program of considerable importance to the Commission. This consists first of the 
radiological physics fellowship program, which involves 9 months of academic 
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« \ 
$95, 450 
409, 000 
794, 550 
51,000 
Total biophysics research contract Support..-----------.| eS 1, 350, 000 
| 
$15, 023 | 0 
22, 573 $24, 000 $23, 000 
408, 491 359, 000 369, 000 
48, 118 50, 000 50, 000 
1,916 5, 000 5, 000 
89, 423 92, 000 95, 000 
585, 544 | 530, 000 | 542, 000 
| 
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training followed by 3 months of training at Commission installations. Secondly, 
there has been promoted a specialized training program for industrial hygienists in 
the particular industrial hazards unique to atomic energy in order to help alleviate 
a real shortage in this area. Finally, under the auspices of the University of 
Rochester, there is conducted an industrial medical training program in fields of 
immediate need and interest to the atomic energy program requirements. The 
change to the vocational training program and anticipated activities in fiscal 
year 1955 are more clearly shown in the table below: 


Fiscal year 1953 Fiscal year 1954 Fiscal year 1955 
Type of award 
Fellow- Fellow- Fellow- 
shi> man- shi> man- shi » man 
years years years 
AEC fellowship program: 
Postdoctoral, medienl $5, 700 2 $1, 500 
Postdoctoral, 28, 900 10 6, 000 : 
Predoctoral, 140, 458 49 34, 500 
Total, fellowship program__...____. 175, 058 61 42, 000 14.0 
AEC vocational training: 
Radiological physics. ................- 114, 000 44 169, 000 61.0 | $218,000 80 
Industrial hygiene .................... 11, 000 3 26, 000 7.0 29, 000 8 
Industrial medicine-.-...............-. 66, 583 9 62, 000 8.0 64, 000 8 
Total, vocational training 191, 583 56 | 257,000; 76.0! 311,000 | 96 
2. Special training: 


Special training activities are conducted at various Commission installations 
as required, and to make available the particular type of knowledge developed 
in atomic-energy operations as follows: 

(a) Brookhaven National Laboratory, $23,000.—Includes field training periods 
for a number of AEC radiological physics fellows, and in addition, information 
sessions, demonstrations, and short courses are provided for other radiological 
physies and civilian defense needs. 

(b) Oak Ridge area, $5,000.—To cover the costs of production and fabrication 
of sealed radiation sources provided to local or State civil defense agencies on a 
loan basis for training purposes. 

(c) Oak Ridge Institute ef Nuclear Studies, $122,000.—Comprised of a group of 
educational and training functions performed for the Commission for the purpose 
of increasing the number of scientific and technical personnel trained in the field 
of atomic energy. 

(d) Oak Ridge National Laboratory, $50,000.—This program provides bionhysies 
education to meet the need for trained health physicists. It is planned that, as 
in the past, there will be furnished health physics lectures and on-the-job field 
training to Commission personnel as well as to Department of Defense participants. 

(c) University of Rochester, $31,000.—This installation undertakes the training 
of a number of AEC radiological physics fellows as well as laboratory training of 
graduate students specializing in pharmacology and toxicology, biophysics, and 
radiation biology. 


Mr. Nicuots. Yes. Biology and Medicine. Here our program 
covers several basic objectives—one being the cancer research which 
I think has been explained. Our basic reason for going to biology 
and medicine is that we must retain and maintain safe conditions 
of operation in our plants. In other words, we are dealing with radio- 
activity and we have to understand it, and to know how to treat it. 

Second, we are increasing our testing program which increases the 
need for knowledge of radioactivity. 
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Third, we must know the effect of radioactivity from the military 
point of view. Now, the military does work in this field but a good 
part of the work we do contributes to the military knowledge of 
weapons’ effect. And how to use them. 

Fourth, although we have shown civil defense going down to zero, 
since we are not doing anything directly for civil defense, we feel that 
all our work in this field will be of basic value to the civil defense 
problems. 

Then, the fifth major objective is that, as we expand into industrial 
programs, as we can achieve atomic power, economic power, and you 
start to use this type of plant throughout the United States, industry 
needs to know the factors pertaining to radioactivity. 

Those are the five objectives that I want to put on the record. 

Now, off the record. 

(Off the record discussion.) 


CANCER RESEARCH 


Mr. Puiturps. What advances have you made in cancer research? 

Mr. Nicuots. Will you give that, Dr. Bugher? 

Dr. Buauerr. The cancer research is located at four different sites, 
primarily, with small projects in some of the other laboratories. But 
the four primary sites are at Brookhaven, Oak Ridge, in Chicago 
the Cancer Research Hospital and in San Francisco in connection 
with the University of California Medical School. 

Mr. Puiuurrs. I think you had better clear that up, Doctor. The 
comment, on the hearsay side—and therefore, the committee has 
taken no cognizance of it—has been a feeling that in the cancer research 
program carried on by the Atomic Energy Commission, you delegate 
to yourself an arbitrary decision as to who shall use these results. 
That is, you take doctors in to your Oak Ridge Laboratory and give 
them a course in the use of isotopes, and you determine later whether 
or not you shall let them have isotopes to use. 

Now, I want to make it quite clear that this committee is not saying 
that at all, because all we have are informal comments on that subjcct 
among some of the members of the medical profession and we are not 
running it down, not yet. If you feel there is anything you should 
put on the record as to the extent of coordination of your program with 
existing medical research and medical practice, this is the time to do 
it, Dr. Bugher. 

Dr. Buauer. With regard to the point in the use of isotopes, as far 
as possible arbitrary action is not taken. The standard for safety in 
use of isotopes really are based on the recommendations of the Na- 
tional Committee on Radiation Protection. 

Mr. Putuurps. When you say “so far as possible,’ you leave your- 
self an out. 

Dr. Buauer. Yes. 

Mr. Patuures. You mean that your decisions are based on an area 
of determination of the facilities of the hospital or the facilities of the 
physicians, to use this type of treatment. Who sets those regulations? 

r. Bucner. Under the program, the standards of safe keeping of 
isotopes and their handling have been established in hospitals and for 
the receiving of isotopes, there have established the necessary minima 
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conditions for receiving such materials. Those standards are well 
known and are followed quite readily by all institutions. 

Mr. Patuuips. Let me interrupt you by asking if you have had any 
complaints on that subject? 

Dr. Buauer. Occasionally we have some complaints from indi- 
viduals who feel perhaps that standards should not be applied or 
should not exist. The point which I think is essential here is that the 
Isotope Division does not attempt to tell the physician how to use 
them in the treatment of his patient, or how to treat his patient. It 
attempts only to establish the safety conditions under which the 
isotopes can be transported to the hospital and how they should be 
kept there. 

r. Jonas. Just before I came back here in January I had a long 
conversation with a doctor in North Carolina who said that he had 
gone over to Oak Ridge and taken one of your courses. 

Dr. Bucuer. Yes. 

Mr. Jonas. He spent some time there, familiarizing himself with 
the uses and approved methods for the use of isotopes in the treatment 
of cancer patients. 

And he said he returned to his practice and was denied access to 
the isotopes and was very bitter about it. I came back up in Jan- 
uary with the idea of wry in touch with the Commission to find out 
what was going on. I had been here about a week when I had a letter 
from him saying that the matter had been cleared up and he was now 
cleared by Oak Ridge for the use of isotopes. 

Now, what have you to say about that? 

- Dr. Buauer. I am the person to whom such difficulties and com- 
plaints should be directed. 

The judgment as to the proper authorization of isotopes for human 
use is not put into effect by the AEC personnel. There is a committee 
on human application drawn from the medical profession, who receives 
and approves such requests and they look into the competency of the 

eople. The Isotopes Division of Oak Ridge looks into facilities for 
Pandling isotopes against the standards for handling. They can tell 
our people whether this institution is or is not properly equipped. 

Mr. Jonas. Did you make some change in the regulation? 

Dr. Buacurr. No. 

Mr. Jonas. Around the first of the year? 

Dr. Buacuer. No, there was no change. 

Mr. Nicnots. They might have on the checks? 

Mr. Jonas. Then the only age you cap account for is a change 
in the rule with respect to this individual, that he had not qualified 
under the regulation? 

Dr. Buauer. I would presume that would be the case, without 
having the case before me. 

Mr. Jonas. But at any rate, there is no effort being made on the 
part of the Commission to control the use of this material? 

Mr. Nicuots. Only to insure safety. 

Dr. Bucuer. Only from the standpoint of safety, yes; both of the 
people who transport the material and the institution to which the 
material is sent and may be stored. And I think in that regard, I 
would like to say one thing more in regard to the course at Oak Ridge. 
In the use of isotopes for medical purposes, those have been really the 
backbone of the methodology for the implementing of isotopes in 
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medicine in this country. Now, with time, we hope that medical 
schools will progressively incorporate in their curriculum the necessary 
technical courses which will make isotopes a part of the medical 
knowledge. 

Mr. Jonas. How big is your laboratory operation at Oak Ridge? 

Dr. Bucuer. The laboratories for which we are responsible are in 
2 parts, 1 the biological laboratory of the Oak Ridge National Labora- 
tory, is a large operation, of approximately $2 million. 

Mr. Jonas. How many people involved? 

Dr. Bucuer. Roughly, 114 scientific man-years for 1955. 

Mr. Jonas. That is in addition to the cancer? 

Dr. Bucuer. That is entirely apart from the cancer research which 
is conducted by the Oak Ridge Institute of Nuclear Study. 

Is that an organization sponsored by the Commission 
or how? 

Dr. Bucuer. It is aa incorporated organization which is made up 
of the various universities of the South, incorporated under the laws 
of Tennessee. 

Mr. Jonas. How is it financed? 

Dr. Bucuer. It is financed largely through the Atomic Energy 
Commission. 

Mr. Jonas. You mean it is operated by a separate corporation? 

Dr. Bucuer. Yes. For example, they carry on for us, the adminis- 
tration of the cancer research at Oak Ridge. They carry on the 
courses that you have mentioned: the administration and various 
training arrangements for the training of help. 

Mr. Nicnots. It is, in effect, under contract? 

Dr. Bucuer. They are under contract. 

Mr. Jonas. The Commission provides the money? 

Mr. Nicuots. That is correct. 

Dr. Bucuer. Practically all of it. 

Mr. Jonas. Do they have a hospital; do they have patients? 

Dr. Buauer. Yes. 

Mr. Jonas. In attendance? 

Dr. Buauer. Yes; they operate the Cancer Research Hospital at 
Oak Ridge, a small hospital facility. 

Mr. Jonas. How many beds? 

Dr. Buauer. Approximately 28 beds. 

Mr. Jonas. Off the record, for a moment. 

(Off-the-record discussion.) 


DUPLICATION OF ACTIVITIES OF OTHER AGENCIES 


Mr. Puruurps. I think a very good point has been made with refer- 
ence to duplication. For instance, here, the Public Health Service is 
spending $20 million a year on cancer, and you are spending $3 million 
on cancer research. 

Dr. Bucner. That is approximately right. 

Mr. Nicuots. $2.8 million. 

Mr. Puiuurps. The Veterans’ Administration is spending $1 million 
or more on cancer research; other agencies are spending $1.5 million 
on cancer research, and I find a little difficulty in thinking there is 
not some crossing of the lines somewhere; especially between the 
Public Health Service and what you are doing here. 
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Mr. Nicuots. There probably would be some crossing of the lines 
on research, particularly on a project dealing with cancer, and it is 
worth taking a chance on some duplication, and some dual effort, fre- 
quently, because one man will be trying to do exactly, identically, the 
same thing, but the other man will come up first with the answer. 

Mr. Very well. 

Mr. Nicuots. But we do have some effort at coordination. 

Mr. Puiuurrs. That is the question. You have got two men work- 
ing onit. Is any effort being made to reduce it? 

Mr. Nicuots. I think Dr. Bugher can answer that. 

Mr. Putuurrs. What effort is being made? 

Dr. Bucuer. I think this problem is a continuing, recurring one, 
and is an important one. For 3 years, we have had in operation the 
biosciences information exchange which is purely for the function of 
keeping the various groups informed as to what the others are doing. 

In addition, in the cancer field, we have personnel participating now 
with the National Advisory Cancer Council and the American Cancer 
Society, and all other agencies concerned with cancer research, as I 
mentioned yesterday. I have actually listed all of the research proj- 
ects which the other agencies are supporting and the amounts, and 
when it comes to our own research project, now under consideration, 
we have before us not only what the main groups are contributing but 
we have a record of what is received from all other sources in support 
of this effort. 

Practically speaking, what we might call undesirable duplication 
does not exist in this field, because in classified areas of research, the 
most effective safeguard against real duplication, which is not pro- 
ductive, lies in the fact that no investigator wishes to undertake 
something that somebody else has already done or is doing. 

There is no scientific future in that sort of thing, so that by a 
system of intercommunication, which normally exists in the scientific 
world, publication of results, meetings and so on, the real menace of 
duplication is really eliminated. We have though, beyond that, 
this rather complete interchange of information between these various 
agencies. I sit in conjunction with the National Cancer Council in 
consideration of the Public Health Service, for example, and on the 
American Cancer Society as well. 

Mr. Puatuurps. Mr. Nichols, can you finish on the other areas? 

Mr. Nicuots. Yes, very rapidly. There was one other comment on 
this health question with ess gre to biology and medicine, and that is 
that private institutions are beginning to put money into it. For one 
example, the University of California at Los Angeles is starting a pro- 
gram which they would like us to cooperate with, for use of private 
funds, and we would put up some of the money to build a reactor. 
That is one of the things under consideration by the Commission at 
the present time. It is an indication of the fact that private funds 
from other sources than Government are beginning to flow into the 
program, and we feel that we should cooperate with them, and they 
are beginning to get into it. 
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PHYSICAL RESEARCH PROGRAM 


Now, coming to research and development construction, there are 
several items found on page 505. 
(The justifications referred to follows:) 


PuysicAL RESEARCH PROGRAM— CONSTRUCTION OBLIGATIONS 


Total obligations: 
Actual, fiscal vear 1953 $3, 223, 745 
Fstimates, fiscal year 195 7, 238, 300 
Estimates, fiscal year 1955 23, 594, 000 


JUSTIFICATION OF PROJECTS FOR WHICH FUNDS ARE REQUESTED IN FISCAL YEAR 1955 


The construction projects for which funds are requested under the physical- 
research program may be grouped into two general categories; major new con- 
struction and minor miscellaneous improvements. The funds budgeted for minor 
improvements are considerably below the amounts requested for similar projects 
in past years, and are expected to be sufficient for only the most critical needs. 
The major new projects include construction under the particle accelerator 
program, a research reactor, a multicurie-fission-product plant, and a solid state 
physics building. Each new project is of the highest priority and is considered 
clearly essential to the maintenance of a vigorous research program. 


1. 5-422-5001, Ames, lowa, general-plant projects, $25,000. 

This item provides for the minor alterations, improvements, and additions 
which become necessary throughout the year as the needs of the research program 
at Ames dictate. The work contemplated at this time will include the construc- 
tion of permanent walls and partitions in large bay areas, the establishment of 
auxiliary utility systems, and the modification of space for research use. The 
$25,000 requested represents a substantial reduction below the costs incurred 
for similar items in past years ($82,453 was spent in fiscal year 1953), and as a 
consequence only the most critical needs will be provided for. 


2. 6-222-6011, Brookhaven, reactor and accelerator additions and adjustments, 
$100,000 

This request provides for the improvements, modifications, and major repairs 
that are inevitably required from year to year to keep the reactor and various 
accelerators at Brookhaven in suitable operating condition. Experience indicates 
such changes are always essential if the research programs are not to be seriously 
handicapped. The major research devices at Brookhaven are large, nonstandard, 
and must be employed without the benefit of long-term operational experience. 
A regular fund is 1equired to cover recurring difficulties and to meet changing 
research requirements. In addition, the usefulness of these instruments may be 
extended considerably if funds are available to permit appropriate improvements. 

The estimate shown is designed to meet the strictest standards of economy, 
though the needs are not expected to diminish. The sum requested is $50,000 
less than the amount that was provided for similar work in fiscal year 1954. 


8. 5-242-1026, Oak Ridge National Laboratory, research reactor, $2,700,000 

This project provides for the construction of high flux, 10 megawatt, light-water 
moderated and cooled, enriched uranium, research reactor, a reactor building, 
and suitable auxiliary facilities. Long-needed, it is viewed as potentially the most 
important research facility at the Oak Ridge National Laboratory and promises 
to be an important center for neutron and irradiation research with wide applica- 
tion to all programs. Its flexibility and notably improved design will make it 
suitable both for fundamental research and engineering studies. 

At present, all experimental reactor space is either severely limited in its value, 
unsuitable, or completely occupied. Excluding the graphite and training reactors, 
all the existing reactor facilities at the laboratory are for reactor experiments and 
were not designed for, or intended to provide space for research at high fluxes. 
As a consequence the laboratory does not have the supply of neutrons that its 
responsibilities, goals, or capabilities would justify. The proposed new reactor 
would greatly strengthen research, would make for significant economies of 
operations, would enable the laboratory to fully exploit the unique talents of its 
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staff and would serve as one of the most convenient and powerful engineering radi- 
presi 4 facliities available to the Atomic Energy Commission. In particular 
it would: 

(a) provide facilities for important avenues of solid state research (low tempera- 
ture and neutron diffraction studies) which cannot be pursued effectively at 
present; 

(b) speed the acquisition of the basic engineering information that must be 
obtained before many existing problems of 2 critical nature can be solved. This 
is particularly true of radiation corrosion, which, until it is understood, constitutes 
a serious problem in reactor development. (The reactor would be of immediate 
use for test loops for the homogeneous reector fuel program.) 

(c) greatly facilitate the exploratory work thet is often necessary prior to 
crucial experimentstion at the materials testing reactor. In particular, greeter, 
more significant and less costly utilization of the materials testing reactor would 
be possible. 

Practically all the central problems concerned with the feasibility of high- 
powered chain reactors involve the properties of meterials in very high neutron 
flux environments. And there is no substitute for neutron environment in carry- 
ing out tests to determine feasibility. The Ozxk Ridge Leboratory, which is 
engaged in nuclear energy development, must have access to an adequate and 
reliable neutron flux volume if it is to accomplish its mission successfully. 

The design for this facility has been completed at a cost of $100,000. 


4. ag Pre Oak Ridge National Laboratory, multicurie fission-products-plant, 
1,544,0 

This item provides funds for 2 building and equipment suitable for the chemical 
separation, purification and mechanical fabrication of kilocurie sources of redio- 
active fission products. The plant will have a design capacity for processing 
100, 2-kilocurie, cesiim-137 sources per year and will provide for the separation 
of other important radioisotopes including strontium-90, cerium-144, ruthenium- 
106 and promethium-147. The radioisotopes to be separated promise to have 
wide medical, military, and industrial applications. Cesium-137 will be very 
valuable in the field of medicine. Strontium-90 promises to have extensive mili- 
tary applications chiefly in the field of luminous paints. Radiation sources pro- 
duced in the plant will have immediate uses in industrial radiography and will 
permit accelerated research and development in fields of sterilization and chemical 
processing. 

At present, only a nominal and costly production of such radioisotopes is 
possible. Demands exceeding the supply already exist, and no other facilities 
at any Commission site are either suitable or available for handling the antici- 
pated requirements. The proposed plant is required to meet the demands that 
are expected to arise during the initial stages of expanded utilization. It will 
fill the initial needs stemming from research in fission product utilization and will 
also serve to develop the necessary data for a later large-scaJe industrial plant, 
should such a facility prove necessary. As such, its proposal in no way conflicts 
with the Commission’s policy of eventually transferring such work to private 
enterprise. In its absence the AEC will be faced with sizable requests for radio- 
activity which it will not be able to supply. Prices for the products will be 
established at a level that will recover current operating costs and amortize the 
capital cost in about 10 years. The raw materials supply will be obtained from 
Savannah River waste streams. 


6. Mi EY , Oak Ridge National Laboratory, Solid State Physics Building, 
700, 


This two-story building (with full and subbasements) will be used to house 
members of the Physics of Solids Division now situated in temporary or over- 
crowded facilities on a makeshift basis. It will be located near and will supple- 
ment the existing Physics of Solids Laboratory at Oak Ridge. 

The existing quarters for the Physics of Solids Division are, without exception, 
the most inadequate of any in the entire Oak Ridge National Laboratory. Most 
of the staff members (35 out of 60) are located in temporary structures that have 
reached a serious stage of deterioration. The unsatisfactory nature and wide 
dispersion of these buildings has handicapped experimentation and excessively 
high housekeeping, building repair, and maintenance expenses have been necessary. 
The structures are unsafe, costly to heat, and diffiicult to maintain. Wide 
dispersion has reduced staff cohesiveness and cross-fertilization, has caused much 
time to be wasted in interbuilding travel and has resulted in undue duplication 
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of technical and other equipments. Overall economy favors immediate replace- 
ment with a permanent building inasmuch as the long-term savings resulting 
from decreased operating and maintenance expenses are expected to offset the 
proposed expenditure of capital funds. If the present structures are to be used 
for an extended period extensive alterations and replacements will be necessary. 
Such costly rehabilitation will not do away with high maintenance and repair 
expenses, will do little to eliminate the existing fire hazard, and will do little to 
solve the problems stemming from a makeshift occupancy. 

It is to be noted that this facility will be used by the group studying the effects 
of irradiation on materials. Present inadequacies in housing are impeding the 
activities of this group and a new building will strengthen the research involved 
materially. 


6. 5-24-5050, Oak Ridge National Laboratory, general plant projects, $700,000 

This annual request provides funds for all minor improvements, modifications, 
and additions to existing research facilities at Oak Ridge National Laboratory. 
Such minor changes are inevitable and necessary for continued research opera- 
tions. The Oak Ridge program is characterized by its rapidly changing nature. 
Unforeseen needs always arise, and each change in the direction of a program 
usually results in a requirement for an alteration, improvement, or minor addition. 
A history of actuel cost experience indicates that about $1,100,000 is required 
end this request for $700,000 amounts to a sizable reduction below the funds 
thet have been normelly requested and provided. Oak Ridge will be able to 
finance only the most critical needs because of the reduced level. Many desirable 
modifications will be postponed. 
?. 5-471-6001, Berkeley, Calif., general plant projects, $250,000 

The annual request for minor improvements, modifications, and additions nee- 
essary because of the constantly changing needs of the research program is 
included under this e2,ption. The exact nature of the work to be done cannot be 
predicted with accuracy but, as is the case with all the national laboratories, 
experience has demonstrated that such requirements are inevitable. While the 
amount requested for fiscal year 1955 is the same as the congressional provision 
for fiseel year 1954, the demands for work of this kind are increasing inasmuch 
as the Bevatron is coming into operetion. Large devices of this type in the past 
have always required minor changes and additions to make them more useful 
and it is estimated that the Bevetron will require roughly $80,000 each year, 
over and above the previous expenditure level for the entire laboratory. hus, 
the same smount of money will have to satisfy many more competing demands 
and it will be possible to finance only the most critical items in fiscal year 1955. 


8. 5-500-4001, particle accelerator program, $17,500,000 

The funds for this item will be used to continue the particle acceleretor program 
which was initieted during fiscal year 1954. Specifically, this project contemplates 
the design and construction of an alternating gradient synchrotron at Brookhaven 
National Leboretory. This machine will be designed to develop particle energies 
of 25 billion electron volts, as a first step, with the potentiality of ultimetely 
achieving 35 billion electron volts. Such an accelerator has been made feasible 
by developed alternating gradient (strong) focussing principle which, by greatly 
reducing the amplitudes of particle oscillations, has so reduced the required cross- 
sectione| dimensions of the vacuum chamber (and hence of the synehrotron 
megnet) that accelerators in the 10- to 100-Bev range are now technically feasible. 
Preliminary studies of machines in this energy range have been under way at the 
Brookhaven Laboretory, Harvard, Princeton, and elsewhere for the past year. 
The energy selected is based upon 2, balance between the scientifie need for higher 
perticle energies and the cost, technical effort and time scale involved in the 
construction and operation of machines of various sizes. The total cost of this 
project is $20 million of which $2,500,000 has been committed in fiscal year 1954 
to initiste design and construction. 

The most outstanding feature of the proposed accelerator is the pulsed strong 
focusing magnet which will maintain a proton orbit radius of curvature of ap- 
proximately 260 feet and which has an overall circumference of 2,000 feet and a 
cross-sectional dimension of 2 feet by 3 feet. Particles will be injected into the 
vacuum chamber from a 50-Mevy linear accelerator and during the acceleration 
period of 1 second will be given approximately 80,000 volts of additional energy 
per revolution by 24 radiofrequency-driven accelerating electrodes. As in the 
cosmotron, power for the magnet will be provided by a motor- and flywheel- 
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driven alternating-current generator, the output of which will be rectified by 
ignitrons. The magnet ring will be housed in a riag-shaped, tunnel-like building 
except at the target location where a large experimental area will be enclosed in 
a rectangular building. A massive radiation shield will surround the target 
location, appropriate channels through the shield being provided for the emission 
of primary and secondary particles. A long, narrow building tangential to the 
magnet ring will house the linear accelerator injector. A separate building, 
shielded by an earth fill, will house power equipment, the control room and the 
necessary shops, assembly area, and laboratories. This building will be con- 
structed at an early stage in order to provide assembly and testing space during 
the construction period. 

Heavy power totaling 9,000 kilowatts installed capacity for an estimated power 
use of 6,000 kilowatts will be distributed to the magnet, to the experimental area 
and to the shops and laboratories. Especially heavy power will be necessary to 
drive the experimental motor generator sets and the refrigeration equipment 
necessary to remove dissipated heat. 

It is estimated that from 5 to 6 years will be required for completion of construc- 
tion and the initiation of overall testing at a 25-Bev level. 

9. 5-500-5001, physical research facilities, general plant projects, $75,000 


This item provides for all minor additions and modifications primarily associated 
with the off-site physical research program. Provision must be made for minor 
Government-owned additions required as new off-site projects are initiated. In 
addition the Commission already owns a number of large, nonstandard, research 
facilities that require the availability of funds to cover overrecurring difficultics 
or to meet changing research requirements. The usefulness of these facilities 
can also be frequently extended if funds are available for appropriate changes. 

Mr. Nicnots. This shows a big increase from 1954 from $7 million 
to $23,594,000 for construction at Brookhaven. Project No. 3 is 
a research reactor in connection with the Oak Ridge National 
Laboratory, $2,700,000. We feel that this will round out the research 
facility there. We also have for Oak Ridge a multi-Curie fission 
products — needed to get some of these new types of radioactive 
sources, that would have wide application to medicine, military, and 
industrial appliance. The cost of this facility is $1,544,000. There 
is also requested a solid states physics building at Oak Ridge which 
would eliminate some of the now inadequate quarters. The cost will 
be $700,000. 

The next item, No. 6, is a general item. 


RROOKHAVEN ACCELERATOR PROGRAM 


The big item is item 8, which is for the accelerator program. We 
have started this and we have a little sketch here which we can show 
you. This is a machine designed to accelerate particle energies up 
to 25 billion electron volts. This is the first step and it is ultimately 
hoped to achieve 35 billion electron volts. 

Mr. Puiuuips. This is a new part of the acceleration program? 

Mr. Nicuots. At Brookhaven. The total cost of this machine is 
$20 million. $2.5 million of the 1954 funds have been committed 
for this project and $17.5 million will be required in 1955 to complete 
it. This is a pact of the accelerator program which was specifically 
authorized in the 1954 appropriation. 

— is designed to extend the field of knowledge and to get machines 
to do it. 

Mr. Yates. What is the total cost? 

Mr. Nicuots. $20 million. We have $2.5 million and we are 
asking for $17.5 million. 

Mr. THomas. How did you arrive at that figure of $20 million? 
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Mr. Nicuots. That is the Brookhaven estimate. What check did 
they make, Dr. Johnson? 

Mr. Tuomas. We are talking about the cost of construction now. 
How did you arrive at the figure of $20 million? 

Dr. Jounson. The approach to the $20 million is to take that sum 
and to see what you can do with it. 

Mr. Nicuots. We hope to get 25 billion electron volts of energy 
with that. 

Mr. Tuomas. That could have been $40 million, $50 million, $15 
million? 

Dr. Jounson. We picked out 25 billion volts as the energy to shoot 
for with this until we felt we could get higher energies for the money, 
Mr. Thomas. 

Mr. Tuomas. Who came up with the figure of the $20 million? 
Who arrived at that? 

Dr. Smyru. They have built an accelerator at Brookhaven, Mr. 
Thomas, the so-called cosmotron which gives us about 3 billion electron 
volts. ‘They have built and just started in operation, an accelerator, 
at Berkeley, which will give us something like 6 or 7 billion volts and 
we have the cost figures on both of those machines. It is the same 
group of people who are involved in this $20 million at Brookhaven 
and who designed and constructed the cosmotron. 

Mr. Tuomas. Is it going to be built by the Commission people in 
the laboratory? 

Mr. Nicuots. By the Commission through a contract. 

Mr. Puiuuies. How big is that circle, how far across? 

Dr. Jounson. 850 feet. 

Mr. Yartrs. This is the same type of instrument that is supposed 
to be under construction in Britain. When | went out to the Berkeley 
laboratory, they told me that the bevatron had been surpassed there 
since a new machine was being built. Is this the answer to that? 

Dr. Jonnson. No. There is a machine being built in Switzerland 
by the association of European countries, some 14 countires involved, 
but that is being built at Geneva, Switzerland. 

Mr. Yares. What is the volt capacity of that one? 

Dr. Jounson. That is nominally 25 billion. It is based on more or 
less a conservative design. We are talking nominally of 25 billion 
also, but we feel ours is more assured. 

Mr. Yates. Interestingly enough, I was wondering about the ex- 
change of information; how do you know what they are doing? Is 
this all unclassified information? 

Dr. Smyru. This is all unclassified work, on both of these particular 
machines. 

Mr. Putuuirs. Is that about the end of it. 


BIOLOGY AND MEDICINE CONSTRUCTION PROGRAM 


Mr. Nicuots. I have several construction items for Dr. Bugher 
on the biology and medicine program, on pages 511 to 521. A total 
requirement of $530,000 is requested for 1955. These pages can also 
go into the record. 

(The justifications are as follows:) 
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BroLoGy Mepicine, CoNnstRucTION OBLIGATIONS 


Total obligations: 


JUSTIFICATION OF PROJECTS FOR WHICH FUNDS ARE REQUESTED IN FISCAL YEAR 1955 


1. 6-221-5006, New York Operations Office, general plant projects, $70,000 

This project provides for: (1) rearrangement end modification of the New 
York Operations Office Health and Safety Division laboratories and shops to 
provide more efficient analytical facilities for the processing of radiation samples 
taken in through the monitoring network program and to revamp and extend 
the instrument laboratories and shops to meet a planned increese in the develop- 
ment of monitoring and other instruments; and (2) miscellaneous alteretions and 
modifications at the AEC projects located st the University of Rochester and 
the Atomic Bemb Cesualty Commission facilities in Japan to provide for such 
minor additional facilities as are necessary to the performance of these research 
programs and to provide for the repair and maintenance requirements which 
arise outside the scope of normal maintenance. 


2. 6-222-5014, Brookhaven National Laboratory, general plant projects, $170,000 
The purpose of this project is to provide for the recurring annuel miscellaneous 
projects which arise from the requirements of the research, security, and safety 
rogrems end in the conversion of plant items to improve efficiency of opers.tions. 
he estimate is based ow actual experience in past years for similar requirements. 
The amount requested represents less than one-half percent of the total value 
of the laboratory facilities. 


8. ah Oak Ridge Institute of Nuclear Studies, general plant projects, 
60,000 

This project provides for improvements, alterations, and minor additions to the 
existing facilities of the Oak Ridge Institute of Nuclear Studies required in the 
conduct of its cancer research, special training, and university relations programs. 
The work to be accomplished in fiscal year 1955 will include (1) teletherapy and 
outpatient addition to the ORINS Cancer Hospital and (2) a number of small 
subprojects which will consist of modifications and improvements to existing 
facilities required to meet the operating needs of the ORINS programs. The 
teletherapy and outpatient addition will provide facilities requi in utilizing 
recently developed radiation teletherapy units. 


4. 6-241-5039, Oak Ridge National Laboratory, waste treatment laboratory facility, 
$180,000 

The Oak Ridge National Laboratory is faced with the problem of decontami- 
nating radioactive discharge in steadily increasing amounts from the low level 
activity process waste system into the natural drainage basin of the laboratory 
area. The installation of this treatment plant will permit decontamination of 
750,000 gallons per day of low-level, high-volume waste and will reduce the average 
daily eurie discharge by at least 50 percent. It is estimated that with this equip- 
ment our research efforts in this field will eventually result in the development of 
modifications to existing methods of treatment, so that the average daily curie 
discharge may be reduced by as much as a factor of 10 or possibly more. Such a 
reduction should prove adequate for control of increased activity levels in future 
operations. 
5. 6-600-5001, Washington office, general research projects, $50,000 

The purpose of this project is to construct such minor facilities as may be 
required in connection with the research program conducted at colleges, univer- 
sities and other research institutions throughout the country. 
« From time to time problems in programmatic research arise which can best be, 
attacked by using the talents of eminently qualified scientists at specific univer- 
sities or other research institutions. ~The problems are sometimes of such magni- 
tude as to require special facilities not always available at the institutions. This 
is particularly true, for example, in research conducted on the effects of radiation 
on animals. Whenever the insticution shares the interest of the Commission 
in the solution of a particular problem the cost of constructing such facilities is 
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also shared. When the problem is of specific interes: to the Commission only, 
the total cosi of conscruction must be provided by the Commission. 

Further, it is generally much more economical for the Commis:ion to finance 
the construction of a smal] laboratory addition, or special animal facility, mm 
order to take advantage of the availability of existing university laboratory 
facilities and talent, than to construct entirely new facilities at AEC sites, 

Mr. Puiuures. Is this money for construction? 

Mr. Nicuo.s. Construction, yes. 

Mr. Puruirs. I notice that is in New York; whereabouts in New 
York? 

Mr. Nicuois. That is the New York operations office. This is 
for laboratory modifications at off-site contractors. 

Mr. Puruurrs. This is for Brookhaven? 

Mr. Nicuots. Yes, sir, one for Brookhaven. 

Mr. Puiturpes. And Oak Ridge? 

Mr. NicuHots. Oak Ridge, yes. 

Mr. Puiturs. Why Washington; why $50,000 in Washington? 

Mr. Nicuots. That covers miscellaneous off-site contracts under 
the Washington office. 

Mr. Purures. I believe that about concludes it? 

Mr. Nicuots. I think we have not gone through all of them. I 
have not covered all of the items. There were some questions about 
communities and program direction. 

Mr. Puiturrs. My desire was to cover as much as we could. We 
will have the task force report before us this afternoon and we will 
compare their recommendations. 

Mr. Nicuots. I would like to make one statement, if I may. To 
correct a statement that was made yesterday on the record. Mr. 
Cook wanted to correct his statement in regard to the ownership of 
land at Mallenkrodt, St. Louis. We do not own this land, but it has 
been leased to us for 100 years as long as we use Mallenkrodt as a 
contractor. If we use another contractor, another operator, then the 
lease is for only 25 years. I would also like to go off the record for a 
minute. 

(Off the record discussion.) 


PERSONAL SERVICES 


Mr. Tuomas. | won’t delay the committee or you gentlemen very 
long, but I would like to talk with you on some of your personnel 
questions. 

First, we will talk about the Commission personnel and then about 
the contractor personnel. I cannot tell by your own figures whether 
you have an increase or a decrease from 1954 to 1955. Suffice it to 
say we will call it around 7,300 for 1954 as against 7,035 for 1955. 
But after listening to your statement, I thought there would be an 
extension of 1955 over 1954. Lam referring to Commission personnel. 

Let us see where those people are located. If you will turn to your 
chart which you furnished the committee, pertaining to Washington 
headquarters and extensions, if that covers extension of headquarters, 
what do you have outside of the District of Columbia? 

Mr. Nicno.ts..We have part of the Technical Information Service, 
the Printing Office portion down at Oak Ridge. 
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Mr. Smiru. There is also a raw materials extension out of the head- 
quarters, located in New York. 

_Mr, Tromas. What does this mean by extensions? Outside of 
Washington there have been a mere handful of 100 or 200 people, as 
I recall; is that right? 

Mr. Sarru. 182 is the exact number in the Oak Ridge extensions 
at this time. 

Mr. Tuomas. How many does that give you in the District of 
Columbia now? 

Mr. Nicnots. Do you want both types, that is, administrative 
people and also contractors? 

Mr. Tuomas. Both types of what? 

Mr. Nicuois. We have two categories; direct AEC people operating 
departments other than for direction administration, and then the 
program for direction administration. I presume you want the total? 

Mr. Tuomas. What is the distinction between the two? 

Mr. Nicuots. We have broken it down because we keep the ad- 
ministrative people separate. In other words, the administration of 
the overall structures is in there in a separate account, because we 
think that those people fluctuate more with the program itself. In 
other words, if we decided to perform a function by force account, 


rather than to do it by contract, for example as a guard force, they 


are A on and directly employed for the operating program. Or out 
in Colorado, where we actually go out and do some surveying it is 
done by our own people. In other words, they are not directing and 
administering the program, they are doing it. 

Mr. Tuomas. Do you have that same classification throughout all 
of your offices? 

Mr. Smiru. Yes, sir. 

Mr. Tuomas. What is the total of your employees in the Washing- 
ton office? 

Mr. Smrra. 1,148. That is the current employment as of January 
31, 1954. 

Mr. Tuomas. Is this an accurate, up-to-date chart of the Division 
of Research? I notice on the front page of this organization chart 
that your big divisions are Biology and Medicine, Reactor Develop- 
ment, Military Application and Production. 

Mr. Smiru. It is up to date as far as the major divisions are 
concerned. 

Mr. Tuomas. And you are going to bring this chart up to date with 


reference to the units. 


Mr. Nicnous. Yes; we can get it up to date. 


AEC PERSONNEL OUTSIDE THE DISTRICT OF COLUMBIA 


Mr. Tuomas. How many big offices do you have outside of Wash- 


_ington—regional, or district offices, or whatever you want to call 


them? 

Mr. Nicuots. I can go right down through this. The first is 
Grand Junction, and on January 31 there was a total of 358 people. 
Mr. Tuomas. What territory does Grand Junction serve? 

Mr. Nicnots. It covers the general area in the West, the moun- 
tainous areas for raw materials, wherever they may be in the West. 

Mr. Tuomas. How many suboffices are under Grand Junction? 
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Mr. Nicnots. None for program direction, although the suboffices 
at Salt Lake and Denver are serviced from Grand Junction. 

Mr. THomas. What is your next one? 

Mr. Nicnous. Next is New York, where on January 31 we had 535 
people, with 408 on administration and 127 on other programs. 

Mr. Tuomas. How many offices do you have under the jurisdiction 
of the New York office, and where are they located? 

Mr. McCarrny. In the New York office, we have seven offices— 
New Brunswick, N. J., Tonawanda, N. Y., Middlesex, N. J., Fernald, 
Ohio, Bruckhaven, N. Y., St. Louis, Mo., and Cleveland, Ohio. 

Mr. Tuomas. What about Schenectady; is that under the New 
York office? 

Mr. Nicnots. No. 

Mr. Tuomas. What about Hanford? 

Mr. Nicnous. Hanford is an operation office, with 437 people at 
January 31. There are no suboffices under Hanford. 

Mr. Tuomas. No suboffices? 

Mr. Nicuots. No, sir, not under Hanford. 

Mr. THomas. What about Oak Ridge? 

Mr. Nicuots. At Oak Ridge there were 980 people on January 31. 
It has the Paducah office under it, the Portsmouth office, and at 
Dayton, the Mound Laboratory. 

Mr. THomas. What about Santa Fe? 

Mr. Nicwous. Santa Fe had 1,558 people at January 31. Under 
it are the San Francisco, Rocky Flats, at Boulder, Colo., the Los 
Alamos, and the Sandia Base offices. 

Mr. Smiru. Also reporting to Santa Fe are the Amarillo, Tex., 
Burlington, Iowa, Eniwetok Islands, Las Vegas, Nev., and Kansas 
City, Mo., offices. 

Mr. Tuomas. You have listed here San Francisco. That is under 
Santa Fe; is it not? 

Mr. Nicuo.s. Yes, sir. 

Mr. Tuomas. What about Idaho? 

Mr. Nicuots. Idaho comes out of Washington, under Mr. Hafstad, 
and has 260 people. 

Mr. THomas. How many suboffices have you under Idaho? 

Mr. Smiru. None. 

Mr. THomas. What about Chicago? 

Mr. Nicnots. Chicago, 266 people. It has Pittsburgh, Lockland, 
just outside of Cincinnati, Ohio, and Ames, Iowa. 

Mr. Tuomas. Mr. Tammaro still heads up the office in Chicago? 

Mr. Nicuots. Mr. Tammaro heads up the office in Chicago at the 
present time, although we are moving him to Washington. 

Mr. THomas. What about the laboratory there? 

Mr. Nicnous. That is the Argonne Laboratory and is under 
Chicago. 

Mr. Tomas. It has two separate and distinct managers. 

Mr. Nicnoxts. The contract comes under our Chicago office, in 
other words, the University of Chicago is the contractor. 

Mr. Tuomas. You do not mean the University of Chicago is a 
separate office, or separate entity? 

Mr. Nicuots. No. sir. We just consider the AEC office as one 
office, the Chicago office, 
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Mr. Tuomas. In truth and in fact, it is two separate appropriations? 

Mr. Nicuouts. Do we have anything in Chicago now? 

Dr. Harsrap. I think there are two units. 

Mr. Tuomas. You still have 1 or 2 laboratories there at the uni- 
versity. 

Mr. Nicnoxs. Yes, but we call it the Chicago office, which is 
actually located at Argonne. 
ants Tuomas. How many units do you have under the Chicago 

ce 

Mr. Nicuots. It is all the Chicago area operations. 

Mr. Tuomas. What are they? 

Mr. Nicnoxs. The Argonne Laboratory and the hospital actually 
located in Chicago—the cancer hospital. 

Mr. Tuomas. What else is under Chicago? 

Mr. Nicuoxs. The Pittsburgh office. 

Mr. Tuomas. And Lockland, and what else? 

Nicuous. Lockland and at Ames, Iowa, the Iowa State 
ollege. 

Mr. Tuomas. What about Schenectady? 

Mr. Nicnoxs. Schenectady has the GE laboratory at Knolls. 

Mr. Tuomas. Are there any suboffices under that? 

Mr. Nicuots. No, sir. 

Mr. Tuomas. How many offices does that give you all together, 
main offices, regional, district, or whatever you want to call them, 
plus your suboflices? 

Mr. Sairu. I count 34 locations exclusive of storage sites. 

Mr. Tuomas. Are all of the personnel located in those 34 offices? 

Mr. Nicuois. We have some overseas on exploration work. The 
storage sites are administered by Santa Fe. We have to have cus- 
todians at each storage site. 

Mr. Tuomas. Do you operate them directly under the Commission, 
or a contractor? 

Mr. Nicuous. It is a combination of Commission and military. 
In other words, the military guard them and do certain service work. 
The contractor does the surveillance, and we have certain people in 
there for custody purposes. You might say it is actually our own 
material, 

Mr. Tromas. How many of those locations are there, now? 

(Discussion off the record.) 
- Mr. Toomas. How many Commission personnel do you have? 

(Discussion off the record.) 

Mr. Tuomas. How many does the military have and how many 
does the contractor have? 

(Discussion off the reeord.) 

Mr. Smrra. In answer to your question about the locations, I 
count 34 locations, exclusive of storage sites. 

Mr. THomas. Plus the cost of the storage sites. Does that include 
the District. of Columbia? 

Mr. Smiru, That does not include the Distriet of Columbia. 

Mr. Tuomas. There are 35, then. 

Mr. Smirn. There are 34 field locations. 

Mr. Tuomas. At each one of those 34 or 35 field locations will this 
organization chart be followed literally in each one of those places, 
or how does it vary? 
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Mr. Nicnous. These are authorized vacancies. They are never 
all filled at one time, and they are subject to change. You mean the 
different organizations? 

Mr. Txomas. Yes, your organization units. Do you follow this 
table in each one of those locations? 

Mr. Nicuots. Practically every location is different, depending on 
the nature of the work. This is the way they were set up at the 
time this chart was made up. 


DIVISION OF INFORMATION SERVICE 


Mr. Tuomas. Let us take your Division of Information Service in 
your Washington headquarters. The head of the Division is a 
GS-17 and there is one GS-16. In the Public Information Service, 

ou have one 15 and two 14’s._ In Technical Information at Oak Ridge 

ixtension—that is what the War Department is talking about, where 

we give away all of our secrets—you have a GS-14 and a 12, In 
the Technical Information Service, you have two GS—15’s and one 14. 
In the Office of Classification, you have a GS-16 and a GS-15 and in 
the Declassification Branch at Oak Ridge, you have a GS-14 and a 13. 
In total, you have 253 men in publicity in the District of Columbia 
and your extensions. 

What in the world could 253 men be doing? 

Mr. Smiru. Those technical information people are not engaged ip 
publicity; this technical group operates the technical information 
service at Oak Ridge. That is where technical classified information 
is produced for distribution within the program. 

r. THomas. The Office of Classification at Oak Ridge, or De- 
classification at Oak Ridge? 

Mr. Smiru. The entire Oak Ridge Extension of the Division of 
Information Services is the technical information group. 

Mr. Tuomas. How many do you have at Oak Ridge, then, all 
together? 

r. Smirn. At Oak Ridge engaged on public information activities? 

Mr. THomas. Yes. Is 186 the answer? 

Mr. Smirn. There are 4 professional people at Oak Ridge—2 of 
those are Oak Ridge, and 2 are Portsmouth—engaged on public 
information activities, and they have 11 clerical people supporting 
them at the 2 locations. 

‘ Mr. Tuomas. The remainder of them are in the District of Colum- 
ia? 

Mr. Smirx. What I am giving you is the public information group. 
In the District of Columbia there are 28 positions for public informa- 
tion. 

Mr. Txomas. Your chart shows here in the Division of Information 
Service 253 people. 

Mr. Smirn. That includes 26 positions under the Office of Classifi- 
cation which is not a part of the Information Division. 

Mr. Tuomas. To whom are they passing out that information and 
how many of them do you have doing it? 

Mr. Smiru. There are 15 people who are responsible for seeing that 
one group doing classified work for us in one laboratory gets the 
classified reports that come out from other laboratories. In other 
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words, they are responsible for the circulation of classified information 
within our cleared groups. 

Mr. Tuomas. Within the organization? 

Mr. Smytx. Within the organization, so that we avoid duplication. 

Mr. Tuomas. How many people do you have doing that? 

Mr. Sairu. Fifteen handle this work. And the total for the entire 
agency in the public information group is 49. 

wr Tuomas. Forty nine out of your 253 are doing public information 
work? 

Mr. Surru. I am working against established positions. I have a 
total of 227 for the Division of Information Services. These posi- 
tions are not all filled. 

Mr. Tuomas. I am counting your own people here when I count 
253. So it is 283 rather than 253? 

Mr. Smirn. Are you talking about the Washington headquarters, 
or the entire agency? 

Mr. Tuomas. I am reading from your own chart, and it says 
“Washington headquarters and extensions.” 

Mr. Samira. In that group, 28 are working on public information 
and 199 are working on technical information. 

Mr. Tuomas. Which is the correct figure now for Washington and 
extension—253, or your figure of 282? 

Mr. Samira. Washington and extension—apparently we have two 
sets of figures here. 

Mr. Tuomas. I just have one; you may have the other one. Tell 
me what yours is. 

Mr. Smiru. Let me give you the figures which I have, which I am 
sure is a matter of their being selected as of different dates. 

In the Washington office the total number on information in the 
Washington office, plus Washington extension, is 227. Of that num- 
ber, 28 are engaged on public information and 199 on technical in- 
formation. 

Mr. Tuomas. Your figures do not jibe. If you add up your own 
figures, you get 253 from your own chart. 

Mr. McCarruy. I think the difference is in the Office of Classifica- 
tion. The 26 in the box “Office of classification’’ is a separate office 
from that of the Division of Information. 

Mr. THomas. What are the 28 men in the Washington office doing 
in public information when you are operating under a secrecy statute, 
and so forth? 

Mr. Smiru. A good share of them are in preparing reports for Con- 
gress. They have, among other things, the responsibility for pulling 
together our semiannual reports to Congress and the other reports 
and handling the day-to-day public information work. 

Mr. Tuomas. It takes 28 people to do that? What type reports 
are you giving Congress other than the semi-annual report? You say 
it takes 28 “— to do that? 

Mr. Smirx. That, plus the other activities they have. 

Mr. Tuomas. What are the other activities they have? 

Mr. Nicnors. One, for example, is such releases as we make on 
some of those cooperative ventures in power. 

Mr. Tuomas. Are a many like that submitted to you? 

Mr. SmirH. Quite a few. 
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Mr. Tuomas. What about your New York office; how many pub- 
licity people do you have in your New York office? 

Mr. Smiru. In the public information function, there are three 
people in the New York office. 

Mr. Tuomas. Do you have any other information people? 

Mr. Smiru. We have 12 people in the technical information func- 
tion there. 

Mr. THomas. What about your Chicago office? 

Mr. Smirx. The Chicago office has 2 people in public information 
and none in technical. 

Mr. Tromas. Do you mean that Dr. Zinn has to pass this informa- 
tion around and does not have anybody to pass it around for him? 

Mr. You mean informateon? 

Mr. Tuomas. I will tell you one thing, he keeps up with anything 
that is going on, he knows about it. He is all over the place. 

Mr. Situ. That Oak Ridge extension is the central clearinghouse 
for all technical information. 

Mr. Tomas. Suppose Dr. Zinn wants to communicate with the 
Oak Ridge boys, how does he get the information down there? He 
is running a pretty big outfit. 

Dr. Smyru. I do not imagine he has any trouble talking to Oak 
Ridge on that score. 

Mr. Smirn. After all, Zinn’s whole staff are employees of the Uni- 
versity of Chicago under the contract, so he presumably processes 
his technical information with Oak Ridge. 

Mr. Tuomas. I thought that came under the Chicago office. The 
question I asked is how many publicity people come under the Chicago 
office. I do not know where they are located, but it shows two for 
public information and none for scientific information. 

Dr. Smyru. Those are AEC employees that he is talking about. 
Now Zinn may have under his contract employees in the laboratory 
who are responsible for getting technical information in order, seeing 
that reports are written, and things of that sort. 

Mr. Tuomas. Anyway, now AEC does not have any. 

How many does the University of Chicago have for which you pay? 

Dr. Harsrap. I do not know any group that does specifically this 
work. The technical people do their own work. 

Mr. Tuomas. Do they have any regular publicity people? 

Dr. Harstap. They certainly have public-relations people. 

Mr. Tuomas. How many? 

Dr. Harstap. Probably one; I am not sure. 

Mr. Nicxots. I would like to point out another function that we 
have in regard to this type of technical information. We are trying 
to get out to the various industrial organizations we are cooperating 
bse in power the necessary information so that they can do their 
studies. 

Mr. Tuomas. That is a rather recent venture; is it not? 

Mr. Nicuots. No. It has been going now for about 2% or 3 years. 

Mr. Tuomas. All you are giving them is a few isotopes? 

Mr. Nicnots. No. We give to the various industry study groups 
information on power reactors, to where they can make their own 
analyses and carry on the work from there, in addition to trying to 
give to industry as much of our own findings, found at Government 
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expense, that would be considered of value and not considered vital 
atomic energy business, but where it can be declassified. 

Mr. THomas. What about your Santa Fe office? 

Mr. Surru. Santa Fe has five people engaged in public information. 

Mr. THomas. How many technical people? 

Mr. Smita. None. This includes, of course, in their program all! 
- test work. That accounts for the number of people they have 
there. 

Mr. Tuomas. You are going to put in the paper that you are 
making a test? 

Mr. Sarva. It may be keeping it out of the paper. That is part 
of this job, too. 

Mr. Nicuous. You cannot have a test at Las Vegas and not have 
people know what is going on. 

Mr. Tuomas. They do not get within 10 miles of the test, so they 
cannot see it because those mountains there are every two or three 
hundred yards. 

Dr. Harstap. We break windows at 90 miles from the test. 

Mr. Tuomas. What do you do with the two or three hundred 
guards if you have people there? 

Mr. Smrrn. They are not in the Santa Fe office. I mentioned 
that because that makes a drain on their time when tests are going on. 

Mr. Tuomas. Are they scientists, or newspaper people? 

Mr. Smiru. Newspaper people at Santa Fe. 

Mr. Tuomas. Just what contributions do they make, now? 

Dr. Smyru. They make a very great contribution, I believe. The 
Las Vegas tests are perhaps a most striking example where they do 
limit—and I mean limit—the information. They quash irresponsible 
rumors. They are very useful in handling the swarms of newspaper 
pees that come there. You cannot keep people from coming to 

as Vegas. 

At Los Alamos and Albuquerque, the problem is different, The 
problem there is what you might call normal public relations with the 
community. If you are going to do a construction job, it creates 
interest and you have to say something, but you want to say the 
minimum, 

I would say that one of the things I have been most struck with in 
our public-relations people is the skill with which they handle it. 

Mr. Tuomas. You pay the manager out there $90,000 to operate 
your town. Is not that his job? 

Dr. Smyru. Do you mean the ZIA Corp.? 

Mr. Txomas. For a while you paid him $180,000, as I remember 
and we operated on you to cut it down to $90,000. 

Dr. Smyru. I remember your assistance in that case. 

Mr. THomas. What are you paying him now? 

General Fietps. The same fee. 

Mr. Tuomas. $90,000? 

General Fretps. Yes. 

Mr. Tomas. Then we had better help you again: 

General Fieips. You might have to help us with another contract. 

Mr. Tuomas. Suppose we put him down to $25,000, I bet you 
5 to 1 he does not quit. 

General Fre.ps. I hope we do not have to test it. 
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Mr. Tuomas. Seriously, I think you can go through this budget 
and comb your personnei a whole lot. I am not going to take the 
time, but you fix up the chart and send it in here as quick as you can. 
But you ought to go through those divisions. I have gone through 
a good many of them, and it looks like it is simply too topheavy. 

As your money goes, your expenditures for this year, in round 
figures, are $1,200 million. The salaries of your own people will run 
in the neighborhood, in round figures, 3 percent; your current bill will 
run 4 times that; your raw materials will run perhaps 5 or 5% times 
that, and for construction you want about $235 million or $240 million 
fresh money. 


NUMBER OF CONSTRUCTION PROJECTS 


How many projects are you going to do? I must have counted 
some 55 or 60. What is the total number of construction projects? 

Mr. McCarray. I think, roughly, around 32 projects, and the most 
of those are minor alteration projects. I would guess probably about 
15 major projects overall. 

Mr. Tuomas. What is the total number you are going to put out 
on competitive bid where the building trade wants some blueprints 
and all of them have their pencils sharpened now and want a little 
business? 

Mr. Nicuous. They estimate on the new work that 65 or 70 percent 
of the work will be let on lump-sum contracts. 

Mr. Tuomas. Is that dollarwise or projectwise? 

Mr. Nrenous. Dollarwise. 

Mr. Tuomas. You have one big project there that is going to 
take up one-third of it. What are you going to do about that? Are 
you going to let that to competitive bid? 

Mr. Nicuois. We may let the overall contract on a fixed fee con- 
tract basis. But, as we did at Portsmouth, where we had Peter 
Kewitt as the top contractor, we then put pressure on him to see that 
he subcontracts everything on a lump sum that he can. 


PLANS AND SPECIFICATIONS 


Mr. Tuomas. Are you going to give them plans and specifications 
to work on, or are you going to let them work all night and then the 
architect will come along the next day and tear them up and start 
all over? 

Mr. Nicuous. No; we have gotten out of all that. 

Mr. Tuomas. Tell us about that. When, where, and how? 

Mr. Nicnoxs. I would say very few things are being built today, 
in fact, I do not know of anything, being built without plans and 
specifications. 

Mr. Tuomas. If that is the case, then you can let it on open, and 
competitive bidding. 

Mr. Nicuots. I thought you asked are we building before we have 
plans and specifications. We are not building before we have plans 
and specifications. We sometimes start work on a project before 
we have completely designed it, but we carry the design far enough 
ahead of construction to where it can be a well-ordered job. 

Mr. Tuomas. Is that possible if you do not have complete plans 
and specifications? 
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Mr. Nicnoxts. Yes. Unless you have complete plans and speci- 
igus of course, you cannot let the whole thing on a lump-sum 

asis. 

g rae Tuomas. The Corps of Engineers does not operate that way, 
o they? 

gy Yes, they do. 

Mr. Tuomas. It is not usual for them, is it? Since the war stopped; 
before it started, they did not operate that way. 

Mr. Nicnouis. The Corps of Engineers operates both ways, where 
they have a cost-plus a fixed fee, in their overseas work. 

Mr. Tuomas. I am talking about the work here at home. 

Mr. Nicuous. Here at home? 

Mr. Tuomas. Yes. They got in pretty bad on some of these 
overseas jobs, too. I know you are following a procedure that is 
not followed under peacetime conditions in your construction; are 
you not? 

Mr. Nicnoxs. In some of the big plants, we are. We are using a 
fixed fee, but it is a legitimate method; but we do make every effort 
and coming in this thing from scratch, I was quite surprised to see the 
amount they have been able to do in the new plants, particularly at 
Paducah, the amount of stuff which they have been able to put out 
under a fixed fee, on a lump-sum contract. And the amount of pro- 
curement that they have been able to make. 

Mr. Tuomas. There is no question about that. They can let out 
a subcontract on the basis of 15 or 20 percent more, and give the man 
a chance to get the plans and specifications and figure out what he is 
doing, and where he is going, so he is not going to put that scare price 
on it. 

Mr. Nicnots. But at the present time, we can get plenty of bids 
on that type of work. We do it whenever it is practical. 

Mr. McCarruy. I would like to say, Mr. Thomas, there are fifty- 
odd projects included on these pages. 

Mr. Txomas. I thought I could count up to 30. I do hope you will 
have your plans on this construction; no doubt you may have some 
items, you may let for 60, 90 days, or 6 months, so you might be 
burdened, so to speak; and time would not help you so much. But 
you do not have that in this particular case. In about 9 out of ever 
10 items, you are not going to be burdened with that, and you will 
know what you are doing. I do not think there is anything in the 
justifications for which you cannot put down an exact form, blueprints, 
specifications, and which cannot be put out to the contracting industry 
and let them sharpen their pencils. It has been argued time and time 
again exactly what you hope to do; and it has not resulted. 

The Association of General Contractors testified in the hearings 
that if the Atomic Engery Commission would take 60 to 90 days of 
their time and put down on blueprint what they wanted, and turn it 
over to industry, that industry would get the job done and save time 
and dollars and cents. 


LIABILITY OF AEC ON TRAILER CONTRACT AT SAVANNAH RIVER 


Mr. Yares. I did not understand the response to Mr. Andrews’ 
questions about the trailers. What was the testimony on the liability 
of AEC on the trailer contract at Savannah River? 
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Mr. Cook. On the trailer contract, the testimony was that our 
estimates show that when we are through with the requirements of the 
trailers and completely cancel out the contract, the total cost of pro- 
viding houses for family houses of construction employees will be 
about $7.2 million. 

Mr. Yates. What was the contract you had for trailers? It was 
before your contract, was it not? 

Ir. Cook. Yes. 

. YaTEs. How many trailers were involved? 

. Cook. 4,000. 

. Yates. What were the rental provisions for the trailers? 

. Cook. As I recall, the rental provisions 

. Jonas. May I interrupt for a moment? 

. Yares. Certainly. 

. Jonas. | believe you were out of the room at the time we went 
into that yesterday; were you not? 

Mr. Yarers. I beg your pardon, Mr. Chairman. 

Mr. Jonas. Go right ahead, if there is anything you want to 
develop. 

Mr. Yates. The $7.2 million represents what? 

Mr. Cook. The trailer contract total estimated cost, $7.2 million; 
the barracks contract, the maximum estimated cost to the Govern- 
ment, $2.8 million. 

Mr. Yates. As I recall, you had a contract for 4,000 trailers; is 
that correct? 

Mr. Cook. Yes. 

Mr. Yates. Under the terms of which, each trailer was rented at 
$82.50, was to be rented? 

Mr. Cook. Was to be rented, yes. 

Mr. Yates. The terms under which the Government contracted for 
the trailers? 

Mr. Cook. That is correct. 

Mr. Yates. That is what they were to pay the Government? 

Mr. Coox. Yes; the Du Pont Co., prime contractor to the AEC, 
contracted with the Robbivs Co. to provide the trailers for rental. 
Under the terms of the contract, the rentals were paid to the Robbins 
Co. and applied to reduce the total obligation of Du Pont and in turn 
the AEC. 

Mr. Yates. There was a 4-year contract; is that correct? 

Mr. Cook. Yes. 

Mr. Yates. So that the total liability on that, in the absence of any 
return, the total cost apart from any money that might be derived 
from rental or otherwise, would be $14,850,000? 

Mr. Cook. That is, if the contract had continued for 4 years and 
it had a 90-percent occupancy, and he received a rental of $82.50, the 
Government would not-—— 

Mr. Yates. Let me see if I understand you correctly: The Gov- 
ernment entered into a contract under the terms of which the trailer 
contractor was to receive $14,850,000 for a period of 4 years; is that 
correct? 

Mr. Cook. No; not from the Government, sir. 

Mr. Yates. Did not the Government guarantee this sum? Is 
this not what the company would receive? 
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Mr. Cook. No. The original contract provided that he construct 
these units and have them available for a term of 4 years. The con- 
tract also provided that if the occupancy was greater than 90 percent, 
we would pay no rental on the vacant trailers so that if he had more 
than 90 percent occupancy for 4 years, it would have cost the Gov- 
ernment nothing. 

Mr. Jonas. In other words, you guaranteed 90 percent occupancy? 

Mr. Cook. Yes. 

Mr. Yates. You guaranteed 90 percent of $14,850,000; is that 
what you are saying? What did the Government guarantee? 

Mr. Cook. No. There were cancellation provisions in the contract 
so that by canceling vacant trailers we have been able to keep down 
our vacancy reimbursements. 

Mr. Yares. I still do not get the answer to my question. As I 
understand the terms of the contract, the Government guaranteed 90 
percent originally, without any minimization of liability on the part 
of the Government through rental or through cancellation; in the first 
instance, the Government guaranteed 90 percent of $14,850,000 to the 
trailer manufacturer. 

Mr. Cook. Yes, that is a fair statement. 

Mr. Yates. Now, what happened to reduce the liability of the 
Government? 

Mr. Cook. In the first instance, we had greater than 90 percent 
occupancy for a period of approximately 9 months, so that the rentals 
that the Robbins Co. received went to reduce that obligation. 

Mr. Yates. So that there would be three-quarters—a quarter of the 
liability would be for 1 year; this is not that kind of liability, but this 
is for a 1 year—this would be only for a 9-month period? 

Mr. Cook. Yes. 

Mr. Yarss. That you are speaking about? 

Mr. Cook. It would not be a 9-month period. There was not 
available the total 4,000 trailers during the early period of the con- 
struction of the camp. 

Mr. Yates. Very well, continue with your statement. 

Mr. Cook. The contract provides for termination. 

Mr. Yarers. Yes. Under conditions, or just generally? 

Mr. Coox. Under certain conditions. 

Mr. Yates. And what were—under what conditions did it provide 
for termination, that you were able to enforce? 

Mr. Coox. It provided for the termination of all or any portion of 
the contract at any time, and selling the trailers; and the return from 
sales of the trailers would apply against and reduce the remaining 
obligation on the part of the Government. 

Mr. Yates. You mean for the cancellation of the cost? 

Mr. Cook. Yes. The formula took into consideration the remain- 
ing value of the trailers upon disposal. 

And the way the contract has actually worked out, when the 4,000 
trailers were constructed and completed—— 1 

Mr. Yates. Were 4,000 trailers constructed and completed and 
delivered to the Savannah project? 

Mr. Cook. Yes. Erected and actually occupied. 

Mr. Yatss. Yes. 

Mr. Cook. Then as the vacancies gradually increased, a portion of 
the trailers were canceled, so that you could maintain a maximum of 
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occupancy at all times, and gradually portions of the contract were 
canceled until now, I believe we have about 1,200 units still in use, 
and it is estimated that, as requirements for those units drop off, the 
total contract is finally canceled and the total cost to the Government 
for housing for family workers for construction employees—— 

Mr. Yates (interposing). Just for trailers alone? 

Mr. Cook. Just for trailers alone, will amount to $7.2 million. 

Mr. Yates. Is the AEC or the Government of the United States 
being sued on this contract? 

Mr. Coox. No. 

Mr. Yates. Have you made a settlement with the trailer 
manufacturer? 

Mr. Cook. The settlement that is being made under this contract 
is made under a formula basis under which we have no disagreement 
at all, and when the final trailer is terminated, the contract will be 
completed. 

Mr. Yates. Are you stating that the maximum liability to the 
Government under this contract is $7.5 million? 

Mr. Cook. Yes, sir; our present estimate is $7.281 million. 

Mr. Yates. Were these trailers rented for $82.50? 

Mr. Coox. No, they were not; after the first 2 months that the 
trailers were available for occupancy, rent control established a lower 
rate. 

Mr. Yares. Did the Government make up the difference? 

Mr. Coox. That is right. 

Mr. Yates. And is that the difference that the Government made 
up; that is, is that difference included in the $7.2 million, or is that in 
addition? 

Mr. Cook. That is included in the $7.281 million. 

Mr. Yares. So that the liability of the Government on this contract 
does not exceed $7.2 million? 

Mr. Cook. Yes, we estimate $7.281 million. 

Mr. Jonas. The testimony this morning with respect to this $7.2 
million, indicated that one person might call it a “loss’’ and another 
person might call it “cost”? to provide housing. 

Mr. Cook. Yes. 

Mr. Yates. What happened to the 4,000 trailers; are they going 
to be sold, or where are they? 

Mr. Cook. They are being gradually sold. 

Mr. Yares. Who owns them? 

Mr. Cook. Those that remain occupied are owned by the trailer 
contractor. He has conducted a sales program and has awarded, 
under competitive bids, the trailers to the highest bidder, and as the 
trailers become vacant, they are delivered to the highest bidder and 
the receipts from the sales are used to reduce our obligation under the 
contract. 

Mr. Tuomas. Mr. Yates, will you yield for a question? 

Mr. Yates. Certainly. 

Mr. Tuomas. I wonder if that trailer contract has ever been re- 
negotiated; do you know? 

r. Cook. The trailer contract has been renegotiated? 

Mr. Tuomas. Yes. 

Mr. Cook. No; it has not yet been completed. 

Mr. Tomas. Has it been renegotiated? 
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Mr. Coox. You mean by the Renegotiations Board? 

Mr. Tuomas. Yes. 

Mr. Yarzs. Is it subject to renegotiation? 

Mr. Tuomas. Yes; it is a Government contract. 

Mr. Cook. It is subject to renegotiation. 

Mr. Yates. Do you know whether it has been? 

Mr. Coox. No; the contract has not been completed yet. 

Mr. Tuomas. Have they made any voluntary turn-ins? 

Mr. Cook. No, sir. The present contract that we have which 

rovides for termination and credit to the total liability, as outlined, 
is one that is slightly different from the contract we originally entered 
into, and we believe to be more advantageous to us in credit returns 
to the Government. 

Mr. Jonas. There was another and separate contract, apart from 
the trailer one, in which we have substantial losses. 

Mr. Cook. Yes. 

Mr. Yates. I am still not clear on the terms of this contract. You 
started out by entering into a contract with a trailer company for 
leasing these trailers from the company. Now, apparently, the 
company still owns them but are you buying them? What is the 
situation? Do you have a separate contract with the company? 

Mr. Coox. No. Under the terms of the contract, the trailer be- 
longs to the —— 

Mr. Yarns (interposing). There were 4,000 trailers, were there not? 

Mr. Cook. Yes. 

Mr. Yates. Which belong to some company? What was the name 
of the company? 

Mr. Cook. It was the Robbins Co. 

Mr. Yares. They owned 4,000 trailers which they proposed to 
build and to lease them under certain terms for 4 years, and they still 
own the trailers at the end of the 4-year period? 

Mr. Cook. Yes. 

Mr. Yares. And they still own the trailers? Now, are they com- 
pelled to sell the trailers, and give you the benefit of that price? 

_ Cook. Under the terms of the contract, if we terminate prior 
to the—— 

Mr. Yates. Four-year period? 

Mr. Cook. Four-year period, then, as you pointed out in the 
beginning, the contract provided a guaranty, an income of so much, 
which would cover the cost of the trailers, amortization, delivering 
them, and setting them up, and operation; and under the provisions 
of the termination, whereby we terminated prior to the 4-year period, 
the return from the sale of the trailers reflects as a credit toward the 
total obligation. 

Mr. Yares. This is a strange provision because I was under the 
impression that he would be entitled to his rentals for the 4-year 
period, and still keep the trailers? 

Mr. Cook. No. 

Mr. Yarss. Is not that the original contract? 

Mr. Cook. Yes. 

Mr. Yates. They still own the trailers? 

Mr. Cook. No; under the original contract any salvage return 
on the trailers went to the credit of the trailer contractor however, 
a subsequent amendment to the contract provided the sales of the 
trailers would be credited to the Government. 
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Mr. Yates. What op now is, you cancel the contract, you 
owe for the remainder of the rent for the 4-year period, minus the 
amount which they are able to get from the sale of the trailers; is 
that correct? 

Mr. Cook. Yes; that is approximately right. 

Mr. Yates. Then you anticipate recovery of $7.5 million when he 
sells the trailers? Is that correct? 

Mr. Cook. No. 

Mr. Yatus. How do you arrive at $7.5 million? 

Mr. Cook. The $7.5 million? 

Mr. Yates. The $7.2 million then. 

. Mr. Coox. Our actual costs through January 20, 1954, consist of 
the following: Vacancy reimbursement of $56,804; rent rollback 
payment of $1,072,435; termination charges of $6,304,529; total, 
$7,433,768. 

The credits through January 20, on the sales of 2,296 trailers have 
been $1,458,558. 

Our net cost to date, under the contract, has been $5,975,210. 

Our current estimate of the final net cost upon termination of the 
contract is approximately $7,281,000. 

Mr. Yates. Are those trailers being sold at auction? 

Mr. Cook. They were sold, not at auction, but bids were received 
for the trailers and the award was made to the highest bidder. 

Mr. Yates. Who was the highest bidder? 

Mr. Cook. The Continental Supply Co. of Birmingham, Ala. 

Mr. Yatss. They were not repurchased by the trailer company? 

Mr. Cook. No. 

Mr. Nicnoxis. The Continental Supply Co. is now selling the trailers 
to individuals. 

Mr. Jonas. Did you not say this morning that you had a firm offer 
from the company for settlement out of court? 

Mr. Cook. That firm offer was for settlement on the dormitory 
contract. 

Mr. Yates. Have you a firm offer for the settlement of this? 

Mr. Cook. No. 

Mr. Yarss. Have you requested one? 

Mr. Cook. This is working under the terms of an agreement and 
there is no disagreement on the terms that will be followed in reaching 
a final settlement. 

Mr. Yates. Have you tried to make the settlement with the 
company? 

Mr. Cook. Well, they are now handling the closeout of the contract 
which is the result of an agreement between the two parties to the 
contract. 

Mr. Yates. But for the agreement at the time the contract was 
originally entered into? 

Mr. Cook. Yes, but as subsequently amended to the advantage 
of the Government. 

Mr. Yates. It contained a cancellation clause and I wondered 
whether or not the company would accept a lower amount for a 
quick settlement. 

Mr. Cook. Under the present contract there is no need or reason 
to try for a quick settlement. 

Mr. Yates. You have not explored that possibility? 

Mr. Cook. I outlined a few moments ago that the present method 
of closing out the contract is slightly different from the provisions of 
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the original contract that we entered into, the results of negotiation, 
and we feel it is more favorable to us than the original contract, and 
we feel that we can close out the contract, the agreement more 
favorably to us. 

Mr. Nicuots. Actually, a price of $1,800 a trailer is not bad to 
provide housing. 

Mr. Yates. How do you get the $1,800? 

Mr. Nicnotrs. 4,000 into $7.2 million. 

Mr. Yates. You get the $1,800 by 

Mr. Nicuots. Dividing the $7.2 by 4,000. 

Mr. Yares. But that is not under the original contract. 

Mr. Nicnots. But that is going to be the cost to the Government 
of supplying housing. 

Mr. Yares. The original contract provided for $14 million. 

Mr. Nicuots. I know, but the point is, we knew we were going to 
get something back through this operation and the question was, 

hat would be the occupancy? 

Mr. Cook. The obligation of $14 million-plus was only if they 
built the 4,000 units and nobody rented them. 

Mr. Yares. It is not $1 ,800 per unit, since they were not vacant 
during the 9 months’ period? 

Mr. Cook. No. The way this contract is worked out, through a 
cancellation of a portion of the contract, it has cut down on the 
vacancy reimbursements, and we have kept 90 percent occupancy. 

Mr. Yares. At what rental? 

Mr. Coox. At the rental established by the rent control agency; 
as I recall it was $60. 

Mr. Yares. $60. 

Mr. $1.8 million was the rental rollback———- 

Mr. Cook. $1,072,000. 

Mr. Yares. If I may return for just a moment, to the cost——— 

Mr. Jonas. You mean, we contracted for a rental in excess of the 
maximum allowed by rent stabilization? 

Mr. Nicuous. That is right. In other words, when the contract 
was made, we thought that we could get that rental, but some other 
branch of the Government rolled back the rents, which accounts to 
date for $1,072,000 in additional cost to the Government. During 
the period of Federal rent control that was out of our control. 

Mr. Cook. Yes. 

Mr. Nicuots. That was out of our control. 

Mr. Yates. Was the $82.50 a fair rental for the trailer, or did the 
rent-control agency reduce it to $60? 

Mr. Nicnots. Yes. 

Mr. Jonas. In other words, we were subjected to rental control 
when this contract was made? 

Mr. Nicnoxs. Afterwards. 

Mr. Jonas. When was this contract made? 

Mr. Coox. Rent control was in effect at the time the contract was 
made. The rent-control ney reviewed the rental after the con- 
tract was made and rolled the rents back. 

Mr. Jonas. Would it not have been wise to have contacted the 
rent-control people before you signed the contract? 

Mr. Coox. We did contact the local rent-control agency informally 
and told them what the plans were and. indicated to them what the 


ap] 
me 
] 
fro 
] 
we 
av’ 
$8 
we 
ac 
th 
19 
ca 
of 
$1 
h 
0 


2767 


approximate rent would be, and we thought we had an informal agree- 
ment that this rental was all a 
t you were wrong, and rolled it back 


Mr. Yates. And they thoug 
from the $82.50. 

Mr. Coox. That is right. But even prior to rent control, they 
were better than 90 percent occupied, as new units were becoming 
available. 

Mr. Yates. Was there some disagreement with the rental price? 

Mr. Coox. With reference to what? 

Mr. Yates. With reference to the rental price of $82.50? 

Mr. Cook. Some disagreement with whom? 

Mr. * net With the question of the accommodations being worth 
$82.507 

Mr. Coox. The rent-control agency, after some of these units 
were occupied, completed and occupied, reviewed the units, and made 
a determination that the rent established for that type of unit, those 
accommodations in that area, was too high. The AEC appealed 
the rent rollback under provisions of the Housing and Rent Act of 
1947 as amended. 

Mr. Yares. All right. 

Mr. Coox. The rental of $82.50 was established under the specifi- 
cations that were issued for the receipt of proposals and was the result 
of competitive bids. 

Mr. Nicuots. | would like to make the comment that I think the 
$1,800 is not a bad price to pay for housing for work of this type. 

Mr. Jonas. You have already made that comment. 

Mr. Nicuous. I mean, when you look at the price of the trailers, 
and when you subtract $1,800 for the net cost of the trailer, and you 
take out the $400 per unit which was due to the rollback of rent, you 
peri $1,400; who is going to be able to buy that for 2 years? I have 
tried it 

Mr. Yates. But you bought them for $3,200; did you not? 

Mr. Nicuots. We did not pay that price for those trailers. In 
other words, all we paid for-——— 

Mr. Yares. You did not even contract to buy the trailers? 

Mr. Nicuots. No. 

Mr. Yares. You entered into a contract to rent the trailers. 

Mr. Nicuous. What I am getting at is the cost to the Government 
of providing housing, with the depreciation of these trailers, which is 
about $500 a year. 

Mr. Jonas. But do you not overlook the fact that you did not use 
some of those trailers for more than a month or two? 

Mr. Nicuots. I am talking about the average cost for house 
trailers, and the cost of providing the housing during construction. 
Take, for example, the housing at Oak Ridge. We have had to 
furnish housing for the labor there for several years, and this is an 
insignificant cost as compared with the Oak Ridge operation. 

r. Jonas. Considering for the sake of argument that you are 
correct, and we are minimizing this so-called loss, it would have been 
better if you could have eliminated it altogether; we could have 
knocked out over a million dollars of this loss if we had had the right 
sort of liaison with the rent-control authorities. 

Mr. Nicuoxs. Not necessarily; the contractor would not have 
made the same sort of a contract. 

Mr. Jonas. But you do not know that; do you? 
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Mr. Cook. We do know that his proposal was the lowest in rental 
rates and the total cost to the Commission of any proposals received, 
and was based on the rent that the trailer contractor would have to 
receive to amortize his investment over that period of time. 

Mr. Nicuous. And it was awarded under competitive bids. 

Mr. Cook. We have made separate estimates of what the cost will 
be under the contract, and what it would be if we provided and oper- 
ated the trailers, and our estimate of final net cost is slightly higher for 
direct operation than what it is going to be under the present contract. 

Mr. Nicuots. [ ran a trailer camp similar to this and | had nothing 
to do with setting the price, and | think that this trailer operation, 
this deal, is a darn good one. 

Mr. Jonas. That depends upon whether it was worth $7.2 to the 
Government to provide housing for these people during the time they 
were occupied? 

Mr. Nicuoxs. Yes; we had in mind providing housing, getting the 
men on the job, where they could go to work. ~ have to recognize 
the problem of labor in a construction project, which exists everywhere, 
and you cannot expect people to come in without roads, without a 
place to live and without a place for recreation, and I am sure that 
anyone will not attempt to go out and build a project like this, on a 
big scale, without assuming they will have to pay something for hous- 
ing for their construction workers. 

Mr. Jonas. They did come in there before you had all that; they 
did not occupy all the units? 

Dr. Smyru. No. 

Mr. Nicuoxs. They occupied all of the units. 

Mr. Jonas. I thought you said they did not occupy all the units? 

Mr. Nicnots. You are talking about dormitories; I am talking 
about the trailer deal. 

Dr. Smytu. They even occupied them at the higher rentals, Mr. 
Jonas. 

(Off the record discussion.) 

Mr. Yarrs. Who entered into this contract, Du Pont or AEC? 

Mr. Cook. It was a direct contract between Du Pont and the 
Robbins Co. and approved by the AEC. 


POWER COSTS AT JOPPA PLANT 


Mr. Yates. Now, with respect to the Joppa plant, the powerplant 
at Joppa, do you not think it would be a good idea to have the costs 
checked either by a CPA or engineering firm familiar with utility 
accounting and engineering operations? Or the Federal Power Com- 
mission? ‘There has been an increase in estimate from $139 million 
to $197 million. I think probably this question should be addressed 
to the general manager. 

Mr. Nicuots. In lieu of our own? 

Mr. Yates. I got the impression, yesterday, that your own audit 
was not very comprehensive, Mr. Nichols; that you had one man on 
the jo 
Mr. Nicuous. Plus auditors. 

Mr. Yates. What do you audit? 

Mr. Nicuo.s. We are checking the types—— 
Mr. Yates. What do you audit? 

Mr. Nicuous. What do they audit? 
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Mr. Burrows. They—the auditors are auditing the accounts. 

Mr. Yares. You say they audit the accounts. You mean they 
get the bills from the contractor, from the companies. When you say 
they audit accounts, what do they do? 

Mr. Cook. Let Mr. Burrows answer if he will; that is in his field. 

Mr. Burrows. Well, an audit of this kind would be to go into the 
records, to check on the work and to determine the costs to see whether 
they were properly allowable to that particular job. That means that 
the engineers and the auditors would go to the site and look over the 
books of each individual project. 

Mr. Yates. Have your auditors done that for each of the expendi- 
tures at Joppa? 

P nenp Coox. That comes under the jurisdiction of the Oak Ridge 
office. 

The audit is broken down into two phases: The audit of the construe- 
tion costs that form the total cost of the plant and are the basis for 
the fixed charges in the demand charge and the audit of the costs 
that go into the operation of the plant, labor, maintenance, materials 
other than coal, supplies, administrative and general expense that 
form the operating expense portion of the demand charge. 

. Yares. Who audits? You say Oak Ridge? 

. Burrows. Oak Ridge has a group of auditors. 

. Yates. Is that out of your department? 

. Burrows. No; they report to Oak Ridge. 

. Yates. Then how do you know that group did it? 

. Burrows. They audit in Oak Ridge, Mr. Yates. 

. Yates. But do you know they do it? 

. Burrows. I do not know personally that they did it, no. 

. Coox. I personally know that they are auditing costs that go 
into the cost of the plant and the operating charges that make up the 
cost of power under the contract. 

Mr. Yates. What is the nature of the audit that is being performed? 
Are your people experienced in public utility accounting? 

Mr. Burrows. They would be experienced in construction account- 
ing which would be of the same nature. 

Mr. Coox. The Federal Power Commission system of accounting 
is uniform throughout the country, and they are familiar with that 
accounting system, and our auditors are familiar with that. 

Mr. Yates. Are you saying now that your auditors are allowing 
only those costs which would be allowed by the Federal Power Com- 
mission? 

Mr. Cook. No; they allow only those costs that are allowable under 
the terms of the contract. 

Mr. Yates. But that is something else again. Some of the costs 
bee be allowable by the Federal Power Commission as being proper 
charges. 

Mr. Cook. The contract incorporates the accounting system, for 
both the construction costs and the opearting costs, to the uniform 
system of accounting established by the Federal Power Commission. 
All of the utilities use that uniform system of accounting. 

Mr. Yates. J do not know whether you and I ure in agreement on 
this or not. I am trying to find out just what costs you will permit 
to go into the company’s rate base for AEC. Your auditors allow 
costs that are not recognized by the Federal Power Commission under 
this uniform system of accounting; is that correct? 
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Mr. Cook. I would not be able to answer that without making a 
check. I can make a check and put it into the record. 
(The information follows:) 


EXAMINATION OF Eneray, INnc., Contract 


A. PROVISIONS IN EEI CONTRACT RELATING TO ACCOUNTS AND EXAMINATION OF 
RECORDS 


Section 7.04. Accounts and examination of records. 


1. Company shall keep its books of account in accordance with generally 
accepted accounting principles and the Uniform System of Accounts and such 
other systems of accounts prescribed by other regulatory authorities having 
jurisdiction as may be applicable, and shall provide for depreciation on its facilities 
referred to in section 1.01 on a 25-year sinking-fund basis with interest at the 
weighted average interest rate per annum on the 1979 indebtedness with respect 
to the first four units of its generating station and related transmission line and 
other related facilities and on a 25-year sinking-fund basis with interest at the 
rate of 3% percent per annum with respect to the fifth and sixth units of its 
generating station and related transmission line and other related facilities, or 
on a comparable composite sinking-fund basis with respect to all such facilities. 
The Uniform System of Accounts shall be used for the determination of any 
question relative to cost and expenses arising under this agreement. 

2. AEC shall have the right, at such reasonable times as it deems appropriate 
until 5 years after termination or expiration of this agreement, to inspect all books, 
records, and accounts pertaining to company’s operations hereunder and to make 
such audits thereof as AEC may deem necessary to protect the interests of AEC. 
Such books, records, accounts, and all related documents will be retained by 
company in accordance with Federal Power Commission regulations to govern 
ses alae of records of public utilities and licensees as in effect at the date 

ereof. 

3. Company agrees that the Comptroller General of the United States or any 
of his duly authorized representatives shall, until the expiration of 3 years after 
final payment under this agreement, have access to and the right to examine 
any directly pertinent books, documents, papers, and records of company in- 
volving transactions related to this agreement. 

4. Company further agrees to include in all its subcontracts hereafter entered 
into hereunder a provision to the effect that the subcontractor agrees that the 
Comptroller General of the United States or any of his duly authorized repre- 
sentatives shall, until the expiration of 3 years after final payment under this 
agreement, have access to and the right to examine any directlv pertinent books, 
documents, papers, and records of such subcontractor involving transactions 
related to the subcontract. The term “‘subcontract’’ as used herein does not 
include (i) purchase orders not exceeding $500, or (ii) contracts or purchase 
orders for public utility services at rates established for uniform applicability to 
the general public. 

5. Nothing in this agreement shall be deemed to preclude an audit by the 
General Accounting Office of any transaction under this agreement. 


B. ALLOWANCE OF COSTS BY PUBLIC UTILITY COMMISSION 


It is believed that all costs chargeable to AEC under this contract would be 
allowed by FPC for purposes of rate determination with two possible exceptions 
both of which pertain to items included in the amount of working capital funds 
allowed as a component of cost to be used in arriving at the rate. Under present 
practice, the FPC staff might not allow as great a portion of taxes or annual 
operating expenses to be included in the working capital. However, it should 
be noted that representatives of AEC worked closely with the FPC staff incor- 

rating numerous suggestions in the various drafts of this contract prior to it 

ing executed. 
C. AUDITS MADE TO DATE 


From November 1, 1952, to February 28, 1954, AFC auditors spent the follow- 
ing time in performance of audits of construction costs as reflected on the books of 
both EEI and the construction contractor (Ebasco) for the period February 15, 
1951, to September 9, 1953: 


September 1953 
October 1953 


January 1954 


1, 324 


The audits were performed in accordance with AEC policies and procedures 
for auditing cost-types contracts and included such checks of invoices, payrolls, 
subcontract payments, and other cost items as were considered necessary to es- 
tablish that expenditures were allowable under the terms of the contract. This 
included audits of Ebasco’s home office (New York City) costs. 

In addition to the audit of construction costs, AEC auditors spent 71 hours 
discussing with EEI representatives the books and accounts to be set up; infor- 
mation and certification required on monthly power billings; method to be used 
in billing testing power as proposed to power generated during periods of partial 
and permanent operation; determination of data to be furnished on time sheets in 
support of charges to operating accounts; methods and bases to be used in ealcu- 
lating interest charges during periods of test and partial operation. 

It is estimated that AEC auditors will spend 1,200 man-hours in auditing con- 
struction costs to completion of the Joppa plant. Operating costs will be audited 
quarterly and a year-end review will be made to determine compliance with 8 
percent limitation on profits. Each quarterly audit is estimated to require 80 
man-hours and the year-end review is expected to require another 80 man-hours. 
Other _— time is estimated at 80 man-hours, making a total of 480 man-hours 
annually. 

AEC audits of the Joppa plant have been conducted by Charles F. Fullam, 
chief of the Paducah area audit section, and John Shertenlieb, a member of 
Mr. Fullam’s staff. The Oak Ridge office has recently employed Lee Stacey, 
formerly with the Federal Power Commission, who, as a member of the Oak 
ae p,evSting staff, will conduct most of the future audits of EEI as well as 


D. AEC PERSONNEL WITH BROAD BACKGROUND AND EXPERIENCE IN ELECTRIC 
UTILITIES 


The Oak Ridge office, which has responsibility for the negotiation and admin- 
istration of this contract, has as its manager, Mr. 8. R. Sapirie, a graduate engineer 
with many years of experience in the negotiation of electric-power contracts. 
Employed on his staff are the following experts in the public-utility field: 

Mr. Fred Belcher, area manager for Paducah, a graduate electrical en- 
gineer with 26 years of experience 

Mr. Kenneth Dunbar, area manager at Portsmouth, an electrical engineer 
with 22 years’ experience 

In addition, there are on the staff of the area manager the following: 

D. M. Clarke, electrical engineer, 44 years’ experience 
Merle Smedberg, graduate electrical engineer, 23 years’ experience 
Robert Somers, graduate electrical engineer, 16 years’ experience 
Sidney Rogers, graduate electrical engineer, 18 years’ experience 

O. 8. Clark, graduate electrical engineer, 31 years’ experience 

Charles Fullam, graduate accountant, 20 vears’ experience 

Leigh Stacey, graduate accountant, 29 years’ experience with 14 years at the 
Federal Power Commission as an examiner in charge of field of property 
accounts of electric utilities. 

For specialized problems relating to power we have utilized the services of 
consultants and engineering firms and personnel of our operating contractor. 

In addition, the Director of Production has available to him the services of 
personnel with extensive public utility experience. On his staff are Mr. L. Meyer, 
& graduate engineer who has participated in the review of this contract, was 
formerly in the employ of the Federal Power Commission, Bureau of Accounts, 
Finance and Rates for 16 years, and Mr. R. Huard, who was with the Federal 
Power Commission for 6 years. 
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On specialized questions the services of personnel in the Division of Construction 
and Supply are also available to the Director. 

Mr. Guy Thaxton in Division of Construction and Supply, a graduate engineer 
and a fellow in American Institute of Electrical Engineers, has participated in the 
review of this contract and follows the progress of construction of the generating 
station and facilities in a staff capacity for the Director of Production. Mr. 
Thaxton has had wide experience and held responsible positions with governmental 
agencies and private utilities on electric utility matters. Two other individuals 
with more than 17 years of combined public utility commission experience are 
also available in the Construction and Supply Division. 

On the Controller’s staff are 2 individuals with a total combined experience in 
utility construction and operating cost determinations of approximately 30 years, 

Mr. Yares. It would seem to me as one member of this committee, 
that if a private business organization had a contract the terms of 
which establish rates for power for a period of 25 years, and the rates 
were predicated upon the allowance of costs, then that organization 
would certainly make every effort to know what costs were actually 
going into that contract. It would determine whether they should be 
allowed, or should not be allowed, under standards gpproved in rec- 
ognized publie utility accounting. I have not been able to get an 
answer here today that would show that AEC is doing this. 

Mr. Cook. T can answer the question this way 

Mr. Yarres. You said you wanted to put the answer in the record. 

Mr. Cook. You asked me a specific question and I said I was not 
able to answer without checking that specific question. But I can 
answer this way: The group that is responsible for the administra- 
tion of the contract, which is the Oak Ridge operation and the finance 
office at Oak Ridge, and the auditors in that oflice, are intimately 
familiar with the detailed terms of the contract and they will audit 
the costs to assure that the costs chargeable io the cost of the con- 
struction and the cost of operation are in accordance with the terms 
of the contract. 

Mr. Yates. Is it possible that the terms of the contract might vary 
from the costs recognized by the Federal Power Commission? 

Mr. Coox. Where admissible costs are different, they are speci- 
fically indicated in the contract—TI can explain it this way 

Mr. Tuomas. Let me ask this question: Why did the original esti- 
mate increase from $149 million to $197 million? Yet you wonder 
why we want to put a limitation on you. 

r. Smytu. That is not in this plant; that is not in our bill. 

Mr. Tuomas. But you were the one who made the estimate and 
asked for the money, were you not? 

Dr. Smytu. No. 

Mr. Tuomas. You have approved the cost; have you not? 

Dr. Smytu. But we did not ask for it. We did not supply the 
money for this plant; this is not AEC construction. 

Mr. Tuomas. You 

Mr. Yates. You asked for the construction; did you not? 

Dr. Smyru. No. 

Mr. Yates. But you asked for the approval for the present con- 
struction? 

Dr. Smytu. That is correct. 

Mr. Tuomas. On the basis of so much money, which is now $135 
millio) or $140 million; is that correct? 

Mr. Cook. At the time the contract was entered into initially for 
the 4-unit and Jater the 2 additional units, it was estimated that the 
6-unit plant would cost approximately $140 million. 
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Mr. Yates. But it should be peinted out, Mr. Cook, that this is 
not the usual development by the Atomic Energy Commission, where 
you don’t know what the costs are. This is the construction of a 
powerplant, not an unusual type of construction, where the costs 
would be fairly ascertainable. 

Mr. Cook. The cost of the construction project of this type, under 
normal circumstances, should be fairly ascertainable. I think | 
pointed out yesterday that this company ran into an unusual cireum- 
stance with labor costs, labor difficulties, and with strikes on the 
project, which held up the completion of the job, and increased the 
cost of the job. It is quite difficult to determine ahead of time those 
unusual costs. 

Mr. Puiuures. If you will yield for a question, very briefly, is the 
question what this plant cost; is that the responsibility of the com- 
pany? Or is the question what effect the increased cost of the plant 
and construction would have on a subsequent price of power? 

Mr. Yates. That is correct. They testified yesterday, and I think 
the last year’s records show, that the rate they pay for power out of the 
Joppa plant will be predicated on the cost of construction. 

Mr. Putiurps. Yes, but the amount of power that we buy is prob- 
ably quite large amount; is it not? 

Mr. Yates. Yes. 

Mr. Putuures. But to what extent will that amount of power be 
changed in price by the line of testimony that was given? 

Mr. Yares. He has testified to that. What is the difference? 

Mr. Cook. Approximately 0.4 mill per kilowatt-hour. 

Mr. Puruuips. May I ask one more question: This may be a far 
cry, and | guess the question may be addressed to Mr. Burrows: 
Are the local auditors, the field auditors under necessity of reporting 
to the Controller? They report to the local manager? 

Mr. Burrows. That is correct. 

Mr. Paiuures. And does that enter into Mr. Yates’ question, that 
some of these items which you think should be checked, were probably 
being done by the local auditor, and not known at the moment to the 
Controller, or to the Washington office? Is that a far ery from what 
Mr. Yates was asking about? 

Mr. Burrows. I think you have explained the situation exactly. 

Mr. Puiturps. You get my point, Mr. Yates? 

Mr. Yarrs. Yes. 

Mr. Puiiurrs. They may have some of this information locally 
but under this duplicate system that we have, the information did 
not get into the hands of the people that you think had it? 

Mr. Yates. I do not know whether they have it. 

Mr. Nicuots. The local people have the responsibility of seeing that 
the United States is protected. 

Mr. Yates. That is the interest that I have, too, Mr. Nichols. 

Mr. Yes. 

Mr. Yares. That is why I am interrogating you on the difference 
between the costs which are allowable under the contract and those 
that would be recognized by the Federal Power Commission in con- 
nection with its determination of allowable costs, under a rate case. 

Mr. Jonas. Is it not a fact that you will not take all of the power 
that is produced at this plant? 

Mr. Cook. That is right. 
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Mr. Jonas. Now, who will fix the rates, pay for the surplus power; 
will not the Federal Power Commission do that? 

Mr. Coox. That is for the power that is—— 

Mr. Jonas. That is surplus. 

Mr. Coox. The Federal Power Commission will fix that. 

Mr. Jonas. Will not their investigation settle this question of 
what is allowable? 

Mr. Yares. Oh, no. 

Mr. Jonas. No? 

Mr. Yares. For the reason that they may pay a different rate, 
the ordinary consumer using this power, may pay a different rate 
than AEC because of the contract entered into—AKC apparently has 
entered into a contract—under the terms of which all costs are al- 
lowable in computing the base upon which they will fix the rate. 
And those costs may not be the same as are recognized by the Federal 
Power Commission. 

Mr. Jonas. When the Federal Power Commission makes a deter- 
mination of the rates, they will make the rates for the surplus? 

Mr. Yates. Yes. 

Mr. Jonas. Will that not determine it? 

Mr. Yares. Except for this, as Mr. Cook testified yesterday, 
only during the construction period can AEC question any of these 
costs. If AEC permits the plant to be completed, and if the FPC 
comes in later and makes a valuation for a rate case, its allowances 
— not be the same as the Atomic Energy Commission would 

ow. 

That is why, at this time, I am asking why it would not be a good 
idea for the Federal Power Clmmission to make a check of the con- 
struction costs that are going into this powerplant. There bas been 
such a tremendous increase in this estimate. 

Mr. Nicuots. I will look into the problem of whether we ought to 
have someone from the Federal Power Commission look into this 
business. 

Mr. Yates. Mr. Nichols, the reason I suggest the Federal Power 
Commission is that it establishes the system of costs for public utili- 
ties. In view of the fact that there has been an increase of about 
$50 million in the construction estimate and, apparently, from what 
you testified yesterday, there is not any question but what you are 

oing to permit all of this increase to go into the rate base—now, wait 
jot me finish my question, Mr. Cook—why is it not discreet—to use 
a very mild term—why is it not discreet, to have FPC make the audit 
during the construction, so you will be protected? 

Mr. Cook. That is not what I said. 

Mr. Yates. Did you not testify to that? 

Mr. Cook. No; I did not. 

Mr. Yares. What did you testify to yesterday? 

Mr. Coox. I said that as far as the construction costs are con- 
cerned only, those costs that are in accordance with the terms of the 
contract will be used to determine the total estimated cost of the job 
and as a base for determining that portion of the fixed charge that is 
in the demand charge. 

Mr. Yates. When may you protest any of those costs? 

Mr. Coox. We can protest any of those costs at any time. 

Mr. Yates. At any time? ter the work is eaten as well? 


ay 


Mr. Coox. After the work is completed, prior to the fixed charges 
becoming a part of the cost to the Commission, we must audit and 
agree what the total cost of the plant is. You see, under the present 
arrangement for the power that they are furnishing prior to the com- 
pletion and full-scale operation of the first four units, all we are paying 
is the energy charge, the cost of fuel, and the actual cost of the opera- 
tion of the plant. We do not pay any fixed charges on the capital 
cost until the first four units are completed. 

We have not yet agreed that the costs they are accumulating to 
arrive at a total cost of the plant are proper under the terms of the 
contract. You may recall—I think it was through your suggestion 
that both the EEI contract and the OVEC contract were reviewed 
by the Federal Power Commission. 

Mr. Yarss. That is, the cancellation costs were reviewed. 

Mr. Cook. They feel that the terms and conditions of the contract 
were proper and in order. 

Mr. Yarss. They said certain parts of it were questionable, and it 
was a question of discretion. 

Mr. Cook. The only thing they questioned—— 

Mr. Yares. Was the cancellation cost at some time in the future 
when there existed the possibility of absorption of such costs by 
industries in the area. 

Mr. Cook. That is right. 

Mr. Yares. That was one of the things they questioned. 

What I am perturbed about is the possibility of waiver if this 
audit of cost is not made in time. If you propose to wait until some 
future time to determine what costs will be acceptable to AEC you 
will have waived your rights. If this is not so, then I am wrong, 
but certainly before you approve that contract I certainly believe 
the point should be checked. 

Mr. Nicuous. Mr. Yates, I will look into the situation to see 
whether we should bring in the Federal Power Commission or that 
type of auditor, and also check to see whether it is advantageous to 
bring them in now or wait until the completion of construction. 

Mr. Yates. What does the General Counsel say on this? 

Mr. Nicuots. It means a check, however, on: Are the terms of 
our contract such that this type of audit would be advantageous? 

Mr. Yarers. You mean, are the terms of the contract such that 
you are stuck? 

Mr. Nicuous. If we are stuck anyway, there is not much use in 
bringing them in. 

Mr. Yares. Do you not think you ought to find out whether you 
are stuck? 

Mr. Nicuots. That is right. I will check into this to see whether 
your suggestion, which on the surface here appears to have a great 
deal of merit, is good. I do not know enough about the contract to 
be sure it is. 

Mr. Yates. I do not know, either. 

Mr. Nicuots. I will look into it. 

Mr. Yares. I am just suggesting what seems to me to be the sub- 
ject of reasonable research. 

Mr. Nicuots. I will conduct that research. 

Mr. Yares. I think you should do it too, with respect to the costs 
you are accepting even during this preliminary period. Apparently 
those costs also have gone up as a result of what happened in the past. 


Mr. Cook. The only costs that have gone up for the power we are 
purchasing now are the costs of fuel. That is readily ascertainable. 
The operating costs that are being charged now are also readily 
ascertainable and audited by our auditing group. 

Mr. Yares. All right. I think, too, you should examine to deter- 
mine whether in the corporate setup there are any multiple layers of 
corporate officials which may increase the costs as well. 


COST OF CONSTRUCTION AT PORTSMOUTH 


What is the situation at Portsmouth? You said yesterday your 
estimates were being increased there? 

Mr. Cook. Yes, sir. I indicated yesterday that the contract 
estimate was being reviewed and that there was an indication it would 
be 5 or 6 percent higher than the present estimate. 

“Mr. Yares. As I remember, your estimate was $336 million for 
the cost of construction for Portsmouth. 

Mr. Cook. The original contract estimate, including transmission, 
working capital and other capital, was $356 million. Our latest 
estimate, including the same items, is $364,420,000. 

Mr. Yares. This is prior to the anticipated revision? 

Mr. Cook. Yes, sir. Mr. Sapirie, our manager at Oak Ridge, 
was in New York yesterday reviewing the estimate with the OVEC 
Co. The present estimate is $388,184,000, which checks very closely 
with the estimate I gave vou vesterday of what it would be. 

That figure is about $150 per kilowatt of capability. 

Mr. Yates. Does this change your cancellation costs in any 
respect? 

Mr. Cook. In the event of cancellation this would slightly increase 
the cancellation cost. 

Mr. Yates. By roughly 10 percent. 

Mr. Cook. Over the previous estimate on which the cancellation 
costs were based it is 5 or 6 percent. 

Mr. Yates. What would be the change in rates as a result of the 
increase? 

Mr. Cook. I do not have that calculation with me, but it is approxi- 
mately, I would judge, roughly 8 or 9 hundredths of a mill. 

Mr. Yates. Is that all the increase that would be present here? 
Why is that? Why do you have a substantial increase in the case 
of Joppa and you do not have it here? 

Mr. Cook. The percentage increase here is very much smaller than 
the percentage increase at Joppa. 

Mr. Yates. You mean this is only 10 percent and Joppa is 50 
percent? 

Mr. Cook. Yes. 

Mr. Yares. Is the increase in rates about the same proportion? 

Mr. Nicuots. Divide four-tenths by five and you have the answer. 

Mr. Yares. I do not have the increase in cost here, so I cannot 
do it. Besides, I am not a slide-rule expert. . 

You are going to look into Portsmouth, too, Mr. Nichols? 

Mr. Nicuous. Yes, sir; I will look into Portsmouth. 

Mr. Yates. To see whether or not there should not be some change 
in your system for checking the costs of construction. I feel it is 
very important. 

Mr. Cook. I think I may have left the wrong impression yesterday. 
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Mr. Yates. You surely did. 

Mr. Cook. There is one man, a power man, skilled in power 
generation and construction, who is following the job full time. But 
he has available to him the full staff of the Operations Office to make 
such checks as are necessary. 

Mr. Yares. I think it would be embarrassing to have a different 
rate base established by the Federal Power Commission for other con- 
sumers at Joppa than AEC’s; do you not think so? 

Mr. Nicuots. That would be most embarrassing, but I do not 
think that will happen. 

Mr. Cook. I can assure you we will not be embarrassed. 

Mr. Yares. You will not be? 

Mr. Cook. We will not. 

Mr. Yates. I believe that, too. 

Mr. Cook. I answered on the basis that the Federal Power Commis- 
sion will not establish a lower rate for firm power to off-site users than 
the power rate to the Commission. 


EXCHANGE OF INFORMATION WITH FRIENDLY NATIONS 


Mr. Yares. This is with respect to the field of exchange of informa- 
tion. What information in the atomic-energy field is being exchanged 
with other friendly nations? 

Mr. Nicuots. We have an agreement with the United Kingdom 
and Canada which in certain categories of information we do exchange. 

Mr. Yares. Do you want this off the record? I would like to find 
out. 

Dr. Smyru. | think probably it should be off the record. 

Mr. Puittis. Up to this moment there is nothing that could not 
be on the record. What comes from here on, I do not know. 

Dr. Smyru. This is classified information we are talking about, 
Mr. Phillips. 

Mr. Yares. Let us go off the record in terms of weapons and find 
out what you are doing. 

(Discussion off the record.) 

Mr. Yates. Can you give us a statement on the record as to what 
information is being exchanged, or would you rather prepare such a 
statement and supply it for the record later? 

Dr. Smyrn. I think I would rather prepare it, Mr. Yates, if you 
want to talk about both classified and unclassified. 

Mr. Yares. All right. I would want your opinion, too, as to 
whether or not there should be a greater exchange of information 
between the western democracies and ourselves in the field of atomic 
energy. 

Dr. Smyru. Yes, we are recommending a greater exchange. 

Mr. Yaress. In what respect? 

Dr. Smytru. We are recommending a widening of the field. 

Mr. Yates. Do you want to prepare a statement on that? 

Dr. Smytu. Yes, I think it would be better. 

Mr. Nicuots. It is in the legislation that has been submitted to 
the Congress. That is essentially the recommendation of the Atomic 
Energy Commission and the administration. 

Mr. Yares. It is in the statement. Can you supply that state- 
ment which has already been prepared for the record? 
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Mr. Nicuots. I think it is in the form of the legislation over here. 
Mr. Yates. Can you put it in a form to be put in the record? 
Mr. Nicuots. Yes, sir. 

(The information is as follows:) 


EXCHANGE OF INFORMATION WitH OTHER NATIONS 


The Commission has established programs for limited exchanges of information 
with other nations. These exchanges have been made under the raw materials 
cooperation program, under the technical cooperation program, and under section 
10 (a) (3) of the Atomic Energy Act. These programs are outlined below: 

(1) Raw material cooperation program.—lIn the field of raw materials the Com- 
mission exchanges information with the United Kingdom and Canada and sup- 

liers of uranium on such matters as exploration techniques, extraction of uranium 
rom low-grade ores, and treatment processes. This exchange of information is 
for the purpose of assuring that the best possible methods of source material 
ahetary are developed and are made available to producers, such as Belgium, 
outh Africa, and Australia, which supply uranium to the Commission. 

(2) Technical cooperation program.—A program of technical cooperation on 
research and development aspects of atomic energy in several specified arcas such 
as health and safety, research with certain less advanced types of low-power 
research reactors, extraction chemistry, fundamental properties of reactor mate- 
rials, and radioactive and stable isotopes was established, in January 1948, among 
the Governments of the United States, United Kingdom and Canada. The 
establishment of this program represented, in a real sense, recognition by the 
three Governments of the mutual benefits derived from wartime coopération. 
The program paralleled similar arrangements for continued cooperation with the 
peo Cinedinn and Canada in the field of raw materials exploration and bene- 

ciation. 

The technical cooperation program is under the genere| cognizance of 2a Com- 
bined Policy Committee consisting of the Secretary of State, ss Chairman, 
Secretary of Defense, and the Chairman of the Atomic Energy Commission, 
representing the United States, the British Ambsassedor and the British Minister 
representing the United Kingdom, end the Minister of Defense Production and 
and the Canadian Ambassedor (alternate) representing Ceneda. 

Through the medium of the established program, errangements are made for 
technical consultetions, conferences, the meking evailable of radioactive and 
stable isotopes for official reseerch purposes, the utilizetion of the irradiation 
facilities for special research experiments, and the transfer of scientific research 
and development reports. The program is conducted jointly by the AEC and the 
Depertment of Defense. All activities are concurred in by both agencies. An 
integrel part of the procedurgl errangements governing program activities 
has to do with personnel security and the exchange of formel security essurances 
on visiting representatives prior to any visit, together with formalized identity 
data to facilitate record verification by appropriate investigative offices. 

All activities under the program are devised to conform to predetermined 
specific topics by which the Commission defined the intended seope of the program 
and are carefully limited to exclude information beyond those topies and most 
specifically to exclude any information directly and primarily related to weapons 
or the design or operation of plants for the production of wee pons materiels or 
perts. Extensive records are mainteined on all activities within the framework 
of the program and detailed reports of all activities are submitted semiannually 
to the Joint Committee on Atomie Energy. 

Although limited in scope, the technical cooperation program has provided the 
scientific and technical community within the Commission organization a valuable 
means of discussing several important basic problems of mutual interest with the 
two foreign groups. The salient feature of the program has been the favorable 
effect of exploring with other groups the independent approaches they have 
made toward the solution of those technical problems in the various fields covered 
by the program. 

(3) In 1951, the Atomic Energy Act was amended so as to meet a specific 
defense need then existing. The amendment took the form of a new subsection, 
section 10 (a) (3) of the Atomic Energy Act, which authorizes the exchange with 
other nations, subject to a number of procedural and substantive limitations, of 
restricted data on the processing of atomic raw materials, on reactor development, 
on production of fissionable material, and on research and development relating 
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to the above. The limitations of section 10 (a) (3) are quite restrictive and only 
a few exchanges have been made under this authority. 

On February 17, 1954, the President transmitted to the Congress his recom- 
mendations for amendments to the Atomic Energy Act which would permit 
widened cooperation with our allies in certain atomic energy matters. The 
President recommended specifically that: 

(1) Authority be provided to exchange with nations participating in defensive 
arrangements with the United States such tactical information as is essential to 
the gece of defense plans and to the training of personnel for atomic 
warfare. 

(2) Authority be provided for exchanges with friendly nations of certain re- 
stricted data on the industrial applications of atomic energy. This reeommenda- 
tion is primarily directed toward cooperation with other nations in the develop- 
ment of atomic power for peaceful uses. The information whieh would be ex- 
changed pursuant to such cooperation would be principally reactor technology 
information of a relatively low order of security significance. 

(3) The limitations of section 10 (a) (3) relating to communication of informa- 
tion on the processing of atomic raw materials, reactor development, production 
of fissionable material, and related research and development be modified, in the 
light of present. conditions, so that the authority to communicate such information 
may be better used to the national advantage. 


COST OF CONSTRUCTION AT PORTSMOUTH 


Mr. THomas. Let me ask one question about the cost of power for 
Portsmouth. The original estimate was $336 million. Have you 
changed that estimate yet? 

Mr. Cook. Yes, sir. 

Mr. THomas. What is it? 

Mr. Yares. He just said it was $356 million. 

Mr. Coox. The original cost estimate including transmission, 
working capital and other capital, was $356,038,000. Our present 
estimate of the complete cost of construction, including the same 
items, is $388,184,000. 

Mr. Puiuurrs. $32 million more. 

Mr. THoomas. Why is there that increase in cost? 

Mr. Coox. The primary reasons for the increase in cost have been 
due to necessary changes in design that were not contemplated at the 
time the original cost estimate was made. ‘The change in the design 
of the stacks is one where they had difficulty. 


EXAMPLES OF LOWERED COSTS 


Mr. Tuomas. Do you have any example or record where the Atomic 
Energy Commission has ever lowered its cost record? 

Mr. Cook. Yes, sir; I do. 

Mr. Tuomas. Give us one for the record. You are really entitled 
to have that one on the record, because everything you do goes up 
and up. Pick out a good one, now. We want to give you a medal for 
that one. 

Mr. Cook. Yes, sir; I have a real good one here. 

In the 1953 supplemental for the expansion program there was 
appropriated $2,804,200,000. In the 1954 budget our revised estimate 
for the facilities included in that previous total was $2,321,900,000, 
or a reduction of $482.3 million. This amount was declared as excess 
to our requirements and applied against our 1954 appropriation. 

In this budget, for the same program, our revised estimate of cost to 
complete the facilities required is $2,202,500,000, or a further redue- 
tion of $119.4 million, making a total reduction of $601.7 million. 
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Mr. Tuomas, That is quite good. That reminds me of the New 
Mexico houses. You did not do that like you did the New Mexico 
houses, did you; get money to build 200 and build 150? If Lam going 
to have to cross-examine you, it will take me a week on that. I will 
bet vou a horse you did not save any $600 million. 

What all did you cut out to make up that $600 million? 

Mr. Cook. I can give you the exact breakdown. 1 want to give vou 
the whole works. 

Mr. Tuomas. You usually do. 

Mr. Cook. In the original request for funds in the four major 
areas—Oak Ridge, Paducah, Portsmouth, and Hanford——there was a 
separate line item for each project, showing a contingency item. Those 
contingency items totaled $140.5 million. That was a part of the 
reduction. 

In reviewing our program further we felt that we could accomplish 
the same objectives with less facilities. A proposed 6th reactor at 
Savannah River was eliminated in the amount of $170 million; a 
proposed separation plant at Hanford was eliminated, in the amount 
of $46 million; additions to a fabrication facility at Hanford were 
eliminated, in the amount of $9 million; we were able to change the 
reactor design from that previously contemplated, where we had a 
twin pile area rather than two separate areas, which accounted for a 
reduction of $72 million 

Mr. Tuomas. You have already exceeded your $400 million. 

Mr. Cook. No, I have not. 

Mr. THomas. Go ahead. 

Mr. Cook. We were able to eliminate other facilities at Portsmouth 
and Savannah River, in the amount of $36.6 million, other modifica- 
tions and reductions in estimates at $8.2 million; totaling $341.8 million. 
That, added to the amount we had in there for contingencies, in the 
amount of $140.5 million, made a total reduction in the fiscal year 
1954 of $482.3 million. 

Mr. THomas. You eliminated that much. It was not on con- 
struction; you just did not start that. 

Mr. Cook. Of the total of $482.3 million, $341.8 were facilities 
that we felt were not essential to accomplish the same program goals 
we set out to do in the first place. 

Mr. THomas. And your contingency item. 

Mr. Nicnots. But the output, Mr. Thomas, is what we originally 
were after. 

Mr. Tuomas. The point is, can you get that eliminator working on 
that power project down here in $ uth Carolina and put that same 
eliminator up at Portsmouth? That will be something in the neigh- 
borhood of $80 million you will save there, if you can get that same 
eliminator. 

Mr. Cook. As was testified earlier, we have upon review of our 
estimated costs to complete our major construction facilities given 
up approximately $125 million in the fiscal year 1955 budget now 
before you. Reviewing our current construction. program, all of our 
major programs, based on the cost to complete those programs, the 
amount of contingency we now have is less than 10 percent. 

Mr. Nicuots. Point out, also, that there is no duplication. 

Mr. Cook. This morning I believe it was pointed out there was some 
duplication in our estimate. I can assure you I have personally 
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reviewed the Portsmouth, Oak Ridge, and Paducah estimates, and 
in the line items there are no contingencies. The contingency is all 
in one item at the bottom of the tabulation of line items. 

The information I have just given you, that our overall contingen- 
cies, based on the estimated cost to complete our construction pro- 
grams, is that there is less than 10 percent. 

Mr. Puiuurrs. We have been examining your request for several 
days and have been into all of your programs. The remaining portion 
of your justification has been covered at various times and without 
going into greater detail we will insert portions of your justification in 
the record at this point to cover anything we have not taken up. 
Gentlemen, we will see you next year. 

Mr. Nicnouis. Mr. Chairman, I thank you for a most courteous 
reception on the part of this committee, for my first occasion here. 

(The matter referred to above is as follows:) 


PLANT AND EQUIPMENT 


Community-construction obligations 


Actual, Estimate, Estimate, 
fiseal year fiscal year fiscal year 
i 1954 1955 


1953 


Summary of obligations: 
Grand Junction. watiewawok —$100, 600 $20, 000 $20, 000 
Oak Ridge , 739, 153 286, 000 
Richland 3, 930, 878 , 561, 26 267, 000 
Los Alamos... - , 053, 483 | 2, 000, 000 
Sandia ine 23, 696 5, 750 | 30, 000 


Sa 6, 387, 811 2, 603, 000 


Justification of projects for which funds are requested in fiscal year 1955 for 
each of the above communities is provided on the pages which follow. 


Grand Junction operations 
Total obligations: 
Actual, fiscal year 1953 
Estimate, fiscal year 1954 
Estimate, fiscal year 1955 


JUSTIFICATION OF PROJECTS FOR WHICH FUNDS ARE REQUESTED IN FISCAL YEAR 
1955 


1. 7-211-6—002, Colorado Plateau, miscellaneous projects, $20,000 


To provide for the construction of miscellaneous community facilities through- 
out the area as needed to carry out exploration, procurement, and processing 


operations. 
Oak Ridge 
Total obligations: 


Estimate, fiscal year 1954 i ee — 138, 509 
Estimate, fiscal year 1955 


JUSTIFICATION OF PROJECTS FOR WHICH FUNDS ARE REQUESTED IN FISCAL YEAR 
1955 


Project No. 7-24X-5051, minor capital improvements, community, fiscal year 1955, 

This project provides for minor capital improvements, alterations, additions, 
and replacements, and for minor construction of various types that are estimated 
to be required during fiscal year 1955 for schools, city roads and streets, grounds, 
sewerage system, municipal facilities, water system, electrical distribution system, 
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central steam plant, housing, business concessions, hospital, bus transportation 
facilities, disaster facilities, and other community facilities. 

Although some of the projects cannot be specifically identified in advance, past 
years’ experience has indicated a need for numerous capital items, many of which 
are of a recurring type, in order to provide for the most economical operation of 
the community facilities at Oak Ridge. Fiscal year 1953 costs are estimated at 
$490,132 and fiscal year 1954 costs at $492,959. ; 


Richland 
Total obligations: 
Betimats,' fisdal year 267, 000 


JUSTIFICATION OF PROJECTS FOR WHICH FUNDS ARE REQUESTED IN FISCAL YEAR 1955 


1. Project No. ?7-23X-5012, minor capital improvements, community, fiscal year 
1955, $242,000 

Each year normal community operating requirements make it necessary to do 
a number of small projects which constitute improvements of a capital nature. 
Many of these are of a recurring nature, and are required for reasons of economy, 
safety, and health protection, and for efficient operation of the community facilities 
at Richland. These include miscellaneous service additions to Richland telephone 
plant and to Richland electrical system, utility extensions to commercial industrial 
areas, critical street improvements, extensions and alterations, and other minor 
miscellaneous projects. Such items of work authorized during fiscal year 1953 
are estimated at a total cost of $251,000, and the estimated cost for similar work 
during fiscal year 1954 is $238,000. 


No. 7-28X-—5014, street extensions and additions, Seventh Elementary 
chool, $25,000 

This project covers necessary street extensions and additions designed to 
provide streets around the elementary school to be constructed in the new housing 
area. 

The new seventh grade school (project No. 7-23 X—-E3050A) will be constructed 
at the northeast corner of the privately financed housing project. This is now 
completely undeveloped land and it will require the installation of streets to 
meet the demands of the school. It is proposed to construct streets around the 
perimeter of the school area in those areas not improved by the housing developer. 


Los Alamos 
Total obligations: 


JUSTIFICATION OF PROJECTS FOR WHICH FUNDS ARE REQUESTED IN FISCAL YEAR 
1955 


1. Project No. 7-3100-5002, fiscal year 1955 housing program, group 17, $1,550,000 

The construction of 96 family housing units at Los Alamos during fiseal vear 
1955 is a continuation of the overall housing program which began in fiscal year 
1954. This program is a combination of replacement of 580 temporary sub- 
standard prefabricated housing units and the construction of 200 additional units 
to accommodate additional personnel required for the peony expansion of the 
Los Alamos Scientific Laboratory program. In fiscal year 1954, funds were 
pmo for 120 units. 

he need for replacement and new houses is based on the following factors: 

(a) Recruitment experience indicates that one of the reasons for refusal of 
tendered employment by scientific people is the type of houses that can be offered 
to them. ; 

(b) In practically every case of termination of employment involving technical 
personnel dissatisfaction with housing is a major or contributing factor in their 
decision. 
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(c) The need for providing additional adequate standard housing for einployees 
who become eligible for family housing by reason of marriage. 

When the remoteness of the laboratory and other inducements afforded by 
laboratories located in large cities which compete with Los Alamos for the services 
of scientifie personnel is considered, it is apparent that the providing of adequate 
permanent-type housing for this type employee is of paramount importance to 
the weapons program. 

This project is comprised of 2-, 3-, and 4-bedroom units with cost estimates 
based on preliminary design criteria for similar construction being undertaken 
in fiscal year 1954. Work on this project will begin in July 1954 and is scheduled 
for completion in June 1955. 


. Project No. 7—3100-5005, fiscal year 1955, miscellaneous construction, $450,000 


This project is a consolidation of the following miscellaneous projects: 
(a) Conatrtietinn of minor structures of various types, additions or alterations 
to existing buildings as required to continue their usability, and provide for 
unforeseen operating requirements. 

(b) Minor alterations and additions to the gas, water, electrical, and sanitary 
sewer systems. 

(c) Construction and improvement of roads, storm drainage system, curbs 
and gutters, and sidewalks. 

(d) Installation of telephone.cables, lines, and appurtenances. 

(e) Townsite improvements of a capital nature arising out of routine mainte- 
nance activities. 

(f) Architect-engineer services to provide the following: For advanced plan- 
ning on fiscal year 1956 construction projects; for studies, reports, and general 
planning purposes; for consultant services on the design of construction projects. 


In the course of maintenance and operation of the townsite, its buildings, roads, 
and utilities, problems continually arise that must be solved by means of a 
capital improvement. Such work may consist of installation of a transformer, 
enlargement or extension of a steam or water line, installation of automatic 
safety devices such as lightning arresters, relief valves, etc. These improvements, 
although minor in nature and usually accomplished with normal maintenance or 
operating crews are, in many cases, classified as capital improvements by property 
unit catalogs, and must be funded from construction project funds. 

This is an annual recurring project. In fiscal year 1953 obligations for similar 
projects amounted to $645,000, and $540,000 is programed for this type work in 
fiscal year 1954. 

Sandia 
Total obligations: 
Actual, fiscal year 1953 
Estimate, fi 
Estimate, fiscal year 1955 


JUSTIFICATION OF Projects FoR Wuich Funps REQUESTED IN Fiscau 
Year 1955 


1. Project No. ?7—3104-5015, minor housing construction, 1955, $30,000 

This project provides for corrections and additions to utility systems, miscel- 
laneous improvements which cannot be forecast in advance, and approximately 
2,500 square yards of sidewalk on West Sandia Drive, AEC housing area, for 
pedestrian use, principally schoolchildren. Past experience indicates that a need 
for such capitalized work can be expected to develop in the course of maintaining 
and operating the AEC housing area. 

Obligations for this type work in fiscal year 1953 were $46,000 and $40,000 is 
programed for fiscal year 1954. 


2784 


Program direction and administration—Operating costs 


Actual, Estimate, Estimate, 
Summary of operating costs fiscal year fiscal year fiscal year 
1953 1954 1955 
Operations Office: 
Grand $515, 000 $649, 000 $789, 000 
New York___- Le 2, 854, 000 2, 727, 000 2, 828, 000 
Oak Ridge 5, 635, 000 5, 959, C00 6, 193, 000 
Savannah River-. 2, 351, 000 2, 216. 000 2, 356, 000 
Santa Fe__..._. F 4, 801, 000 4, 744, 000 4, 780, 000 
797, 000 899, 000 7, 000 
Tdaho__ ine 1. 419, 000 1, 122, 000 1, 121, 000 
Schenectady... 433, 000 463, 000 405, 000 
Total field______- 23. 506, 000 23, 497, 000 24, 345, 000 
Washington headquarters... 10, 451, 151 10, 739, 000 11, 395, 000 
Total operating costs, program direction and administra- 


! Excludes $469,000 comparative transfer to weapons program, Santa Fe. 
2 Excludes $504,000 comparative transfer to weapons program, Santa Fe. 


PROGRAM SUMMARY 


Program direction and administration provides for general management, 
executive direction and technical supervision of program operations, negotiation 
and administration of contracts, and supporting administrative services. This 
program excludes costs of (a) actual operation, in whole or in part, of plants, 
laboratories or other facilities; (4) activities that are an integral part of or necessary 
adjuncts to other program operations: and (c) construction of facilities. 

The budget for fiscal year 1955 is based on the following developments that 
relate to program direction and administration: 

1. Increased efficiency is expected of all AEC offices. 

2. As progress is made toward completion of major construction during fiscal 
vears 1954 and 1955, savings will be effected in staffing of construction engineering 
and other personnel! involved in the construction program. 

3. Operating costs of the atomic energy program will increase about 42 percent 
during fiscal year 1955, requiring additional personnel at selected locations 
incidental to production control and contract coordination of new and expanded 
facilities in the production chain. 

1. The raw materials program for domestic process development, foreign pro- 
curement and the domestic exploration and procurement program will increase 
in scope requiring additional personnel at Grand Junetion and other locations 
for engineering direction, contract coordination and directly related activities 

The Commission is forecasting a reduction in the overall number of positions 
for fiscal year 1955 because additional personnel required in fiscal year 1955 in 
connection with program expansion and production and raw materials will be 
off-set by savings in staffing connected with the construction program. However, 
an increase of 2.6 percent in average employment will be required to keep all 
positions filled except for normal turnover and delays in filling vacancies if pro- 
gram objectives are to be obtained. The requirement for an increase of 2.6 per- 
cent in travel and other objects costs is directly related to the increase in average 
employment. 

As evidence of the continuing and reemphasized efforts of the Commission to 
hold administrative costs to a minimum program direction and administration 
costs are planned at 2.8 percent of total operating costs of the atomic energy 
program, continuing the downtrend of previous years. 


Program 
Total .| direction 
operating and admin- weer 
costs istration 
costs 
Fiscal vear: Percent 
AA See $712, 563, 129 $33, 957, 151 4.8 
1954. 8&8, 552, 000 34, 236, 000 3.9 
1, 262, 687, 000 35, 740, 000 2.8 


Object class summary 


fiseal year fiscal year 
- 1954 | 


Total number of permanent civilian positions ! : 5, 262. 4, 980.0 | 
Full-time equivalent of all other positions ; 5. 19.5 | 
Average number of all employees | 83 4,701.3 


COST 

01 Personal services: | 
Permanent positions. _ | $26, 239, 364 | $26, 524, 388 $27, 832, 000 
Part-time and temporary positions ___ 138, 624 | 154, 875 | 154, 000 
Regular pay in excess of 52-week base. 7 100, 920 102, 000 107, 000 
Payment above basic rates 231, 423 9, 327 199, 000 
Payments to other agencies for reimbursable details 4, 669 8, 8, 000 

Total, personal services_._..._..._._... : 26, 715, 000 28, 300, 000 


Transportation of things | 163, 000 170, 000 
Communications services. 223, 097 | 1, 356, 000 1, 380, 000 
Rents and utility services___. 473, 483 523, 000 | 530, 000 
Printing and reproduction - , 865 | 414, 000 420, 000 
Other contractual services. 36 513, 000 1, 510, 000 

Services performed by other agencies. 705, 000 740, 000 
Supplies and materials 825, 000 840, 000 
Refunds, awards, and indemnities-.___- pao 51: 10, 000 | 50, 000 
Taxes and assessments _ 2, 131, 000 150, 000 


Total other. 5,621, 151 | 5, 640, 000 5, 790, 000 
Total operating costs, all objects. 2 33, 957, 151 | 3 34, 236, 000° 35, 740, 000 


' Number of permanent positions occupied by milltary personnel who are not paid by AEC and are 
excluded from above: Actual, fiscal year 1953, 48; estimate, fiscal year 1954, 51; estimate, fiscal year 1955, 50. 

2 Excludes $469,000 comparative transfer to weapons program, Santa Fe. 

5 Excludes $504,000 comparative transfer to weapons program, Santa Fe. 


Number of permanent civilian and military positions 


Actual, Estimate, Estimate, 
fiscal year fiscal year | fiscal year 
1954 | 


Number of permanent civilian positions: 
Grand Junetion__- 
New. York.......... 

Hanford 
Oak Ridge___- 
Savannah River. 
Santa Fe.....-_. 
San 
Chicago....._.- 
Schenectady 


Total field_ 
Washington headquarters 


Total number of permanent civilian positions_. 


Number of permanent positions occupied by military person- 
nel excluded from above: 
Schenectady... 


Washington headquarters... - 


Military application. 
Reactor development 


Total number of permanent military positions 


Total number of permanent civilian and military 
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4, 904.0 
19.5 
4, 822.5 
Other: 
03 
04 
05 
06 
3 07 
O8 
13 
15 
: 
= 
bap 
93 | 99 | 118 
- 490 442 | $42 
439 | 415 408 
A | O46 922 922 
: 347 | 312 | 312 
= R44 725 48 
i 121 | 121 134 
‘ ae 175 150 | 121 
ao 79 75 | 75 
de 1, 432 | 1, 428 | 1, 433 
ei 5, 262 4, 980 | 4, 904 
| 8 8 8 
: 1 | 1 1 
30 
5. 310 5, 031 4, 954 
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STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


Permanent positions: 


The projected reduction of 76 positions for fiscal vear 1955, as compared with 
fiscal year 1954, will follow anticipated reductions in the construction program 
and organizational changes effected in the interests of economy. The Commis- 
sion expects to absorb additional positions required in the direction and admin- 
istration of expanded programs for exploration and procurement of raw materials 
and expanded operation of new facilities for production of fissionable materials 
and weapons. Although substantial backlogs of work now exist at most loca- 
tions, it 1s anticipated that with increased emphasis on the assignment of per- 
sonnel to those organizations where they are most critically required and with 
increazed efficiency throughout the agency, it will be possible for the Commission 
to carry out its responsibilities within the estimated number of 4,904 positions. 
A discussion of position requirements for each operations office follows: 


Grand Junction operations office: 


The Grand Junction operations office directs the procurement of uranium ores 
and concentrates in the western United States, directs the exploration tor addi- 
tional ore sources in the Colorado Plateau and services the Salt Lake City and 
Denver exploration pregrams covering the remaining area west of the Mississippi. 
The 118 positions budgeted for fiscal year 1955 will be required for mine and 
lease inspections; bonus certificaticns; ore processing engineering problems; ore 
procurement, now at a rate of 26,000 tons monthly; accounting and auditing; 
and legal counsel and administrative services. 

The increase of 19 pcsitions will be required to prevent an increase in the cur- 
rent backlog ot applications for mine certifications and bonus payments, to pro- 
vide processing engineer personnel essential to eliminating ore-production bottle- 
necks and to provide accounting and auditing staff to handle ircreased ore and 
concentrate procurement and to perform comprehensive audits of business prac- 
tices. The workload in connection with leasing uranium deposits found on ied- 
erally owned or controlled lands has been continually increasing. In addition, a 
new leasing program for uranium deposits located on public lands covered by 
leases applied for or issued under the Mineral Leasing Act of 1920 will be initiated 
shortly and will augment the volume of work. 

Fire and safety hazards in mines and mills make it imperative that a specialized 
engineer be added to the staff in fiscal vear 1955. A general engineer will be 
required to set up, organize, and remove field camps in support of the exploration. 


New York operations office: 


The New York operations office is responsible for the administration of the feed 
materials program which includes the receipt, warehousing and processing of source 
materials, the production of beryllium, and the related engineering and construc- 
tion programs. In carrying out its work program, the New York office supervises 
the St. Louis, Fernald and Cleveland Area Offices, and the New Brunswick Labora- 
tory. It plans and directs research and development programs at contractor 
installations and/or at private institutions. In addition, it administers and 
maintains the Brookhaven National Laboratory and administers for the Wash- 
ington program divisions basic research contracts in the field of reactor develop- 
ment, physical research, and biology and medicine. 

The New York operations office, as of October 31, 1953, administered a total 
of 394 contracts, of which 106 are cost-type; 237 of the total and 58 of the cost- 
type contracts are Washington designated contracts. These contractors are 
located at widely scattered localities, thereby imposing an extensive workload on 
the New York staff, i. e., education of contractors in AEC policies and reporting 
requirements, continuous and periodic reviews and inspections of production, 
engineering, safety and procurement activities at the various sites, as well as legal 
and administrative functions. Because of the comparatively large number of 
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production contractors under the New York Operations Office, production schedul- 
ing and planning functions of the AEC staff require a greater number of technical 
personnel than would be necessary if only one major contractor were involved. 
Following a conservative staffing policy and despite an increase in excess of 22 
percent in fiscal year 1955 over fiscal year 1954 in the total cost of all operating 
programs and an increase in administrative requirements to assist these programs, 
the New York Operations Office has reduced its staff from fiscal year 1953 to 
fiscal year 1955. Notwithstanding an accelerated production program, no in- 
crease in positions will be necessary in fiscal year 1955 over that required in 1954. 


Hanford operations office: 


The Hanford operations office is responsible for the management, executive 
direction, and general supervision of program operations for a facility valued at 
approximately $1 billion; for the negotiation and administration of contracts; 
and the supporting administrative activities. Operating programs supervised 
by personnel chargeable to program direction and administration include opera- 
tion of the community of Richland; operation of the entire production plant 
facilities, including metal preparation, reactor, separation and metal recovery 
plants, special production activities; maintenance of biological, biophysies, and 
general plutonium and special product process development and research pro- 
grams directly associated with the production plant operations; executive direction 
and supervision of construction design and supervision of the construction pro- 
gram, including operation of the North Richland Camp: and various security and 
administrative services connected with the execution of the operating and con- 
struction programs enumerated above. 

It is anticipated that the cost of program direction and administration at 
Hanford in fiscal years 1954 and 1955 compared with fiscal vear 1953 costs will 
decline during the latter part of fiscal year 1955 as the major construction program 
now in progress is completed. Direct responsibility for construction activities at 
Hanford was assumed by the Atomic Energy Commission on April 1, 1952. As 
a result, it was necessary to increase personnel numbers, particularly in the 
Security Division and the Engineering and Construction Division to carry on 
activities formerly handled by the General Electric Co. as prime contractor at 
Hanford. As the construction expansion program is completed, it will be possible 
to reduce direct AEC personnel numbers by 7 positions from 415 in fiscal year 
1954 to 408 in fiseal year 1955. 


Oak Ridge operations office: 


The Ozk Ridge operations office is responsible for all operations end construc- 
tion of gaseous diffusion plants, research fecilities, and releted activities at Oak 
Ridge, Tenn., Peduceh, Ky., and Portsmouth, Ohio; direction of research and 
development programs and releted ectivities at O2k Ridge National Laboratory 
and et Mound Laboratory near Dayton, Ohio; operation of certain facilities at 
Huntington, W. Va.; edministretion of the AEC isotope distribution program; 
menegement of the Oak Ridge community; and the provision of ‘‘housekeeping”’ 
sores for orgenizational units of AEC Washington divisions staticned at Oak 

idge. 

The personel services requirements for AEC administration and direction of 
programs under the jurisdiction of the O2k Ridge operetions office were subjected 
to intensive review in midfiscal year 1953. Reevaluetions of future requirements 
were based on current recurring workload and letest plenning for services required 
in support of the expansion progre.m initiated just prior to the beginning of fiscal 
year 1953. Subsequent to this review and on the basis of operating with the 
economy restrictions as imposed, the estimated projected requirements for the 
remainder of fiscal year 1953 and for fisce.l vear 1954 were adjusted in terms of 
demonstrated needs. In fises| year 1954, requirements were based on the follow- 
ing general consideretions: (1) The genere expansion in production and research 
activities begun in fiscal year 1951 in Oak Ridge end Paducah arees will reech 
its peek late in fiscal year 1954; (2) the expansion program begun in the first 
portion of fiscel year 1953, embracing the new gaseous diffusion facilities at Ports- 
mouth end the further expension at Oek Ridge and Peduesh, will continue in 
fiscal vear 1955. 


41872—54—pt. 3——-48 
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The overall estimate of numbers for the Oak Ridge operations office is 922 
positions, which will provide the same position level as estimated for fiscal year 
1954. The distribution by areti is as follows? ‘ 


Oak Ridge area: 


Reevaluation of position requirements in the O2k Ridge area, is reflected in the 
reductions from fiscel year 1953 to fiseal year 1954. An inerease of two positions 
in fiscal year 1955 will be required incident to the expansion of production facilities 
at the Oak Ridge area. 


Paducah area: 


Redueticns ere projected for Paducah, based on substentiel completion of 
major construction at this location. The remaining staff will provide technical 
coordination, security control, administrative services, and a small permanent- 
construction staff. 


Dayton ares: 


Nine positions will be required to administer the programs and coordinate 
contracts for the Mound Laboratory, reflecting reductions accomplished during 
fiseal year 1953. 


Portsmouth area: 


Coordinating construction, expediting materials and equipment, reporting the 
rate of progress on construction, planning, and supervising initial operations of 
the facility will require 14 positions in addition to those made available during 
fiscal yeer 1954. Phis increase in requirements for Portsmouth is more than 
offset by reductions at Paducah. 


Savannah River operations office: 


The Savannah River operations office is responsible for general program 
direction, executive management of operations, and construction and supporting 
administrative activities of a facility valued at approximately $1.5 billion. Con- 
current with this responsibility, it supervises and directs the work carried on at 
the Wabash River ordnance works at Dana, Ind., and the design of the Savannah 
River plant facilities being conducted at the home office (Wilmington area) of the 
principal contractor. Through fiscal year 1953, program emphasis continued to 
be on construction and supervision of the initial startup of production areas. 
In fiscal year 1954, the major effort will be directed to the operating phase of the 
Savannah River program with a gradual reduction in the initial construction 
program. The problems associated with this period will include such things as: 
(1) Contract terminations; (2) disposal of excess construction property; (3) final 
determination of security safeguards relative to exclusion areas; (4) process im- 
provement; and (5) design and construction of facilities for new products. 


Dana area: 
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This staff will be reduced to the minimum required for production, coordination, 
and security control by elimination of the Services Branch. 


Wilmington area: 
Pisce: yee? 19 
Fiseal year 1955 ae 12 


The size of the Wilmington office is reduced, as major design work conducted at 
Wilmington nears completion. A skeleton engineering staff will be retained at 
this location. 


Savannah River area: 
Fiseal year 1954 281 
Fiscal year 1955-_- 290 


During fiseal year 1955, major efforts of AEC personnel will be expended in 
program direction and coordination to assure a successful startup and continuous 
operation in all production areas, process improvements, and construction of 
facilities for new products and modification to existing prants. Additional posi- 
tions for engineers, technicians, and finance personnel required for production 
operations at this facility are transferred from Wilmington and Dana. 


Santa Fe operations office: 
Fiscal vear 1953__ 
Fiscal year 1954 : P 
Fiscal year 1955- 


The Santa Fe operations office is responsible for weapons research, develop- 
ment, production, and testing at nine major locations extending from the central 
United States to the far Pacific. Subcontractors, in which this office has a sub- 
stantial interest, are located throughout the country. 

The estimated number of positions for fiscal year 1955 is based on the following: 

1. General growth throughout the weapons program will not be reflected in 
additional positions. 

2. Examination of position structure of the Santa Fe operations office indicates 
that in fiscal year 1953 90 inspectors have been charged against program direction 
and administration that are more properly chargeable against the weapons pro- 
gram. For fiscal year 1955, these inspector positions are charged against the 
weapons program. For comparative purposes, these positions are also deleted 
from program direction and administration during fiscal years 1953 and 1954. 
Position requirements for program direction and administration at each area 
location are deseribed as follows: 


Santa Fe operations office headquarters: 
Fiscal year 1953__ 
Fiscal year 1954 
Fiscal year 1955_ 


The headquarters office supply, personnel, legal, 
production coordination, and management functions for the operations office. 

Reductions in positions during fiscal year 1954 and 1955 are projected for 
Divisions of Finance, Security, Supply and #ngineering, and Construction. No 
reduction is projected for production control activities on the grounds that in- 
creased efficiencies will be offset. by increased volume of production and related 
control workload, 


Los Alamos area 

Fiscal year 1953__ 

Fiscal year 1954__- 

Fiscal year 1955 

The Los Alamos office administers major contracts related to the research lab- 

ratory and administers a large community. Reductions for fiscal year 1955 re- 
flect the elimination of the Santa Fe railhead section of the Supply and Contracts 
Branch (8 positions) and the elimination of 7 engineering and construction 
positions. 


Sandia area: 
Fiseal year 1953__ 
Fiscal year 1954___ 
Fiscal year 1955 


648 
38 
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Coordinates relationships with AFSWP and other Government agencies aij 
administers a major contract with the Sandia Corp. for weapons research and 
development. Reductions are projected in the security and the administration 
staff. 


Burlington area: 
Fiscal year 1953 
Fiscal year 1954 
Fiseal year 1955 


7 


Expansion of facilities and increased production levels will require one addi- 
tional production control clerk during fiscal year 1955. 


Spoon River area: 
Fiseal year 1953 

Kansas City area: 

Fiseal year 1955 

Rocky Flats area: 
Fiscal year 


Pantex area: 


Each of these three offices is responsible for the supervision of a major produc- 
tion facility. The reductions projected for fiscal year 1955 reflect savings in num- 
bers of security and administrative personnel incident to the stabilized operation- 
of these facilities. 


San Francisco operations office: 


The San Francisco operations office coordinates and administers research and 
development contracts at Berkeley, Livermore, and Los Angeles, Calif., and at 
other locations. The expanded research activities, will require an increase of two 
security employees at Livermore. A third position increase is related to a pro- 
jected 50 percent increase in the contemplated number of offsite development 
contractors. 

Assignment of additional program responsibilities to the San Francisco office 
will require 3 additional engineering and scientific positions for program coordina- 
tion of 4 major operating contractors and an increased number of offsite develop- 
ment contractors. Three additional positions will also be required for related 
increases in material accountability controls. 

During fiscal year 1955, it is planned that 100 percent of the construction 
contracts will be advertised or negotiated and administered by the San Francisco 
operations office. During fiscal year 1954, it is estimated that 60 percent of 
construction will be handled directly by San Francisco. To comply with estab- 
lished policy of full, direct supervision of both architect-engineer and construction 
activities, preparation of specifications and bidding documents, and coordination 
with operating contractors, three additional engineering positions will be required 
during fiscal year 1955. 

Incident to a 50 percent increase in procurement projected from fiscal year 1953 
to 1955, one additional procurement assistant will be required during fiscal year 
1955. 


Idaho operations office: 


The Idaho operations office directs the construction and administration of 
facilities for a reactor-testing station, including reactors, chemical processes and 
separation plants and other associated facilities. 
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A major change in the method of contrator operations is being effected during 
fiscal year 1954. Operational activities conducted by four separate contractors 
during fiscal year 1953 are being consolidated under a single contractor during 
fiscal year 1954. The selected contractor also will take over supply and technical 
information functions performed under the reactor-development program, 

Because of the consolidation of contractor operations, progress toward comple- 
tion of the construction program, and the elimination of 84 AEC positions in the 
reactor-dev elopment program, s substantial reductions are projected in the numbers 
of construction engineering, service, and staff personnel. The numbers of persons 
required for technical coordination of the operating programs will remain sub- 
stantially unchanged from 1953 through 1955. 


Chicago operations office: 


The Chicago operations office administers contracts for the Argonne National 
Laboratory, the Argonne Cancer Hospital, the Ames Laboratory, the zirconium 
and reactor development program headquartered at Pittsburgh, the ANP program 
at Lockland, the Pratt and Whitney aircraft-reactor program, 200 Washington 
designated lump-sum university contracts and 26 cost-type research contracts 
ranging in size to over $1 million. 

The requirements for program direction and administration personnel are based 
on the assumption that no new major elements of work will be encountered during 
fiscal year 1955. Certain backlogs of work that were increasing as of the close 
of fiscal vear 1953 will be held to normal levels by the reassignment or redistribu- 
tion of personnel. 

The Chicago patents group, heretofore funded by a University of Chicago con- 
tract under object class 07, miscellaneous contractual services, is budgeted as 
AEC direct employment for fiscal year 1955. For comparative purposes, the 
19 positions and the personal services costs involved are shown in fiscal years 
1953, 1954, and 1955. Object class 07 costs are decreased as a direct offset. 
The Chicago patent group examines reports of investigations as required by the 
Atomie Energy Act of 1946, as amended, and prepares patent applications. This 
staff serves the Hanford, as well as the Chicago operations office. 


Chicago area: 


The Chicago area office includes centralized finance, property management, 
personnel, legal, and management functions for the entire operations office. It 
negotiates all major contracts and assists area offices in their administration. A 
net reduction of one position results from an realignment of staff within the area. 


Ames area: 


The administration of the Ames Laboratory contract provides limited auditing, 
accounting, and administrative services with no change in workload forecast for 
fiscal year 1955. 


Lockland area: 


Technical coordination, security control, finance and administrative services 
are required at Lockland for administration of the ANP contract with no major 
increase in workload forecast for fiscal year 1955. 


Pittsburgh area: 


Administration and technical coordination of the iiiaiiaiins and Car- 
borundum contracts, security control, financial controls, materials accountability, 
property management and other administrative services are required at Pitts- 
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burgh because of the size and scope of the projects administered and the location 
away from the operations office headquarters. The decreasing workload on the 
naval reactor projects will be offset by increased effort on the PWR, particular! 
as construction of the latter is started. The increase is accounted for by filline 
a position previously held by a military employee by a civilian. It is offset by a 
decrease in the Chicago area. 


Military personnel 

In addition to the numbers of civilian positions shown above, military personne! 
will occupy permanent-type positions, with no direct cost to the AEC, as listed 
below: 


yor Fiscal year | Fiscal year 
1054 1955 


1 
Chicago...._- 1 1 1 
7 7 6 
Schenectady operetions office: 


The Schenectady Operations Office is responsible for administering the contract 
for operation of the Knolls Atomic Power Laboratory and other contracts involving 
research and reactor development. The position requirements are based on the 
assumption that KAPL will continue at approximately the 1953 end 1954 level 
of operation and that construction and mejor procurement will be continued 
during fiscal year 1955. 


Military personnel 

In addition to the number of civilian positions shown above, military personnel 
will occupy eight permanent-type positions in the Schenectady Operations Office 
duting fiscal years 1953, 1954 and 1955. No direct personal services cost is 
incurred by the AEC for these positions. 


Number of permanent civilian positions, Washington headquarters and extensions 


Actual, Estimate, Estimate, 
fiscal year fises] vear fiseal year 
1953 1954 1955 


Headquarters: 
Commissioners 
General manager 
Classification 
Intelligence_ 
Special nrojects 
Office of the Secretary 
Construction and supply 
Washington administrative ‘office services 
Finance 
General Counsel 
Information services. 
Organization and 
Security 
Biology and medicine. 
Military application. 
Production... 
Raw materi ils (including New York extension) 
Reactor development 
Research (including Chelk River). 


Totai headquarters 


Oak Ridge exténsions: 
Declassification. 
Technical information. 
S. and F. materials accountability - 
Researcn materials and information 


Total extensions 


Total headquarters and extensions 


Number of permanent positions occupied by military per- 
sonnel excluded from above: 
Commissioners 
Miuitary application 
Reactor development __- 
Total..... 


Washington headquarters and extensions: 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 


The Washington headquarters furnishes program and staff direction for the 
atomic energy program, which is budgeted at an operating rate in excess of $1 
billion during fiscal year 1955. The headquarters includes 1,235 positions cover- 
ing each of the major programs and staff activities and 198 positions located at 
Oak Ridge for convenience in’ administration. 

During fiscal year 1955, the continued expansion of the atomic energy program 
and the operation of additional production facilities will increase the responsibility 
of the Washington headquarters and will increase the amount of work involved 
in program direction and staff review. Additional requirements are partially 
offset by a reduction of 15 positions in the Division of Construction and Supply 
anticipated in connection with progress toward completion of major elements of 
the construction program. Increases are discussed in the following paragraphs: 


Office of the General Manager: 
Fiscal year 1953 
Fiscal year 1954 
Fiscal year 1955 


The atomic energy programs, as determined and authorized by the Commis- 
sion, are administered by the General Manager. In the interests of more effective 
executive direction of the atomic energy programs, a broader industrial partici- 
pation in industrial development, and the technical appraisal of all programs, 
provision is made for six additional executive and secretarial positions. 


Office of the Secretary: 
Fiscal year 1953 
Fiscal year 1954 - 
Fiscal year 1955 


s 
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Experience during the first year of operation of the Policy Analysis Staff has 
led to an increasing number of assignments by the Commissioners and the Gen- 
eral Manager for analytical projects and reports cutting aeross division lines. To 
perform this increase in work, a full time analyst and secretary will be required. 


Office of Classification, Oak Ridge extension: 


To carry out the provisions of Executive Order No. 10501, safeguarding official 
information in the interest of the defense of the United States, four positions will 
be required by the Declassification Branch (ORE) to institute a system of periodic 
and regular review of all classified material to insure that such material does not 
retain a security classification beyond the time it is needed. 


Division of Production: 


Four positions will be required to provide engineering supervision and coordi- 
nation for new production facilities under construction and coming into operation 
under the Oak Ridge complex of facilities and at Savannah River and Hanford. 


Division of Raw Materials: 


Incident to the substantial increase in the procurement of uranium from foreign 
sources three additional positions will be required in the organizational unit having 
direct —. responsibility for the raw materials foreign procurement pro- 
gram. hese personnel will be needed to coordinate and expedite production, 
to participate in the negotiation of contracts and agreements, and to investigate 
potential sources of production, all with respect to certain foreign countries. 


Cost of permanent positions: 


The cost of permanent positions includes gross cost of permanent positions less 
lapses due to vacant positions as partially offset by the cost of terminal leave 
payments. The estimate for fiscal year 1955 provides for 4,954 permanent 
positions of which 50 will be occupied by military personnel. The cost of per- 
manent positions is projected on an average of 4,803 permanent employees, with 
a net overall lapse of 151 man-years or 3 percent. In projecting this lapse, it is 
anticipated that average employment throughout fiscal year 1955 will continue at 
the estimated employment level of 4,800 as of June 30, 1954. 

The estimate for fiscal year 1955 provides for a gross turnover lapse of approxi- 
mately 2 percent for delays anticipated in filling vacancies which is offset partially 
by anticipated lump-sum terminal leave payments of nearly 1 percent. An 
additional lapse, amounting to 1 percent of the gross permanent salary rates, is 
deducted from Hanford, where a reduction in employment is projected during 
fiscal year 1955, and for delays in filling new positions shown in Grand Junction, 
San Francisco, and Washington. All military positions, amounting to 1 percent 
of the total number of positions are lapsed 100 percent. 

The increase of $1,307,612 in net permanent costs provides for 121.2 man-years 
additional over fiscal year 1954 and for absorbing costs of within-grade advance- 
ments. By reducing the number of positions in fiscal year 1955 to 76 less than 
the number shown for fiscal year 1954, in the face of an expanding program, it will 
be necessary for the Commission to keep all positions filled throughout the fiscal 
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year with the exception of those vacancies occasioned by normal turnover and 
vacancies incident to new or abolished positions. 
Cost of part-time and temporary positions: 


Actual, fiscal vear 1953: 
Estimate, fiscal vear 1954: 
Estimate, fiscal year 1955: 
Average number___ : 19.5 
Amount. - : $154, 000 


The cost of part-time and temporary positions includes w. a. e. payments to 
members of the General Advisory Committee, the Patent Compensation Board 
and members of other boards, committees, and panels. It also includes costs of 
consultants on atomic energy and other management matters. Many of these 
consultants have highly specialized professional talents that would not ordinarily 
be available on the permanent staff of the agency. Temporary employees hired 
for fixed periods of time are also included, 


Average employment 


Fiseal year 
| 1955 


Fiscal year Fiscal year 
1953 1954 


Members of panels and boards __ 
Consultants 


Consistent with the Commission plan to restrict the number of permanent 
positions budgeted in fiscal year 1955 to the 1954 level, no increase is projected 
in the cost of part-time and temporary positions. 


Cost of regular pay in excess of 52-week base: 
Actual, fiscal year 1953 $100, 920 
Estimate, fiscal year 1954 102, 000 
Estimate, fiscal year 1955 107, 000 


This estimate provides compensation at regular rates for 1 day’s pay in excess 
of 260 days of pay provided under the basic annual salary rates. 


Actual, Estimate, | Estimate, 
fiscal year fiscal year fiseal year 
| 1953 1954 1955 


$199, 000 


Cost of payment above basic rates________- nee $231, 423 $199, 327 
Overtime and holiday pay: 

49, 178 , 39% 41, 100 

165, 639 39, 63% 139, 600 

11, 380 9, ¢ 9, 300 

5, 226 i 9, 000 


Payments above basic rates cover scheduled overtime for security guards and 
emergency overtime during peak periods required to complete unusual work 
assignments and to eliminate accumulations of excessive backlogs. It ineludes 
differentials paid to guards working scheduled around-the-clock duty hours and 
living and quarters allowances for personnel assigned overseas. 

Emergency or irregular overtime cannot be completely eliminated due to 
dynamic nature of the atomic energy program. The amount requested is a 
minimum, consistent with experience in prior years. 


| 

| 


2796 


598 


000 ‘T | 261 ‘ge 
000 ‘1 | 920 
| 
000 | 211 
OLE ‘SSF | 
‘FIO ‘T | ‘SE 
062 ‘Sz | ‘I 
‘OL | 99% 
000 ‘OF 

000 | 

008 | 
000 OOF 
000 | ‘2 
000 ‘2¢ ‘T 
| 298 ‘¢ 
000 ‘TS$ 


| 


OWV 


| 


088 

66 ‘T 661 

146 ‘T Lb 

$86 ‘79 ‘T 

998 ‘FI 

SII ‘ge 624 ‘T 

006 9% 

202 lt 

990 ‘T £9 

Ig 

O82 ‘IT 

Ger Zee 

09¢ ‘T 

‘¢ 

016 ‘T » 
| jo JaquinN 


IBAA 


[ROSY 


£961 


aayfo suonviado fq paavsy 


| 
| 
| 
ol 
| 
33 | | 
| 
: | 
| 
ne 
| | | | 
| 
522 
| 


Travel: 
Fiscal year 1953 628, 000 
Fiseal year 1954 1, 607, 000 
Fiscal year 1955 ‘er 1, 650, 000 


Travel requirements for program direction and administration bear a general 
relationship to the level of activities in all phases of the Commission’s programs. 
As construction is completed at various locations, engineering and design travel 
requirements decrease concurrent with increased requirements for travel in con- 
nection with contract negotiation, supplier expediting. component inspection, 
and for contractor audits when the new plants come into operation. As the level 
of operations increase, additional travel is required for procurement activities, 
technical direction and administration control, regular security surveys, and for 
comprehensive audits of increased number of contractors. Projected travel 
requirements during 1955 for regular AKC personnel is consistent with the 
anticipated level of program activities and personnel. Approximately 10 percent 
of the estimated total for fiscal year 1955 will be incurred by military personnel 
assigned to the Commission and by special consultants. 

Military personnel assigned to the Chicago operations office, the Schenectady 
operations office, and the Washington headquarters are required to travel to 
plants, laboratories, and other facilities to carry out their assigned responsibilities. 
No increases in number of military travelers or travel costs are projected in fiscal 
year 1955. 

Included in the consultant group of travelers are members of the General 
Advisory Committee, the Patent Compensation Board, and various other advisory 
groups established pursuant to section 2 (b), section 11 (ec) (1), and section 12 
(a) (1) of the Atomie Energy Act of 1946, as amended. It is anticipated that 
consultant travel requirements remain at the 1954 level during fiscal vear 1955. 

The estimated travel cost per day for fiscal year 1955 will be slightly less than 
in prior vears because most of the increased travel requirements will be for those 
offices in which cost per day is lower than the overall average. The estimated 
cost per day for each of the 3 years is as follows: 

Fiseal year 1953 
Fiseal year 1954__ 
Fiscal vear 1955___- 


Increased travel requirements of AEC chant: are ‘ie the » follow ing offices: 
TRAVEL OF PERMANENT AEC STAFF 


Grand Junction operations office: 
Fiscal year 1953_________- 


Increasing production of ores and concentrates, corresponding increases in 
number of mines and ore processing plants located in more remote geographical 
areas to attain the higher production goals will increase travel requirements. 
In addition, requests for bonus certifications and for mine leases are received 
from some locations 1,000 miles distant. Every request requires an initia! 
inspection of the site and periodic followup inspections to insure legitimacy of 
activity in connection with claims for bonus payments. The magnitude of the 
physical area within which mining leases are granted and properties are certified 
under the bonus program for ore production and the negotiating of contracts for 
ore procurement under the expanded raw materials program will require consider- 
able more travel by the managerial and technical personnel. Travel by legal 
counsel will also increase to areas under the Denver and Salt Lake City office in 
obtaining access to land for exploration and prospecting purposes. 


Oak Ridge operations office: 
Fiscal year 1953 _ $171, 000 
Fiscal year 1954 _... 180, 000 
Fiscal year 1955 188,000 


The construction program will reach its peak in fiscal year 1955. The fiscal 
year 1955 estimates provide for increased Oak Ridge area staff travel in connec- 
tion with the expediting of materials and equipment and to negotiate, inspect, 
and advise on contracts for design and engineering. Increased travel require- 
ments at Portsmouth will coincide with the increased construction program. 
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These additional costs will be attributable to travel by the engineering branch in 
their review of architect-engineer design work; by the supply branch to expedite 
and inspect suppliers activities; and by the audit branch auditing the increased 
number of contractors serving the Portsmouth area. In fiscal vear 1955 part of 
the Portsmouth and Paducah plants will be in operation resulting in increased 
requirements for travel funds, 


San Francisco operations office: 


Initiation of construction at additional locations will require additional staff 
travel for contract negotiation and engineering design work. Increased trave! 
will also be required by the Finance Division to complete overhead examinations 
and cost analyses of the increased number of contractors and subcontractors 
coming under the cognizance of this operations office. 


Chicago Operations Office: 


Increased attention is being given to the budget and related management 
responsibilities for reducing expenditures to a minimum consistent with effective 
operation. This will require increased travel to contractors’ sites. Additional 
travel will also be required to perform adequate security surveys of all installa- 
tions at regular intervals and to make complete audits and other inspections 
except at terminations or cancellations of subcontracts. Lockland travel require- 
ments will increase in fiscal year 1955 as a result of initiation of operational 
activities at Idaho. Construction of the PWR will reach a substantial level in 
1955 which will require additional travel by both Chicago headquarters and 
Pittsburgh area personnel. 


Schenectady Operations Office: 


Coupled with the SIR-Mark A construction program in fiscal year 1953 is 
provision for the start of an additional procurement program for SIR-Mark B 
in fiscal year 1954. This increase in procurement activities will require increased 
travel for technical direction and ministrative control of component design, 
fabrication, and processing in vendor’s plants and to insure compliance with 
manufacturing criteria and delivery dates of components. An increasing amount 
of materials accountability inspections and audits will require travel funds for 
visits to contractor installations in connection with the manufacture of the fuel 
element. Increased travel will also be performed by the Security Division for 
increased courier service between a contractor installation and the Schenectady 
operations office. 


Washington headquarters and extensions: 


The Commissioners and the special staff groups reporting to the general man- 
ager will perform increased travel to maintain executive and general policy con- 
trol over the expanded atomic-energy program in fiscal year 1955. 

As a result of expansion in the procurement and production of source and 
fissionable materials, additional travel will also be required by the program divi- 
sions to coordinate the operation of new and enlarged production facilities in the 
continental United States and new sources of raw materials at overseas locations. 


Other objects: . 


The estimate for “Other objects’? under program direction and administration 
includes costs for communications, rents, utilities, supplies, and other service 
costs required for operation, maintenance, and security protection of AEC area 
and operations offices and administrative equipment. In addition, the estimate 
covers contractual operation of the American Museum of Atomic Energy and other 
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objects costs in connection with the collection and dissemination of technical 
atomic energy data. 

The estimate for fiscal year 1955 reflects a continuation of the fiscal year 1954 
cost level except for the following specific items: (1) Increased supplies and serv- 
ices attributable to an increase in average employment; (2) increases in telephone 
rates; (3) pending claims against the Government under the Federal Tort Claims 
Act; (4) additional social-security contributions, required by the Federal Insur- 
ance Contributions Act; (5) reimbursement to Post Office Department for penalty 
mail required under Public Law 286, 83d Congress, approved August 15, 1953. 


| Actual, Estimate, | Estimate, 
} fiscal year fiscal year | fiscal year 
1953 | 1954 1955 


| 
03 Transportation of $165, 372 | $163, 000 | $170, 000 
Employees’ property: 
Average cost per transfer.......................-- $478 1 $500 1 $500 
Total employees’ property—_____--___-- 2 $121, 310 $121, 000 $122, 000 


1 Includes 3 foreign transfers, at $2,500 each. 


The cost of transporting employees’ property will increase slightly due to an 
estimated increase in number of transfers in fiscal year 1955. The cost per 
employee increases from $478 in fiscal year 1953 to $500, to provide for three 
foreign transfers at $2,500 each in fiscal years 1954 and 1955. 

Transportation of Government property: The estimate provides an increase 
to cover costs of shipping supplies, records and noncapital equipment among the 
various offices of the Commission, in connection with proposed realinements of 


personnel. 


Estimate, Estimate, 
anon fiscal year | fiscal year 
1954 1955 


$1, 223, 097 $1, 356, 000 $1, 380, 000 


993, 602 1, 023, 640 1, 030, 000 
161, 650 169, 870 174, 000 
67, 845 y 176, 000 


The estimates of communication services provide for telephone, telegraph, 
postage, cryptographic services, rental of fixed communications equipment and 
postage meters, and are based upon actual monthly costs during fiscal year 1953. 

Telephone: Provision is made for installation of additional local telephone 
instruments and equipment at Grand Junction and for a 10-percent rate increase 
at Oak Ridge in fiscal year 1954. A decrease in long-distance telephone costs in 
fiscal year 1954 and fiscal year 1955 is anticipated as the result of increased 
emphasis being placed on the use of telegraph and letter mail whenever possible 
in the interest of economy. Recent efforts to reduce such toll charges wiil effect 
an estimated 3-percent reduction in the cost per employee in fiscal year 1955 
against the rate in fiscal year 1933. 

Telegraph: A slight increase is projected in telegraph costs in fiscal year 1955, 
consistent with the estimated number of personnel to be served. In addition, 
as new facilities come into operation in fiscal year 1954 and because of the esti- 
mated decrease in the use of long-distance telephone service, DOD refile and 
commercial telegraph costs are expected to increase in fiscal year 1955. 

Postage: Public Law 286, of the 83d Congress, provides that reimbursement 
will be made to the Post Office Department for penalty mail. The estimated 
requirements for this item provide for reimbursement during the last 10}4 months 
of fiscal year 1954 and for the full year during fiscal year 1955 and are based on 
the same volume of penalty mailings made by each operations office during 


calendar years 1951 and 1952. 


05 Rents and utilities: 

Batimate, fiscal year 1964. 523, 000 


o4 
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The estimated cost of rents and utility services includes charges for possession 
and use of land, buildings, equipment, and costs of heat, light, power, water, gas, 
electricity and other utility services. Excluded are costs of reimbursing the 
General Services Administration for building and guard services at Washington. 
Santa Fe, and San Francisco which appears under object class 07 Reimbursement 
to other agencies. 

The amount of office space to be occupied and rentals of equipment are estimated 
to remain unchanged in fiscal year 1955 because there is no change anticipated in 
the number of offices to be occupied and very little change anticipated in employ- 
ment. An increase of $7,000 is forecast in the cost of utility services. 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1953 1954 1955 
06 Printing and $410, 865 | $414, 000 $420, 000 
246, 546 252, 000 255, 000 


| 

Object class 06 includes costs of printing and reproducing forms, letterheeds, 
reports, pamphlets, manuals, and other publications required in administering 
the gtomie energy program and informing Congress, the public, and other in- 
terested agencies of significant developments in the etomic energy progrem. 
The estimates ore based on actual unit ¢ sts experienced in fiscal year 1953 and 
provide for a slight incresse over 1954 rates during fiscel year 1955 to cover in- 
creased costs of classified printing end reproduction end for increased require- 
ments at San Francisco for manuals, guides, end reports resulting from the ex- 
panded program, 

Printing and binding.—This estimate provices for publication of the semi- 
annual reports required by the Atomic Energy Act of 1946, scientific periodicals, 
miscellaneous reports and other special reports, publications snd pamphlets 
required for use by Congress, the public, contractors, and AEC personnel. An 
increase of $3,000 is anticipated in the cost of printing ferms and letterheads 
during fisee.l year 1955 es a result of the expanded raw materials program under 
the direction of the Grand Junetion operations office. This item also includes 
the cost of printing work performed under waiver from the Government Printing 
Office. 

Reproduction.—It is anticipated that total requirements for reproduction serv- 
ices will increase slightly as a result of an estimated increase in the amount of 
special duplicating and photographing, including that of classified materia. 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
195¢ 1954 1955 
07 Other contractual services... ..............-.--.22-.----4 $1, 786, 368 $1, 513, 000 $1, 510, 000 
Maintenance and repairs to buildings, vehicles, and 
1, 071, 899 849, 186 867, 000 
Official entertainment... 3, 450 5, 000 5, 000 
Procurement of still and motion pictures _- ages 62, 800 56, 000 56, 000 
Preparation of scientific texts. 60, 650 50, 000 50, 000 
Composition and production of microcards....--—._--- 75, 000 75, 000 75, 000 
American Museum of Atomic Energy... Somsih 114, 000 141, 000 120, 000 
Special surveys, shop charges, and other service con- 


The estimate for object class 07 covers contractusl services not otherwise 
classified. The principal item, covering costs of maintenence and repsirs to 
buildings, grounds, vehdolse and equipment, will increase slightly because of a 
2.6 percent incresse estimeted in sverage employment. There is no overall 
increase projected under ‘‘Other contrsetual services” because there will be an 
offsetting reduction of $21,000 in the net cost of operating the Oak Ridge Museum 
of Atomic Energy. 

Progrem requirements continue unchanged in fises.] veer 1955 for procuring 
pictures of atomic energy subjects, prepering scientific texts, and preparing micro- 
cards for disseminstion of scientific and technics! informetion. Miscellaneous 
service contracts, shop charges, aud other costs are expected to continue at the 
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1954 cost level during fiscal year 1955 with no change in requirements for these 
services. 


Actual, Estimate, Estimate, 
fiscal year fiseal year fiscal year 
3 1954 | 1955 

Reimbursement to other agencies_...............-..-- | $609, 260 $705, 000 | $740, 000 
Bureau of Labor Statistics___. ______ 19,014 | 12, 500 12, 500 
U. 8. Geological Survey _-_- ese 12, 500 12, 500 12, 500 
Department of Navy-_- | 6, 500 | 7, 500 | 7, 500 
Puplie Health Service - 6, 545 | 6, 470 | 6, 700 
General Services Administration | 563, 701 | 663, 530 | 698, 000 


It is anticipated that services performed by other agencies will increase slightly 
in fiscal year 1955 due to increased guard service required for an additional 
building in Washington and for periodic pay increases. 

The Bureau of Labor Statistics conducts semiannual index surveys at Hanford 
and Oak Ridge to determine cost of living in those areas, as compared with nearby 
communities which provide invaluable information for labor negotiations and 
community planning. 

The United States Geological Survey performs ground and water studies for 
the Santa Fe operations office which are considered necessary as insurance 
against the possibility of well installations going dry. 

The Navy Department performs audit surveys of contractors for AEC in con- 
junction with their regular duties, thereby effecting economies in the cost of 
audits. 

The Public Health Service operates a health unit for the employees of AEC 
in Washington. The increase in 1955 provides fer periodic pay increases for the 
nurse and the housekeeping aide and for increased costs of supplies. 

The General Services Administration provides building and maintenance and 
guard services for Washington, Santa Fe, and San Francisco. The estimates 
are based on actual cost experience in prior vears. Increased requirements in 
fiscal year 1955 result from office moves: (1) In the San Francisco area office on 
January 1, 1954, at which time GSA will furnish guard and janitorial services 
to that office, and (2) moves into another building in December 1953, at Washing- 
ton headquarters. Increased cost estimates for building alterations, moving of 
furniture, guard and janitorial services for fiscal year 1955 are based on informa- 
tion received from GSA. 

Reimbursement is also made to the Civil Service Commission for examination 
and testing services and to the Tennessee Valley Authority and Department of 
Agriculture for soil surveys at Portsmouth. 


08 Supplies and Materials: 


Actual fiscal. year 1953. dowels $839, 306 


The estimates provide for an increase in general office supplies and noncapital 
equipment proportional to the increase in personnel served. Requirements under 
this object class are based on fiscal year 1953 costs and are projected at the fiscal 
year 1954 level during 1955. No increase is projected in the cost of gas, oil, and 
other automotive supplies; technical and professional books; Technical Informa- 
tion Service printing supplies; newspapers and periodicals $5,000, and other 
supplies. 


13. Refunds, awards, and indemnities: 


The estimate for fiscal year 1955 provides for miscellaneous tort claims and 
vending lawsuits against the Government, totaling approximately $70,000. 

rial dates have not been set and the estimates provide only for estimated out-of- 
court settlement costs. 


15 Taxes and assessments: 
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This object class represents estimated contribution to social-security taxes as 
required by the Federal Insurance Contributions Act. The estimates provide for 
an increase in the number of AEC employees that will be covered by this act in 
fiscal year 1954 and fiscal year 1955, and for a contribution rate change from 
136 to 2 percent, effective January 1, 1954. 


Security investigations, operating costs 


Actual, | Estimate, | Estimate, 
fiscal year fiscal year | fiscal year 
1953 1954 | 1955 


Summary 


1. —— of new cases referred to investigating agency: | 


ar 43, 978 | 24, 859 21, 700 
| 77, O44 | 54, 979 | 57, 150 
2. Number of cases in process at end of year in investigating | 
Agny: | 
A 3, 997 6, 000 5, 350 
14, 492 14, 500 13, 450 
3. Cases completed during year: 
CsC. 29, 069 28,117 36, 100 
4. Cost of completed investigations: 
Completed by FBI, number. .......-.....-.-....--.-.. 33, 483 26, 854 22, 100 
$205. 45 $205. 45 $205. 45 
$6, 879, 082 $5, 517, 000 $4, 540, 000 
Completed by CSC, number__.__.-......-..-...---.--- 29, 069 28,117 36, 100 
Total cost of investigations._..................----.-- $12, 547, 537 | $11, 000, 000 $10, 857, 000 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


$10,857,000 will be required to complete 58,200 background investigations 
estimated to be needed during fiscal year 1955 on construction and operating 
programs of the Commission. This estimate, which assumes that clearance 
reinstatements will approximate fiscal year 1953 and fiscal year 1954 experience 
levels, represents a net reduction of $143,000 under anticipated operating costs 
ot $11 million during fiscal year 1954. The projected reduction in operating costs 
is attributable to the decrease (from $195.00 in fiscal year 1954 to $175.00 in 
fiscal year 1955) in unit cost of investigations conducted by the United States 
Civil Service Commission. The processing of 3,229 additional investigations 
in fiscal year 1955 over fiscal year 1954 will be required incident to new con- 
struction, operation of new facilities, and the reduction of cases in process. This 
is a reduction of 4,352 cases under the number completed in fiscal year 1953. 

Provisions of the Atomic Energy Act of 1946, as amended, require that persons 
employed or proposed for employment on work involving access to restricted data 
of the atomic energy program possess a security clearance based on investigation 
and report to the Commission on their character, associations, and loyalty. 
Published policies and standards provide guidance in determining the need for 
these clearances. 

Distribution of total investigative caseload between FBI and CSC is premised on 
Commission-approved criteria for determining positions 0° a high degree of im- 
portance and sensitivity and certification, under provisions of Atomic Energy 
Act of 1946, as amended, by a majority of the members of the Commission that 
ee so identified will require conduct of backgrouad investigations by the 


Unit cost per investigation, as reflected in this estimate, has been developed by 
the investigating agency concerned. 
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Administrative facilities, construction obligations 


Total obligations: 
Actual, fiscal year 1953 
Estimate, fiscal year 1954 
Estimate, fiscal year 1955 


Note.—No construction of administrative facilities is budgeted for fiscal year 
1955. 
Summary of changes in inventories 


Actual, Estimate, Estimate, 
By type of inventory ae + fiscal year 


$7, 784, 451 
1, 572, 213 


9, 851, 597 12, 113, 000 


Inventory changes, stores 


Actual, Estimate, 
Summary fiscal year fiscal fiscal 


Current use and standby stores: 
A. eens at close of year for new or expanding 


$11, 230, 679 
decrease (—) during year. 7, 101, 478 

B. Inventory at close of year for other plants. \ 832 
Increase or decrease (—) during year —6, 090, 900 

C, Total current use and standby stores inventory 
at close of year (A+B) 75, 489, 511 | 75, 489, 511 


1, 010, 578 
Excess —1, 074, 740 
Reserve for losses. 7, 848, 613 


Increase or decrease (—) during year. 7, 784, 451 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


Stores inventories include inventories of supplies, materials, and spare parts 
which are normally used or consumed in the production of source and fissionable 
materials and weapons, or in the operation of laboratories, towns, and adminis- 
trative facilities. These inventories, a large part of which are in the possession 
of contractors who operate Commission facilities, include the following types of 
supplies: 

Mechanical materials and supplies 
Metals and metal alloys 

Electrical materials and supplies 

Fuels and lubricants 

Chemicals and compounds 

Building and road materials and supplies 
Electronic supplies 

Hardware and small tools 

Laboratory supplies 

Motor vehicle and heavy mobile accessories and repair parts 
Office materials and supplies 

Clothing 

Custodial materials and supplies 
Medical materials and supplies 

AEC stores inventories are normally financed by the issue of inventory items 
to users whose programs are charged for the cost of the items as they are with- 
drawn from inventory. Funds made available to inventory accounts by these 
issues are then used for replenishing inventories, and the cost of the items is 


41872—54—pt. 349 


Increase or decrease (—) during year: 
494, 933 2, 024, 000 5, 832, 000 
$24, 363, 198 
7, 734, 893 
56, 909, 313 
—1, 951, 893 
81, 272, 511 
D. Increase or decrease (—) in net inventory during 
year: 

0 5, 783, 000 
2 0 0 
0 0 
0} 5,783,000 
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charged to operating programs. It is only when the total inventory must be 
increased to serve new or expanding activities that additional appropriated funds 
are required. 

This estimate reflects a continuing and effective effort to maintain inventorics 
at the lowest level consistent with operating requirements. Although the operat- 
ing program has continued to show a substantial and consistent growth, the 
investment in stores inventories which support the operating program have been 
held nearly constant. 

Operating requirements will continue to increase as facilities under construction 
are completed. It is planned to reduce inventories by $1,951,893 at our existing 
plants through improved utilization and management of existing stocks. How- 
ever, expanding plants and new facilities which will go into operation in fiscal 
year 1955 will require additional inventories of $7,734,893. This requirement less 
the planned reductions at existing plants is $5,783,000, which is the net funding 
requirement for fiscal year 1955. 


Inventory changes, special reactor materials 


| 
Actual, Actual, Estimate, | Estimate, 


Summary fiscal year | fiscal year | fiscal year | fiscal year 
1952 1953 54 1955 
Inventory at close of year -.-~----------]$15, 895, 982 |$17, 468, 195 \s18, 029, 195 | $18, 527, 195 


Increase or decrease (—) during year......--.--..---- 


1, 572, 213 561, 000 498, 000 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


This inventory consists of stocks of special materials required for the develop- 
ment, construction, and operation of various types of reactors. The increase in 
fiscal year 1955 consists chiefly of an increase in the zirconium inventory, which is 
partially offset by a decrease in beryllium inventory. 


Inventory changes—Other special materials 


Estimate, Estimate, 
Actual, fiscal} Actual, fiscal “8 
Summary year 1952 year 1953 
Inventory at close of year, total. _-.........-.-.. $2, 807, 234 $3, 302, 167 $5, 326, 167 $11, 158, 167 
Increase of decrease (-) during the year_...-_-. 494, 933 2, 024, 000 5, 832, 000 


STATEMENT OF FISCAL YEAR 1955 REQUIREMENTS 


Special materials inventory includes stock of materials which have a high 
monetary value in relation to volume or weight, and which require special ac- 
counting controls. ‘Special materials’ are used in production and research 
programs, and are distinct from the ‘‘Special reactor materials.” 

The proposed increase of $5,832,000 is needed to support expanded operations at 
certain existing plants. 
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Changes in operating working capital—Summary 


Actual, fiscal | Actual, fiscal Estimate, fr pot decrease (—), 
year 1952 year 1953 1084 ae | 1955 over 

‘ 1954 


Balance at close of year: 
Collateral funds. Ieee $46, 059, 277 | $4), 773, 26, 523, 16 b- 423, 165 —$1, 100, 000 
Other working capital. ___ —6, 009, 785 6 | —22 —22, 915, 5 728, 965 649, 000 


40, 049, 492 18, 857, 200 | —854,800 | —1,305, 800 —451, 000 
or decrease (~y dur- 


ing year. __ —21, 192, 292 | —19, 712, 000 | 451, 000 
— 986, 149 ~3, 162, 000 | 


Adjustment in accurals and 
prior year costs, etc.__.-- 


Net increase or decrease | 
(—) during the year -| —22,178, 441 | —22, 874, 000 —451, 000 


Collateral funds.—These funds consist of insurance collateral funds, employee 
benefit and annuity funds. The funds are designed to provide for various extraor- 
dinary contingencies in the activity of cost-type contractors. For the most part 
they are held by trustees and invested in United States Government securities. 
The funds were established under the provisions of contracts negotiated by the 
War Department. No additional collateral funds are being established in the 
fiscal years 1954 and 1955 and every effort is being made to reduce the balances 
further. Allintegrated contractors have been contacted with the view to reducing 
the balances to the absolute minimum. The schedule on the following page 
reflects the status of the collateral funds as of the end of each year from fiscal year 
1952 through fiscal year 1955 by office and contract. 

Other working capital.—This item represents the net difference between current 
assets and liabilities other than appropriation cash, inventories, and unliquidated 
obligations for operations on the books of the Commission and its integrated con- 
tractors which must be considered in reconciling operating costs computed on an 
accrual basis and obligations for operations. 
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Analysis of collateral Sund balances by office and contract as of the end of each fiscal 


year 
Increase or 
Estimate Estimate. 
Actual, fiscal | Actual, fiscal . decrease (—), 
end censract year 1952 | year 1953 1955 over 
1954 
Balance at close of 
New York: Co Uni- 
versity employees benefit 
Oak Ridge: eduncvowessccbence $1, 000, 000 $900, 000 $800, 000 $700, 000 —$100, 000 
Eastman in- 
750, 000 750, 000 0 0 0 
Monsanto Chemical Co, 
A. ee benefit fund. 1, 000, 000 1, 000, 000 1, 000, 000 1, 000, 000 0 
General Electric insur- 
ance fund—Travelers 
Insurance Co-._....._-- 10, 500, 000 10, 500, 000 10, 500, 000 10, 500, 000 0 
Electric em- 
ployees benefit fund __- 1, 000, 000 1, 000, 000 0 0 0 
eneral Electric ad- 
ministrative fund...._. 3, 000, 000 3, 000, 000 3, 000, 000 2, 000, 000 —1, 000, 000 
General Electric annuity 
EE Ue ee 2, 695, 112 2, 188, 410 2, 188, 410 2, 188, 410 0 
Du Pont insurance 
fund—Travelers In- 
surance Co...........- 10, 500, 000 10, 500, 000 2, 100, 000 2, 100, 000 0 
Du _ Pont 
benefit fund. _____._._. 5, 000, 000 5, 000, 000 0 0 0 
ee baa 624, 165 633, 165 633, 165 633, 165 0 
Santa ‘Alamos— 
University of California 
employees benefit fund. ___ 1, 000, 000 1, 000, 000 1, 000, 000 1, 000, 000 0 
San Francisco: Berkeley— 
employees efit fund ____ 
Chicago: University of Chi- 
cago ‘employees benefit 
2, 990, 000 1, 000, 000 1, 000, 000 1, 000, 000 0 
Washington: University of 
California, Los Alamos, 
and University of Chicago 
insurance fund—Royal 
and Globe Co’s_.......-... 6, 000, 000 6, 000, 000 6, 000, 000 6, 000, 000 0 
eS 46, 059, 277 43, 961, 575 28, 711, 575 27, 611, 575 —1, 100, 000 
Less: Reserve for liability on 
General Electric annuityf und. 0 2, 188, 410 2, 188, 410 2, 188, 410 0 
Net collateral funds. .....- 46, 059, 277 41, 773, 165 26, 523, 165 25, 423, 165 —1, 100, 000 
Increase or decrease (—) during 
—4, 286,112 | —15, 250,000 | —1, 100,000 
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Analysis of other working capital balances by office as of the end of each fiscal year 


Actual, fiscal 
year 1952 


Actual, fiscal 
year 1953 


Estimate, 


Estimate, 


Increase or 
decrease (—), 
1955 over 
1954 


Balance at close of year: 
Raw materials, Washington 
Grand Junction 
New York 
Oak Ridge 


Schenectady 
Washington offices: 


Military application ____- 


Reactor development __- 
Physical research 


$7, 559, 205 
—1, 337, 971 
—2, 159, 693 


—1, 400, 407 
—3, 001, 397 
292, 928 
—110, 449 
197, 200 


—192, 767 
3, 252, 419 


$8, 994, 660 
—1, 024, 304 
—1, 432, 291 

1, 622, 277 
—1, 759, 562 
2, 710, 000 
3, 407, 975 
—2, 171, 099 
—5, 801, 107 
871, 578 
—1, 462, 807 


0 
—316, 389 
2, 622, 142 


578, 578 
—1, 021, 807 


—4, 251, 304 
—1, 887, 291 | 
— 14, 648, 723 
—2, 979, 562 
3, 710, 000 

1, 457, 975 
—2, 145, 099 
—3, 518, 107 
578, 578 

—1, 021, 807 


0 
0 
2, 622, 142 


Biology and medicine i 
Headquarters 
Other Federal agencies 


—459, 262 
1, 069, 254 
—19, 811, 400 


— 579, 226 
33, 894 
—28, 904, 095 


Net other working capital 

Increase or decrease (—) during 
the year 


—27, 377, 965 | — 26, 728, 965 


—16, 906,180 | —4, 462, 000 649, 000 


ANALYSIS OF CHANGES 


The net decreases in 1953 and 1954 in “Other” working capital, i. e., cash in 
hands of contractors, accounts receivable less accounts payable and other accrued 
liabilities reflect the Commission’s policy of reducing cash in the hands of con- 
tractors by holding balances to a minimum and making advances on a weekly 
basis as required. The changes in 1955 are as follows: 


Raw materials, Washington, increase, $1,833,000 


This increase is due principally to increases in the working capital position of 
ore contractors. 


Grand Junction, decrease, $13,000 


This decrease reflects a minor reduction in the working capital position of the 
American Smelting & Refining Co. resulting from an increase in liabilities at the 
end of 1955 which is related to the increased activity of this contractor. 

Oak Ridge, decrease, $1,135,000 

This reduction is due primarily to a decrease of $10,834,000 in working-capital 
requirements for electricity and gas purchased under AEC prime contracts, 
offset by an increase of $9,400,000 in requirements applicable to the expanded 
program, and an increase of $299,000 in requirements in other contracts. 

Santa Fe, increase, $286,000 

The changes in Santa Fe working-capital requirements are due to (1) increases 
of $1,100,000 for Sandia Corp. and $589,000 for Bendix Aviation Corp., resulting 
from reductions in accounts payable; (2) an increase of $1,000,000 for certain 
contractors in connection with the expanded program; (3) a reduction of 
$1,920,651 resulting from the elimination of project ‘‘Eye’’; and (4) reductions 
in other contracts amounting to $482,349. 
San Francisco, decrease, $240,000 

This decrease is due principally to a reduction of $503,000 in working-capital 

ition for the University of California Radiation Laboratory resulting from the 

increase in estimated liabilities outstanding at the end of 1955, which is related 
to the increase in program assigned to the laboratory. This reduction is offset 
in part by an increase of $263,000 resulting from the estimated liquidation of 
accounts — by the California Research & Development Co. ($260,000), 
and the A office ($3,000). 


| 

1954 1955 
| $22, 970, 660 | $24, 803, 660 $1, 833, 000 
—1, 887, 291 0 
: 3, 872, 712 | —13, 513, 723 —1, 135, 000 
Hanford —2, 979, 562 | 0 
Savannah River..........._- 1, 360, 000 | | 3, 710, 000 | 0 
9, 444, 741 1,171, 975 | 286, 000 
San Francisco. ..-.-..........- —1, 905, 099 —240, 000 
| | 0 

| | | | | 
0 
| 2, 622, 142 } 0 
—579, 226 —579, 226 0 
| —28, 904,095 | —28, 904, 095 0 
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Washington headquarters, decrease, $82,000 


Investigative cases in process by the Federal Bureau of Investigation at the 
end of each year are treated as working capital; therefore, the reduction in working 
capital is consistent with the reduction in the total investigative workload of the 
Wederal Bureau of Investigation. 

Other Federal agencies.—The unexpended balances in other Federal agencies 
are included as working capital on the books of the Commission. In order to 
present the budget on a consolidated basis, it is necessary to reduce working 
capital by the unexpended balance remaining with other Federal agencies at the 
close of the year. 


Changes and operating unliquidated obligations 


Actua!, Actual, Estimate, | Estimate, | Increase or 
Summary fiscal year | fiscal year | fiscal year | fiscal year | decrease (—), 
1952 1953 1954 1955 1955 over 1954 
Unliquidated obligations at close of 
year: 
1, Liability under contracts com- 
mitted annually in advance for 
operation of Commission facil- 
ities through fiscal year 1954: 
For costs to be incurred in 
ensuing year -......|$248, 674, 191|$291, 930, 869) $390, 772, 165) $250, 984, 788) —$139, 787, 377 
B. For contractors’ liabilities 
at end of period _______ 16, 735, 370} 14,019,650) 45,850,000} 47, 120,000 1, 270, 000 
265, 409, 561} 305, 950, 519) 436,622,165] 298, 104, 788) —138, 517, 377 
2. Liability under other contracts 
for operation of facilities: 
A. For source and fissionable 
materials production 
35, 903, 730| 30,051,273) 42,236,185) 42, 609, 500 373, 315 
B. For weapons facilities 77, 430, 86,086,874) 73,885,000; 70,622,000) —3, 263,000 
C. For reactor development 
and other research 
63, 677, 269) 54,119,450) 30,140,000) 28, 225,000) —1, 915,000 
D. For supporting services 6, 487,908} 4,922,001] 4, 206, 802 4, 346, 602 49, 
a 183, 499, 229) 175, 179, 598) 150, 557,987) 145, 803, 102 —4, 754, 885 
3. Liability under long-term utility 
contracts: 
A. For electric power.______- 55, 738, 107) 75, 835,855) 13,231,000) 24, 100, 000 10, 869, 000 
B. For natural 8,051,043) 8, 461,485) 7, 965, 200 7, 710, 200) — 255, 000 
63, 789,150] 84, 297,340} 21, 196,200/ 31, $10, 200 10, 614, 000 
4. Liabilities under all other con- 
69, 260, 325| 73,019, 753} 79, 581,692} 79, 240, 954 —340, 738 
5. Unliquidated obligations under 
working funds with other 
18, 405, 670} 24,093, 726} 28, 904,095) 28, 904, 095 0 
Total unliquidated  obli- 
600, 363, 935) 662, 540, 936) 716, 862,139, 583, 863, 139) —132, 999, 000 
Increase or decrease (—) during year.....|...........- 62,177,001} 54, 321, 203) —132, 999, 000).......-.---..- 


Unliquidated obligations represent the liabilities of the Commission for balances 
under contracts and purchase orders outstanding at the end of the year. Appro- 
priations are required to cover increases in the amount outstanding at the end of 
one year over the amount outstanding at the beginning of the year. The in- 
creases in 1953 and 1954 are made necessary by the increase in operating costs 
resulting primarily trom the operation of additional plants authorized in previous 
appropriations. The decrease in 1955 of $133 million primarily reflects a change 
in torward financing of major operating contractors. 


ANALYSIS OF CHANGES 


1A. Liability under contracts committed annually in advance for operation of 
Commission failities—For costs to be incurred in ensuing yeur, decrease, 
$139,787 397 
These contracts cover the operation, by industrial and university-tvpe con- 
tractors, of the major production plants and laboratories owned by the Commis- 
tion. Up to June 30, 1954, these contracts will be financed ror a full year in 
advance. tn fiscal year 1955 such forward financing will be reduced to 6 months 
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for major production facilities and 3 months for laboratories and other Com- 
mission-owned facilities. 


1B. Liability under contracts committed annually in advance for operation of 
facilities—for contractors’ liabilities at end of period, increase, $1,270,000 
This item covers the contracts mentioned under item 1A above. As the level 
of operations increase, it is expected that the level of outstanding contractors’ 
liabilities will increase in proportion. The increase in 1955 is related to the increase 
in the level of operations anticipated in 1956. 


2A. Liability under other contracts for operation of facilities—for source and 
fissionable materials production plants, decrease, $373,315 

These contracts are for the operation of facilities for processing uranium ores. 
The amounts indicated represent the uncosted balances under these contracts 
at the end of each year. The decrease in 1955 is due to the fact that the level of 
operations is expected to decrease as certain processing will be performed at 
one of the major installations of the Commission for which amounts have been 
included under item 1 above. 


2B. Liability under other contracts for operation of facilities—for weapons facilities, 
decrease, $3,263,000 
These contracts are for the operation of facilities for the development and 
production of weapons and weapons components. The decrease in 1955 reflects 
revisions in contractors’ liabilities resulting from the reprograming for certain 
contractors in the weapons production complex. 


2C. Liability under other contracts for operation of facilities—for reactor develop- 
ment and other research facilities, decrease, $1,915,000 
These contracts are for the operation of industrial laboratories engaged in the 
development of military and power reactors; for contracts for the operation of 
facilities at the Idaho Test Station; and for other research laboratories. The 
decrease indicated for 1955 reflects a reduction in the level of carryover of un- 
liquidated obligations at the Argonne and Pittsburgh laboratories. 


2D. Liability under other contracts for operation of facilities—For supporting serv- 
ices, increase, $49,800 
These contracts include those for the operation of buslines at Idaho and Oak 
Ridge; schools and hospital at Oak Ridge; and separate contracts for maintenance 
and other supporting services at Grand Junction, Oak Ridge, Los Alamos, and 
weapons test sites. The increase is primarily for maintenance and supporting 
services at Grand Junction. 


8A. Liability under long-term utility contracts—For electric power, increase, $10,- 
869,000 

This item includes the liability for the cost of power with the TVA and private 
utility companies for furnishing power for plants. The increase in 1955 is due to 
the increase in monthly power bills incident to the operation of the expanded 
gaseous diffusion facilities at Oak Ridge and Paducah and the new gaseous diffu- 
sion facilities at Portsmouth. 

No amounts are included in the 1954 and 1955 estimates for cancellation costs 
that may be incurred under contracts for power, as authority was granted by 
Public Law 137, 83d Congress, to enter into such contracts, in connection with 
the Oak Ridge, Paducah, and Portsmouth installations, without the obligation of 
appropriated funds. The reduction of $61.7 million in 1954 reflects the effect of 
the aforementioned authority. 
8B. Liability under long-term utility contracts—For natural gas, decrease, $255,000 

This item covers the liability under the contract with the East Tennessee 
Natural Gas Co. for supply of natural gas at Oak Ridge. The decrease in 1954 
reflects the partial amortization for cancellation liability related to special dis- 
tribution facilities furnished by the contractor. 


4. Liabilities under all other contracts, etc., decrease, $340,738 

This item covers amounts payable under contracts for the procurement of 
uranium ores, special materials, other materials and supplies, miscellaneous off- 
site research, and unpaid AEC payrolls and travel costs. The estimate in 1955 
reflects minor revisions in estimates for all other purchase order contracts, pay- 
rolls, ete. 
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Equipment not included in construction projects 


Estimate, Estimate, 
Obligations by equipment category Actual, fiscal fiscal year fiseal year 
year 1953 1954 1985 
$442, 134 $752, 610 $341, 200 
2. Hospital and medical... ._ wid 180, 134 201, 464 175, 000 
3. 14, 563, 190 15, 854, 800 16, 690, 500 
4. Motor vehicles and aircraft_. oe 1, 852, 941 1, 996, 247 1, 630, 020 
5. Office furniture and machines. ----.-.....--..------------- 1, 594, 422 1, 500, 961 765, 985 
1, 298, 577 4, 973, 274 5, 663, 500 
0 315, 000 30, 000 
EES RE TEE 736, 688 1, 293, 000 258, 000 
109, 320 125, 408 110, 300 
10. Shop... thie 4, 104, 517 2, 277, 581 2, 186, 965 
2, 521, 512 2, 421, 686 1, 962, 530 
27, 403, 435 31, 712, 031 29, 814, 000 
Analysis of fiscal year 1955 requirement Replacements} Additions Total 

2. ee eer 3, 406, 300 13, 284, 200 16, 690, 500 
4. Motor vehicle and aircraft_____- 1, 555, 020 75, 1, 630, 020 
5. Office furniture and machines-- i 589, 155 176, 830 65, 985 
6. Process____- (ininarnaneusmamesion a 1, 902, 200 3, 761, 300 5, 663, 500 
8. Reactors and accelerators.....................-...--...---- 123, 000 135, 000 258, 000 
859, 300 1, 327, 665 2, 186, 965 
1, 056, 220 906, 310 1, 962, 530 
Total, fiscal year 1955 requirements. ..........-.---.---- 9, 808, 095 20, 005, 905 29, 814, 000 


STATEMENT OF REQUIREMENTS FOR FISCAL YEAR 1955—-GENERAL STATEMENT 


This statement covers equipment (except that included in construction projects) 
needed by the AEC and its contractors for all atomic energy programs including 
source and fissionable materials, weapons, reactor development, physical research, 
and biology and medicine. It also covers equipment needed for community 
operations at Los Alamos, Oak Ridge, and Richland, and by the headquarters 
program direction and administration staff. The total requested equals about 
2.5 percent of the budget request for operating funds compared to about 3.9 
percent in fiscal year 1953. 


1. Heavy mobile, $341,200 

$176,000 are needed to replace equipment now in use. Much of this equipment 
is from 4 to 9 years old, has been used under severe operating conditions and by 
1955 will be worn to such an extent that replacement will be less costly than 
continued maintenance. This includes mobile machinery such as centrifugal 
pumps (used for emergency drainage requirements), heavy-duty forklift trucks, 
generator sets, air compressors, and special hydraulic waste disposal transporting 
units. 

$165,200 are to presnens equipment for use in the expanding raw materials 
program and the submarine thermal reactor program. This includes seven special 
crawler tractors equipped with front-end bucket-type loaders (needed in the raw 
materials program) and hydraulic lifts, and special hoists needed in the submarine 
thermal reactor program. 


2. Hospital and medical, $175,000 

$64,900 are needed to replace existing equipment of which about half is for the 
Oak Ridge Hospital and for first aid stations and dispensaries at production 

lants and laboratories under the Oak Ridge operations office. The items to 
Ge »placed include some wartime equipment and articles having limited lives such 
as X-ray tubes, heating elements, oxygen tents, examination instruments, and 
refrigeration equipment for serums and biologicals. 

$110,100 are for additional equipment needed for medical research programs 
at Brookhaven National Laboratory, Oak Ridge Institute of Nuclear Studies, 
and Argonne Cancer Hospital. 
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8. Laboratory, $16,690,500 


Examples of laboratory equipment requirements for certain important research 
and development programs are listed below. 

00,000 are needed at Brookhaven National Laboratory for replacement of 
wornout, damaged beyond repair or obsolete equipment, including such items as 
amplifiers, oscilloscopes, electroscopes, electronic scalers, analyzing, detecting and 
focusing magnets, crystal spectrometers, neutron time-of-flight spectrometers, 
etc. for use with the nuclear reactor, cosmotron, and other accelerators. 

$257,300 are needed for additions, or replacement of, equipment to be used at 
the Sylvania Laboratory; for research on fuel element design on the reactor devel- 
opment program; and to meet other AEC research needs at the New Brunswick 
Laboratory, Massachusetts Institute of Technology, National Academy of 
Sciences, University of Rochester, etc. 

$400,000 are needed for additional equipment at Hanford for use in the metal- 
lurgy, pile technology, and separation programs for plutonium process develop- 
ment. Requirements include such items as echelle spectrographs, recording 
refractometers, induction furnaces, pulse analyzers, counters, microscopes, etc. 

$42,000 are needed for replacement equipment at Hanford of items having a 
relatively short life due to their nature and rapid obsolescence such as drying 
ovens, fluorimeters, magnetic scalers, etc. 

$1 million are needed for replacement equipment at the Oak Ridge National 
Laboratory, University of Tennessee, the production plants and other installa- 
tions under the Oak Ridge Operations Office. Items which will have to be 
replaced include line-tube racks, compressors, vacuum pumps, Speedomax instru- 
ments, X-ray units, electronic recorders, platinum crucibles, spectrophotometers, 
vibrating reed electrometers, alpha monitors, etc. 

$999,500 are needed for additional equipment at Oak Ridge Operations Office 
installations much of which is required for continuing experimentation on fission- 
able materials process development. Such items as the following are necessary: 
Wide-angle mass spectrometer, hypersonic generator and transducer, X-Y 
recorders, nuclear resonance detector and controller, alphatron gages, mass-flow 
meters, an acoustic gas analyzer, potentiometers, pH meters, variable speed 


drives, centrifugal and proportioning pumps, agitators, liquid-level controllers, 


platinum traps, pulse counters, rectifiers, manifold recorders, cathatometers, etc. 

$457,000 are needed at Savannah River—$350,000 for additions and $107,000 
for replacements. Additional equipment and certain modifications of existing 
laboratory equipment will be necessary in carrying out studies relating to the 
development of new processes. Equipment to be replaced includes such items 
as mass spectrometers, assay units, centrifuges, etc. 

$370,000 are needed for additional equipment to be used in weapons develop- 
ment at such installations as Rocky Flats, and includes temperature regulating 
and recording devices, constant-temperature oven, electronic recorder, high- 
volume air sampler, Instron tensile tester, fraction collector, Tannervitz saw, 
tracer equipment, replacement of X-ray, etc. $172,000 of this amount is needed 
for procurement of an X-ray photometer, pulse-height analyzer, etc., for process 
development. 

$4,048,300 are needed for items related to research and development of weapons 
at Los Alamos and other installations working under the direction of the Los 
Alamos Scientific Laboratory—$615,000 for replacement of a fabrication line, 
monitoring equipment, oscilloscopes, etc., because of contamination and obso- 
lescence and $3,433,300 for such items as a sigma-type 250—350-ton press, a high- 
frequency unit for die heating, a synchroprinter, flexowriters and several other 
appurtenances to the MANIAC, replacement of wornout bolometers for power 
versus time measurements, large searchlights for air transmission measurements. 

$2,582,000 are needed for equipment for weapons assembly and test develop- 
ment at Sandia—$479,650 for replacements, largely field electronic test equip- 
ment, and $2,102,350 for additional equipment such as: $50,000 for oscilloscopes, 
voltmeters, generators, etc., required for engineering development functions; 
$31,350 for signal generstors, power supplies, electronic meters, ete., for the 
quality assurance evaluation of new weapon components; $600,000 for modifica- 
tion equipment to keep abreast of progress in weapons development; $40,000 for 
plant equipment required for storage effects and calibration laboratories; $175,000 
for power supplies, strain indicators, strain recorders, temperature recorders, 
counters, etc., essential to environmental testing, structural testing, dynamic and 
static testing and X-ray analysis; $100,000 for measuring instruments, analytical 
balances, power sources, etc., needed for miscellaneous weapons development 
projects; $131,000 for a polariscope, strobolume light source, frequency meters 
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and other similar equipment required for investigation of shock waves, and for 
testing of firing and fuzing systems, etc.; $675,000 for equipment to support 
field tests for bomb and warhead developmental work, change in telemetering 
system, ete.; $300,000 for electronics development and test equipment required 
in fuzing, firing, and other similar studies. 

$2,189,000 are needed for equipment by the San Francisco Operations Office— 
$100,000 for replacement of chemical and metallurgical laboratory equipment 
which has become contaminated and wornout and $1,515,000 for items to be used 
in special development of diagnostic and test equipment at the Livermore Labo- 
ratory; $400,000 for additional equipment required in connection with the revised 
accelerator program; $174,000 for hot cells, manipulators, vacuum furnaces and 
other specialized equipment for inpile experiments. 

$2,716,000 are needed for research and development equipment by the Chicago 
operations. For example: 

$350,000 are needed for additional pumps, motors, filters, valves, heaters, 
dionizers, meters, recorders, autoclaves, transformers, switch gear, actuators, 
blowers, gear boxes, ete., for research and development of aircraft propulsion. 

$310,000 are needed for additional equipment in connection with the aircraft 
gas-turbine project including $150,000 for furnaces, forming tools, instrumenta- 
tion, electronic and hydraulic controls, pumps and valves for design and evalua- 
tion of reactor components, materials and insulation and studies of heat transfer, 
pressure drop and air flow; $70,000 for amplifiers, electronic and hydraulic equip- 
ment, actuators, oscilloscopes, ion chambers, flux meters and fission chambers for 
nuclear analysis and operation of critical experiments; $50,000 for air and dielectric 
heaters and recording instruments for studies of reactor cooling and power genera- 
tion; and $40,000 for miscellaneous temperature, flow and pressure recording 
instruments. 

$205,000 are needed for reactor development at Pittsburgh including a replace- 
ment spectrograph for more precise analysis of corrosion and equipment for 
colometric analysis and loop studies ($68,000) ; additional equipment for improved 
core fabrication processes ($75,000); additional monitoring, counting and remote 
control and associated apparatus for critical and associated experiments of 
radiation level and shielding studies ($62,000). 

$1,723,000 are needed to provide equipment for the research programs at the 
Argonne National Laboratory. For example: $556,000 are needed for replace- 
ment items such as contaminated pumps and manipulators used with the reactors; 
$102,000 are needed for a high-pressure autoclave, a high-pressure pump for test 
loop, a hydrogen brazing furnace, ete., for use in connection with tests on high- 
pressure water reactors; $38,500 are needed for pumps, radiation measuring in- 
struments, helium leak detectors, induction heating machines, etc., for use on the 
development of reactor coolants; $75,000 for modification equipment for the 4.5 
million electron volts Van de Graaff machine; $298,000 for equipment needed for 
the investigations and development of separation processes; $543,500 for equip- 
ment needed for research on high temperature and separation processes, waste 
disposal, effects of monochromatic high energy heavy ions on solids, liquids, and 
gases, etc. 

$128,000 are needed at Ames to purchase specialized equipment for use in con- 
nection with the feasibility study on a molten metal reactor, including such items 
as: Thermal loops, magnetic pumps, vacuum and diffusion pumps, electronic 
measuring recorders, powerstats, precision lenses, microscopes, etc. 

$282,000 are needed for equipment at Idaho Falls— $31,650 for replacement of 
wornout items such as air monitors, portable meters, alpha survey meters, neutron 
counters, ete., and $250,350 for additional items such as two automatic caulometers 
for use in the chemical processing plant, special canal-handling equipment for use 
in the materials testing reactors. 

$444,000 are needed for equipment at Schenectady— $107,000 for replacement of 
such items as remote manipulators, ionization chambers, direct-current amplifiers, 
high-speed scaling circuits, log amplifiers, etc., many of which have a relatively 
short life and $337,000 for additional items mostly needed for use on the sub- 
marine reactor development programs, including such equipment as a Beckman 
micrometer, sprangle pump, a wired television system for remote viewing, a 
multiple temperature recorder, a multichannel analyzer, furnace for high tem- 
perature annealing of sample fuel element material in special sizes and shapes, etc. 

$600,000 is needed for specialized equipment in connection with many small 
development and research contracts entered into with offsite universities and 
industries by the Division of Biology and Medicine ($200,000), Division of Raw 
Materials ($100,000), and Research ($300,000). Most of the equipment used in 
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these programs is made available by the institution concerned; however, items of 
an unusual nature or of considerable value are handled separately, and in such 
cases, title is retained by the Government for potential future use. 


4. Motor vehicles and aircraft, $1,630,020 


Passenger-carrying vehicles to be purchased from funds provided in this estimate 


Replace- 


Additional ment 


Total | Net cost 
| 


(a) Automobiles... 353 | 353 | $453, 630 
(6) Station wagons... 15 15 
4 4) 

372 | 


An aggressive effort is being made to reduce the total number passenger vehicles 
in fiscal year 1954 and no funds are included for additional passenger vehicles in 
fiscal year 1955. Funds requested are for the replacement of old and worn 
vehicles which can no longer be economically operated. Vehicles are considered 
eligible for replacement only when they have reached a condition beyond economi- 
cal repair and exceed GSA replacement standards. 

Also included are funds for 428 trucks most of which are for replacement of old 
and worn equipment now in use. The funds also provide for 1 cub aircraft to 
replace equipment used for patrol work at Hanford and 1 additional cub aircraft 
~ the raw materials exploration program at the Grand Junction operations 
office. 


5. Office furniture and machines, $765,985. 

Five hundred and eighty-nine thousand one hundred and fifty-five dollars are 
needed for replacement of equipment which, due to its condition, requires excessive 
maintenance and operating costs. In some instances spare parts are difficult to 
obtain for the older computers, transcribers, mailing equipment, adding machines, 
ete. 

One hundred and seventy-six thousand eight hundred and thirty dollars are 
needed for additional equipment for expanding activities, principally at the 
Livermore Laboratory and the ore procurement program at Grand Junction 
operations office. 

In determining requirements for office furniture and machines, consideration 
has been given to availability of some of this equipment from Government excess. 
It was estimated that total requirements would cost $1,278,000 if purchased from 
commercial sources. This was reduced to $765,985 reflecting anticipated savings 
from use of excess. 


6. Process, $5,663,500 


$1,902,200 are needed for replacement of existing process equipment. This es- 
timate is based on past experience with wear, deterioration, and obsolescence 
of this type equipment under the special conditions of the processes involved 
such as unusual corrosion and chemical effects. It provides for replacement 
during the year of less than 1 percent of the total investment in process equip- 
ment. Examples of typical items in this category which require replacement 
include radiation detection apparatus, recorders, counting and detecting cham- 
bers, sampler handling mechanisms, hot feed remote head pumps, ring balances, 
evaporator heat exchanger, bellows valves, various kinds of pumps and compres- 
sors used in processes. 

$3,761,300 are needed for additional specialized equipment including ingot 
heating baths, grinding equipment, pilot test are melting apparatus, a micronizer 
for grinding special products, a recording pyrometer for recording temperatures 
during various reaction., various additions and modifications to the pilot plant 
for testing new methods of conveying ore and other process and operating prob- 
lems connected with the improvement of the feed materials program, additions 
to equipment used in casting and items of specialized equipment for improving 
technical processes directly involved in weapons development and production. 


Construction automobiles not included in above -----| 0 | 30 30 | 39, 360 
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7. Railroad rolling stock, $30,000 


At Hanford, $30,000 are needed for 3 additional 50-ton flatears equipped to 
per: gh process materials to and from shops, burial grounds, and on-site pro- 
uction areas. 


8. Reactors and accelerators, $258,000 


This includes equipment required for modification and improvement of the 
250-kilovolt Cockcroft-Walton, the large electrostatic accelerator, and the cyclo- 
tron at the Los Alamos Scientific Laboratory; equipment required for improve- 
ment of the spectrometer and neutron chopper at Idaho; and new accessory equip- 
ment for various Oak Ridge National Laboratory reactors and accelerators. 


9. Security and protection, $110,300 

About 45 percent of the total is needed for equipment replacements at oper- 
ating activities. Items to be replaced include fire extinguishers, alarm devices, 
photographic equipment, badge-laminating equipment, clock stations, patrol 
radios, and fire hose. 

Additional equipment of similar ame will be needed to meet expanded re- 
Fangs particularly at Oak Ridge, Portsmouth, Paducah, and Hanford. 

me of the requirements are two-way radio equipment, centrifugal water pumps 
and badge-laminating equipment. 


10. Shop, $2,186,965 

$859,300 are needed for replacement of shop equipment used for making special 
items for laboratories; } pte equipment, and for shop work connected with 
routine maintenance and operation of plants and utilities. Items for replacement 
include lathes, drill presses, milling machines, grinders, boring mills, vertical 
shapers, welding machines, extrusion presses, furnaces, and rolling mills. Shop 
equipment is generally not replaced unless repair or rebuilding costs will exceed 
35 percent of the replacement cost. 

$1,327,665 are needed for purchase and installation of additional equipment in 
new or expanding facilities. For example, more than $200,000 will be required to 
procure and install a 200-ton hydraulic press and a horizontal boring, drilling, 
and milling machine at the new Feed Materials Production Center. This type 
equipment will provide for heavy jobs which cannot be adequately handled with 
existing undersized equipment. Additional metal fabricating equipment will be 
required for rolling, shearing, and bending of metal sheets of thicknesses that 
cannot be handled with present equipment. Additional general shop equipment 
will be needed because of the accelerated ordnance engineer development programs 
at the Sandia Corp. 

Additional process equipment will also be needed, including wire drawing and 
weaving equipment, forming and stamping machinery, presses, scales, etc. for 
Lockland and metal-cutting shears, hand-welding torches, vertical milling 
machine, 10-foot press brake, etc., at Schenectady. 


11. Miscellaneous, $1,962,580 

This category includes a wide variety of items not classified under other head- 
ings such as air monitoring devices, partitions, comminications equipment, spe- 
cialized laundering and cleaning equipment for decontamination, portable office 
buildings (used in raw materials exploration program), film processing facilities, 
warehouse pallets, surveying instruments, jackhammers and instruments for 
airborne reconnaisance, ifty-four percent of the amount requested is required 
for replacement of these kinds of equipment due to age and condition. $906,310 
are for additional miscellaneous equipment needed in such expanding activities 
-* hare raw materials exploration program and for new requirements in existing 
acilities. 


Turspay, Marcu 2, 1954. 


Atomic ComMISsION 


WITNESS 


RICHARD RIMBACH, INSTRUMENTS PUBLISHING CO., 845 RIDGE 
AVENUE, PITTSBURGH 12, PA. 


Mr. Puruurps. Mrs. Church is apparently unable to be here. We 
have with us this morning at the request of the distinguished Con- 
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nee from Illinois, Mrs. Marguerite Church, the present witness, 
r. Richard Rimbach. You are, I presume, from Chicago? 

Mr. Rimpacu. No, sir, I am substituting for Dr. Wakefield who is 
from Chicago. I am from Pittsburgh. 

Mr. Pururrs. This seems to be getting more and more complicated, 
Mr. Rimbach. You wanted to talk to us about the Atomic Energy 
Commission? 

Mr. Rimpacu. My interest is, of course, very specific 

Mr. Puiviurps. Mr. Rimbach is the publisher of Instruments 
through his company, the Instruments Publishing Co. His company 
is also the publisher of Instrument Manufacturing and Instrument 
and Apparatus News. } 

Mr. Rimbach, I have here a note from Mrs. Church asking that 
the committee hear Dr. Wakefield. I think perhaps we will put 
that in the record to precede your comments. 

(The material referred to follows:) 

House or REPRESENTATIVES, 
Washington, D. C., February 11, 1954. 
Hon. JoHn 
Chairman, Independent Offices Subcommittee, 
Committee on Appropriations 
House of Representatives, Washington, D. C. 

Dear Mr. Puaitups: Mr. Ernest H. Wakefield, president of the Radiation 
Counter Laboratories, Inc., of 5122 West Grove Street, Skokie, Ill., has expressed 
a desire to testify at hearings on the atomic energy program eee: 
and I would deeply appreciate any consideration that you are able to give to 
granting his request. 

I believe that you have a previous letter from Mr. Wakefield which I forwarded 
to Congressman Taber on January 23d. In this letter, Mr. Wakefield makes 
the following three suggestions as to how expenditures of funds in the atomic 
a ocurem can be reduced without impairing our national position: 

1. Write into all research contracts that any recipient of funds cannot be 
—— in the manufacture of any instruments offered for sale or transfer. 

2. Cease manufacture of scientific instruments and accessories on the atomic 
energy sites when more than six of the same type is required, unless security 
would be endangered. 

3. Cease printing of the publications: (a) Radiation Instrument Catalog, and 
(b) Radet, a magazine. 

It would be appreciated if you would notify me as to whether Mr. Wakefield 
can be given an opportunity to testify or present a written statement. 

With best wishes, I am 

Sincerely yours, 
Stirr Cuurcn. 


Mr. Puitiips. You may proceed. 

Mr. Rimpacu. My interest goes back 26 years when I organized 
the magazine Instruments to promote the use of instruments in this 
country and their manufacture. At that time we were importing 
most of our instruments from Europe. 

We are now in a somewhat simil r position in the nuclear instru- 
ments manufacturing industry as we were in the scientific instruments 
manufacturing 26 years ago. I think you will find that the facilities 
in the Atomic Energy Commission are building many of their own 
instruments. 

Mr. Puiturps. There are several members outside with their wit- 
nesses who are a little ahead of time. Unless some member of the 
committee objects, I see no reason why we should not ask them to 
come in and sit in the background. Now you can go ahead. 

Mr. Rimsacu. I was interested to hear about the veterans. I am 
a veteran of the First World War. 
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The nuclear-instrument industry consists of about 50 companies, 
6 large ones, and with only one being active before the war. The 
situation with these companies is that the Government represents 
about 75 percent of their business, or did during the war. 

If these various facilities, the AEC facility should continue to build 
their own instruments, there are several things that may occur. 

Mr. Purutrs. Is this a new departure on the part of AEC? 
When you speak of ‘‘instruments,”’ you speak of precision instruments 
and not machine tools, those that have to do with radiation? 

Mr. Rimpacn. These have to do with the measurement of radiation 
and the scientific instruments that I use for research, and those which 
could be built outside possibly at a very much lower cost. This is a 
matter of economy rather than 

Mr. Putvurrs. How could that be determined? The AEC is coming 
up here on the 8th or 9th of this month. If we say, ““Why don’t you 
have this done outside?’’, they will say, “we can do it cheaper,” or 
they will say, “it is peculiar to our industry and we can do it better,” 
or they will say, “this has involved some matters of security, some- 
thing of a confidential nature, and we can’t give it out.’’ What is 
your answer to those questions? 

Mr. Rimpacu. | will take one at a time. As far as economy is 
concerned, they are doing some things that we know can be done 
cheaper outside. To give a specific example: at Berkeley they are 
casting lead bricks from lead ingots. They can buy those bricks 
extruded which would obviate the necessity of casting at all. They 
are just duplicating a process. A lead brick isa lead brick. It is not a 
scientific instrument, but it saves a considerable cost. 

In that facility they have five men casting the bricks. They are 
making a few bricks an hour because they first load the furnace, which 
takes a lot of time. You can appreciate that is not a very efficient 
operation. 

Your point that they can do it themselves and have the manpower 
to do it, lL agree with. JT don’t know how to answer thatone. I think 
you people can answer that better than I can. You can have ma 
in a facility that have nothing else to do. If they have nothing else 
to do, I think it might be well to get rid of them. That is a rather 
difficult thing to prove, what you bring up, and I appreciate that. I 
have had that argument for 26 years. 

Mr. Putuups. Mr. Cotton suggests that is a very revolutionary idea 
in government. 

Mr. Riwpacu. I think he is trying to “rib” me. A manufacturer 
does things in a certain way because he has worked out an efficient 
method. I doubt if anybody would be willing to say they can 
produce an instrument, where more than the prototype is necessary, 
cheaper than a manufacturer can. 

T can agree that there are instruments that they must build while 
only 1 or 2 are necessary and it is not very good business to go outside. 

he matter of secrecy I won’t argue with you on. I think we are 
trying to encourage the use of atomic energy in industry, and the 
secrecy eventually will have to disappear or otherwise it wif hold back 
the development in our atomic industry and medicine. 

When the time comes that the use of the results of our research 

rogram in atomic energy is given to the public, we should have the 
acilities and instruments that are necessary for doing this research 
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work, and also the generation of power for it. I think these Govern- 
ment facilities will not be in a position to furnish those instruments. 

Mr. Putuuips. I am not so sure that you need be so confident that 
all of the things marked “Confidential” and “Restricted”’ by either the 
Army or the Atomic Energy are necessarily so. I think there are a 
great many things that are marked “Confidential” which this com- 
mittee has found are marked so only because they accompany some- 
thing else or it is more convenient to mark them that way. 

How much money do you suppose is involved in this? What pro- 
portion of the budget or how much money out of the budget is prob- 
hy used for the manufacture of these instruments right now by the 
AEC? 

Mr. Rimpacu. Being that I have never been inside the AEC and 
have stayed away from it, although I have clearance in some cases, 
and even if I had been there I doubt if I would have seen enough to 
give you answer to that question. 

Mr. Puruires. We thank you very much. Did you have anything 
more? 

Mr. Rimpacu. I can give you an economic discussion of the indus- 
try here. I will leave my own points that I have made. I think you 
wil find that the industry at the present time—— 

Mr. Puruuips. Give the notes to the reporter and the magazine to 
the clerk. 

Mr. Rimpacu. Thank you. 

Mr. Patuuips. We thank you very much. That is a very interest- 
ing subject. I can assure you that we will ask the Atomic Energy 
Commission about this in a week. Are there any questions of Mr. 


Rimbach from other members of the committee. If there are not, we 
thank you very much. 


Turspay, Marcu 2, 1954. 


Avromic ENerGy CoMmMISSION 


WITNESS 
LEO GOODMAN, Special Assistant to Secretary-Treasurer, CIO 


Mr. Puiuures. Mr. Goodman, you have waited patiently for a long 
time. Mr. Broyhill has been kind enough to say he will yield to you 
and let you go ahead of him. 

Mr. Goopwin. I want to thank the committee and Mr. Broyhill. 

I deeply appreciate this opportunity to appear here regarding appro- 
priations for the Atomic Energy Commission. 

The CIO has interested itself in the activities of the Atomic Energy 
Commission since it was first established. I would appreciate an 
opportunity at this point in the record to insert a resolution adopted 
at our last convention on this subject, and I am appearing here before 
you today under its principles and authorization. 

(The resolution is as follows:) 


Reso.ution No, 36. Aromic ENERGY 
Adopted at the 15th Constitutional Convention of the CIO, November 19, 1953, 
Cleveland, Ohio 


Atomic energy is a new force in the world. It is a force which can be organized 
for good as well as evil. It can be made to produce power and a higher standard 
of living as well as bombs, destruction, and devastation. oo 
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CIO believes that the time has come to use this new force in the world as much 
for the purpose of raising the standard of living as it has been used for the pro- 
duction of weapons of war and devastation. 

But because the two possibilities of use are so closely interwined, we believe 
that Government ownership and control of all fissionable material and Government 
control over all patents in the field of atomic energy must be maintained for the 
benefit of all the people who have paid the cost of its development to date. 

CIO urges the increased use of atomic energy for power, medicine, biology, 
and other civilian uses. 


We applaud the decision of the AEC to go forward with the construction of a 
nuclear reactor for the harnessing of atomic energy to provide electric power for 
industrial purposes. We believe that this program should be greatly expanded by 
the AEC under the provisions of the Atomic Energy Act of 1946. 

I want to talk to you particularly about two aspects of the opera- 
tions of the Atomic Energy Commission. The first relates to its 
Community Operations Division which owns and controls the lives, 
yes, the very living condition existence, of the people who work for the 
Commission in the communities that were initially built under the 
Manhattan project. And I am here to ask that you use whatever 
authority you have in the appropriations to require this Commission 
to help bring about a restoration of free private enterprise and home 
ownership in the communities owned and controlled by the Atomic 
Energy Commission. 

Mr. Puiturrs. How many such communities exist today, Mr. 
Goodman? 

Mr. Goopman. There are at least four. There are a total of 32 
communities and a growing number in which the Atomic Energy 
Commission is the primary and controlling and dominating influence 
in the community; but I am particularly interested in Oak Ridge, in 
Hanford, and in Los Alamos. You are aware also, of course, workers 
must use the housing facilities and community facilities in the 
Savannah River area where the Atomic Energy Commission went 
ahead over our objection and gave a guaranteed contract for the use 
of some 4,000 trailers as homes for production and construction 
workers. These homes were unused and the Commission is now being 
sued for some $16 million under its contract for failure to properly 
allocate and understand the problems of the community organization 
where they go into a rural area without any consideration of the 
impact on the community. 

We pointed out to the Atomic Energy Commission the difficulties 
that would develop in the way they were handling the housing for the 
workers at Savannah River. I do not want to dwell on that at length. 
It is all a matter of record, both before the House and Senate Banking 
and Currency Committees. But the fact is that the Community 
Operations Division in my opinion has been misleading this committee. 
It has given you the impression that the only problem in Oak Ridge 
has been one of securing rent increases. The fact of the matter is 
that rent control was maintained longer in Oak Ridge than anywhere 
else in the United States, because there are peculiar and particular 
aarp? that will be resolved only when this agency is forced to sell 
and in fee simple, so that families can build their own homes and own 
their own homes, if they so desire. 

The Government took some 70,000 acres for this development. 
They only use 7,000 acres for the plants that are involved. The 
plants are no nearer than 6 or 7 miles to the residential areas. There 
is no reason under the sun that they could not sell land to families 
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that desire to build their own homes, instead of having them con- 
tinuing to live in the huts and shacks that were put up by the Man- 
hattan project in 1942 and 1943. And as Congressman Baker has 
testified and stated on the floor of the House, you would not keep 
chicken thieves in those huts that they have for some of the leading 
scientists who have produced this most wonderful program in man’s 
development, in the kind of housing which they are required to occupy 
if they want to continue in their job with the Government in this 
atomic energy field. 

Mr. Puivurrs. You are talking about Oak Ridge now. 

Mr. Goopman. I am talking specifically about Oak Ridge. 

Mr. Puiuirs. I do not want to interrupt you, but the committee 
has been discussing at least informally running down there and it 
might be well to put this housing on the agenda. 

r. Goopwin. I believe you will find the community is most 
interested in this and I would like to insert in the record at this point 
leading editorials from a community newspaper regarding the urgency 
of this problem. 

(The matter referred to is as follows:) 


[From the Oak Ridger, Oak Ridge, Tenn., Sept. 11, 1953] 
PaRsONAGE Request DeniED; Hovusina SuHortTace BLAMED 


The Unitarian Church request that all churches here be assigned permanent 
parsonages has been turned down by the Atomic Energy Commission because of 
a shortage of 3-bedroom houses. 

S. R. Sapirie, manager of AEC operations here, told the church, in a letter 
dated September 4, ‘‘the shortage of 3-bedroom units, as of today, would tend to 
make such action impracticable.” 

Sapirie continued: ‘‘For instance, there is at this time only one D-type unit 
available for rental and no F-type units, although we have on file some 500 ap- 
plications for 3-bedroom units. It is only natural that each church would ask 
that a D unit be allocated, since this type best suits their needs. At our present 
rate of turnover or vacates in these units, it would require a number of months 
just to satisfy the requirements of the churches to the exclusion of all other ap- 
plicants, some of whom have been waiting for 2 or 3 years to obtain a 3-bedroom 
unit. 

He added that the title 8 and title 9 houses now under construction may help 
the situation. He said that only if the completion of this housing serves to ‘‘re- 
lieve our current shortage of 3-bedroom units would your suggestion as to alloca- 
tion of permanent parsonages appear feasible and nondiscriminatory even to the 
church groups themselves.” 

One alternative, Sapirie said, is that a church faced with a housing problem 
“accept a unit in keeping with the family requirements of the minister until the 
= shortage is alleviated. A second would be to apply for one of the new 

-bedroom title 7 or title 8 units.” 

He commented that ‘‘we are all anticipating the time when new housing will 
be in such quantity that there will exist in Oak Ridge a free market based solely 
upon supply and demand.” 

The Unitarian Church made the request for permanent parsonages publicly 2 
weeks ago. Members of the congregation since then have asked help from United 
States Senators Kefauver and Gore and United States Representative Baker. 

J. D. Justice, congregation president, said they have had a reply only from 
Senator Gore who said he had contacted the AEC on the question. 

Justice said a reply to Sapirie’s letter is now being written, pledging that the 
— will continue to cooperate with AEC in an effort to solve the housing 
problem. 

Sapirie, earlier in the letter, told the church that the same housing problem 
“extends to and confronts, in varying degrees, other groups vital to the welfare 
of the community such as doctors, dentists, school teachers, and operating plant 
personnel.”’ 

But because of the shortage, which he said has been particularly acute in the 
past several months, ‘‘we have attempted to adhere very strictly to our eligibility 
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requirements of family size, thereby allocating 3-bedroom units to persons who 
really appeared to have the greatest need for large dwellings.” 

He pointed out that AEC has made special efforts to accommodate ministers 
and said this is substantiated by the fact that 27 houses are presently assigned to 
ministers, 17 of which are 3-bedroowm units, including 12 cemestos, 2 block, and 
3 prefabricated units. 

Sapirie also said he thought the request for permanent parsonages has “‘con- 
siderable merit” and hoped it would ‘ultimately materialize.” 


{From the Oak Ridger, Oak Ridge, Tenn., September 21, 1953] 


CIO Asxs AEC RuLE Houstnc From Preopte Wao Live 
EARBY 


The Atomic Energy Commission has been asked to abolish the rule which now 
prohibits persons from securing housing in Oak Ridge if they already live within 
45 miles of here. 

The request was announced today by the CIO United Chemical Workers’ local 
union which represents K-25 production and maintenance workers, 

Making the request was the union’s legislative representative in Washington, 
Leo Goodman, who wrote to Carroll A. Towne, director of the community opera- 
tions branch of the AEC in Washington, calling the removal of the rule “a step 
in the process of restoring normal community life in Oak Ridge.” 

Goodman’s letter stated that “the present barrier against the possibility of 
living in this community based solely on the distance required for commuting, is 
unfair to the individual involved, as well as to the potential development of Oak 
Ridge as a normal community in the American scene.”’ 

The unfairness of this present regulation, the letter continued, ‘is best illus- 
trated by the plight of those families living within the 45-mile limit who were 
unable to procure housing when they arrived and have therefore lived, they hoped 
temporarily, in trailers. This regulation as it now seems to operate, dooms these 
families to live in trailers for the rest of their lives.” 

AEC both here and in Washington has acknowledged receipt of the union re- 
quest but has given no answer. 

Towne’s reply to Goodman, also released today, said only that ‘I have requested 
our Oak Ridge operations office to furnish current information relative to occu- 
pancy-eligibility upon receipt of which I will respond to your letter.” 

According to AEC spokesmen here the community has always had some kind 
of mileage limit both since and during the management of the community by the 
Manhattan District. 

It became the present 45-mile figure in August 1950. Before that it was 30 
miles. AEC said the figure is part of the Commission’s community and housing 
policy which has been changed and revised from time to time “as conditions 
warrant,” 

The reason given for having such a rule, AEC said, is that the Commission feels 
it is obligated to supply “only that housing necessary to supplement the housing 
already available in the surrounding area,” 

Individuals have complained about the ruling before, but this is believed to be 
the first such request from an organized group. 

Goodman’s letter said that he wrote the letter at the request of the leadership 
of local 288 of the chemical workers here. The local president, Emerson Pownall, 
released the letter and Towne’s acknowledgement. 

This was the second request concerning Oak Ridge made by the union in the 
past week. Last week, the union formally asked a new Federal commission es- 
tablished by Congress last summer to investigate the setup of Federal aid to this 
community, to the State and to Anderson County, stating that lack of information 
on this subject has ‘“‘hampered” the desires in the community for ‘‘normal munici- 
pal government.” 


{From the Oak Ridger, Oak Ridge, Tenn., October 7, 1953] 


Aut Houstna Drevetopments O-R Pusiic Property 


Carbide and the Atomic Energy Commission are apparently contemplating 
some changes in the local housing policy. Both say, however, that no changes 
are definite—and, in fact, none may occur. 
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Nevertheless, some discussion is in the wind and it would seem that some 
alteration is likely. 

Carbide and AEC prefer to keep details of the possible changes to themselves 
until after they have held discussions. This seems an unrealistic approach to 
us for two reasons: 

1. It would seem a fairer course to discuss housing developments, so vital to 
all Oak Ridgers, openly. 

2. Housing secrets are terribly difficult to keep; witness the leaks of informa- 
tion about rent increases and other developments during the past several years. 

The reason we believe in open housing discussions and the reason we believe 
housing secrets are difficult to hold are identical. Housing problems are of vital 
interest everywhere, but the interest in Oak Ridge is magnified many times 
because the whole community shares so many housing worries. 

Because all housing news affects all residents, we think it unfair that a few 
know, while others are denied an understanding. Because all housing news 
affects all residents, housing reports, official and unofficial, travel fast. 

From the little bit we can learn of the possible housing changes, they sound 
as if they might be a step toward diminishing some of the arbitrary housing 
regulations under which Oak Ridgers must live. As such, we would certainly 
heartily approve them. 

In the meantime, however, we would suggest that details of projected plans 
be told publicly as soon as possible. Housing news is like political news in Oak 
ee oN we believe. When something happens, the people should know as soon as 
possible. 

Local housing problems, like local political problems, are public, not private, 
business. 


[From the Oak Ridger, Oak Ridge, Tenn., October 29, 1953] 
AEC-Carsipk REALITY IN Housina TALK 


The Atomic Energy Commission, through the local office of community affairs, 
said Monday that now is not an ‘“‘appropriate’’ time for the public to take part in 
housing policy discussions. Carbide, on Wednesday, agreed. 

The AEC statement came in reply to a request that town council be represented 
if Carbide and the AEC meet to talk of the housing assignment system. The 
Carbide statement came in response to a direct question from the press. 

The best we can say for both AEC and Carbide is that the cards are on the table. 
If nothing else, everyone knows where everyone else stands. While this sort of 
condition does not solve any problems, it does, however, allow for orderly drawing 
of the lines of debate. 

The AEC reply, although couched in language more vague and outwardly 
softer, amounts to a declaration of: ‘‘Look, we’re still running this housing show 
and we intend to run it as we see fit. Although there’s talk about property dis- 
posal and incorporation, we’re still in the driver’s seat and we see no reason to 
conduct in public what we consider our own private business.” 

The Carbide attitude is apparently much the same. ‘The company just doesn’t 
believe housing policy is the public’s privilege at this time. However, while 
Carbide will not admit flatly, it is encouraging to note that the whole present 
housing discussion originated when Carbide expressed a desire to lessen its role in 
housing assignment. Therefore, we may hope that soon the company does hope 
to work for reduction of some of the present autocratic housing restrictions. 

Housing policy in Oak Ridge has been operated in monarchical fashion so 
long, we guess it is a little too much to expect that, all of a sudden, officials would 
agree to democratic discussion, or even be sympathetic with requests for such 
discussions. 

Nevertheless, we believe both Carbide and AEC show little respect for public 
relations and little concern for opinion in their recent actions: 1. Refusal to 
discuss details of the exchange of letters on housing policy; 2. Refusal to grant 
public representation, through the orderly means of town council, at any housing 
meetings. 

While the local housing business may seem private business to officials who 
have been administering it in that fashion for so long, we think it is time they 
realized that the operation of housing for a whole community can’t help but be 
public concern. We think AEC and Carbide both, in this instance, adjust too 
little to this reality. 

Therefore, we disagree very pointedly with both AEC and Carbide that now is 
not an appropriate time for public housing talks. We suggest that although 
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such discussions have been rejected by officialdom, citizens continue their own, 
primarily through town council. Although officials may not be participants, 
they’ll certainly not be able to avoid listening. 

We suggest these talks be aimed again at what we have previously termed the 
AEC’s housing ‘Achilles’ heel,” the loopholes in the housing policy that permit 
influence and favoritism to determine choice housing assignments rather than 
actual family needs. 

The local chamber of commerce meets on Friday in a board meeting. Housing 
policy is on the agenda. Perhaps the businessmen will join council in the effort 
to work for housing policy changes now, as we continue to be frustrated at the 
interminable delay in news of property disposal. 


CIO Urces Nationa Apvisory Commission ON Atomic ENERGY Hovusina 
AND ComMMUNITY PoLicy 


A proposal that a national advisory commission be appointed to make a com- 
prehensive sty 4 of housing and community policy in atomic energy centers was 
advanced by CIO President Walter P. Reuther in a letter to President Eisen- 
hower, dated February 14 and made public today. 

The suggestion was based on a recommendation by Harold Sandbank, a hous- 
ing consultant, who surveyed the problem for the CIO National Housing Com- 
mittee and the CIO Gas, Coke and Chemical Workers, which has a substantial 
membership in Atomic Energy Commission centers. 

Mr. Reuther pointed out to the President that serious housing and community 
problems have developed for the workers in each new atomic energy production 
center. 

“No consistent program has been established under which workers in these 
atomic energy centers might solve their housing problems,”’ he wrote. ‘In one 
place subsidized trailers have been used at great expense to the Federal Govern- 
ment. In another, the Government has undertaken construction of the total 
housing needed in the community. 

“Serious problems have developed as a result for which the varying program 
of the Atomic Energy Commission has prevented community solution * * *. 

“The CIO believes this problem deserves your serious attention. We can 
better win the world struggle for the hearts and minds of men if in the achieve- 
ment of such significant developments as atomic energy we do not ignore the most 
fundamental problem of the workers employed in this industry.” 

Mr. Sandbank formerly was associated with the John B. Pearce Foundation 
in development of the initial housing proposals for the AEC community at Oak 
Ridge, Tenn. - 

A copy of his report was sent tothe President. It shows the need for a national 
policy on atomic energy center housing and community problems by reference 
to the present chaos. It also discusses in detail the situation at Oak Ridge, 
where disposal of Government-owned housing and other property is being con- 
sidered. 

Copies of Mr. Sandbank’s report, Housing and Community Policy in Atomic 
Energy Centers, are available from Leo Goodman, secretary and director of the 
CIO - ah Housing Committee, room 303, 734 15th Street NW., Washing- 
ton 5, D. C. 


My eae Has any effort been made specifically to have AEC 
sell lan 
Mr. Goopman. Congressman Holmes of and Congress- 
man Baker of Tennessee have introduced bills each year in the last 3 
ears, and they have been held up because they have been buried 
indefinitely in a new form of Government regulation. What happens 
when a Congressman introduces a bill now is that it is sent by the 
committee down to the bureau or department operating that particular 
agency 
Mr. Putuuips. And they tell us if we can pass it. 
Mr. Goopman. Yes; in effect they tell you if you can; and, as a 
result, you have not been able to get a bill up here with a recommenda- 
tion from the Bureau of the Budget. 
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Mr. Jonas. You mean the AEC law does not permit the Commis- 
sion to sell land? 

Mr. Goopman. Oh, yes, it does. 

Mr. Jonas. I thought it did. 

Mr. Goopman. But the way the Community Operations Branch is 
operating, they have refused to sell any land down there except for a 
few commercial buildings. They are now leasing a small amount of 
land, but under such a complex and difficult lease, 47 pages of rights 
to revert to the Government, that mortgage companies won’t take a 
mortgage and only 3 houses have actually gone ahead to construc- 
tion under private ownership. 

Now, here is a chance where this committee can require distribution, 
disposal, and sale of at least the residential portion of those communi- 
ties. The problem is even worse, [ am sorry to say, at Hanford than 
it is at Oak Ridge. 

Where most of the workers are declared to be temporary and are 
put off into what is called ‘“North Hanford.” I went out there. I 
have a picture of it. Iam sorry I don’t have it here with me. They 
put 4,000 trailers out across the windswept horizon. AEC built an 
insignificant shade over each trailer at a cost of $400, and the wind 
came and blew these things away. Imagine the waste of funds. 
There were 4,000 sheds over 4,000 trailers at $400 apiece. 

Mr. Tuomas. Was that for the construction workers? 

Mr. Goopman. They twist the definitions. They say theoritically 
it is for the construction workers. I went out and met with those 
families. They have lived there 6 and7 years. If they are temporary 
workers, I don’t know what the definition is. 

Mr. Tuomas. I have been over Hanford and these other projects 
many times. 

Mr. Goopman. Did they take you out to North Hanford? That 
is where the so-called temporary workers are. 

Mr. THomas. Where the labor camps are, as they call them. You 
have built 4,000 houses, I believe, at Hanford. Some of the houses 
are nice enough for anybody. 

Mr. Goopman. They are for the AEC’s administrative staff. 

Mr. Tuomas. They are for more than the administrative staff, 
because there are 3,000 or 4,000 of them. I remember the trailer 
camps. What struck me so forcibly about those trailer camps is that 
by the time they put that concrete slab in, which is about 12 or 15 feet, 
or 20 feet, with a sewer connection and water, I think it cost $1,300 or 
$1,400 apiece to put 1 of those connections in. I don’t remember the 
cover 

Mr. Goopman. They may have torn them down. I came back with 
a picture of that area and raised a fuss. 

Mr. Tuomas. When was that? 

Mr. GoopMan. About 15 months ago. That would be $1,300 for 
the slab and the sewer connections, $400 for the cover, $1,700 for each 
trailer, and there were 4,000 of these, with no facilities for the kids, 
no playgrounds, no place for human beings to meet, and no oppor- 
tunity to buy a piece of land and build your own home. 

This Community Operations Division, in my opinion, spends too 
much money. If they had less money maybe they could be forced to 
dispose of these communities, and the Government would get some 
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money back into its budget and these families would have a little 
opportunity to own their own home. 

Mr. Tuomas. They were paying the community facilities’ manager 
out there—what was that figure, $35,000 or $40,000 a year until we put 
a limitation on it. 

Mr. Goopman. I think it was $35,000. 

Mr. Puiuurps. May | interrupt you, Mr. Goodman? Mr. Thomas, 
listen to this statement. This is something I don’t understand. On 
page 408 of the hearings for this year I went into this matter of com- 
munity services and pointed out the expense of running Richland and 
these other places, just as you have before, Mr. Thomas, pointed out 
Oakridge. Then we come down to the statement by Mr. Dean which 
says they have spent many hours going over what turns out to be a 
very complicated deal to turn these communities 

Mr. Goopman. “Deal” is the word. 

Mr. Puriuuirs. Let me read this: 

We have submitted a plan to the Bureau of the Budget. It looks to us like a 


workable plan. It will eventually come to Congress for the disposal of these two 
towns— 


that is, Hanford and Oak Ridge. I then ask: 


Could we expedite the matter by taking some money for operation out of the 
budget? 

Then we went off the record while they said they didn’t see how it 
would help them. 

Then down further we asked Mr. Shaw, the manager of Richland, 
what he thought about the idea of selling the houses, and he said: 


I think it would be a splendid idea. 
I said: 

Why don’t you go ahead and do it? 
And he said: 

The decision is not mine. 


I could read more of that. 

It was our intention, as I recall, to put something in the record 
which practically would force them to sell. There is not a word. 
What happened to it? Did we omit it for some reason? 

Mr. Tuomas. They were working for it off the record, and prac- 
tically assured the committee they were going to come up with that 
plan and put it into operation. This gentleman, Mr. Shaw, has been 
very much in favor of it for about a year or a year and a half, as far 
as Hanford is concerned. 

Mr. Puiuutps. I didn’t mean to interrupt, but I said this morning 
that we put something iv the report. 

Mr. Goopman. I would like to stress the word “eventually” in 
there. The Joint Committee on Atomic Energy has been trying to 
secure a recommendation on this subject for 6 years. Each year, just 
as you get to the stage that you are at now, they begin working on it. 
I am sure they will show you a draft tomorrow morning, if you ask 
about it, but they will never bring it up here unless this committee 
puts in a tight requirement forcing them to act. We strongly urge 
and recommend that you do so in the appropriation that you allow 
this year. 
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I would commend to the committee’s attention the bills which have 
been introduced on this subject by bipartisan representatives, Con- 
gressmen Baker and Holmes, on the House side, and Senator Kefauver 
on the Senate side, recommending a method for disposition which 
would produce a fair return to the Government and provide an oppor- 
tunity for those occupants living there to buy as private citizens of 
the community. 

Mr. Puiurps. I'll bet you another dollar that this won’t last for 
another year without something being done about it. If you turn to 
page 415 of the hearings you get what amounts to a specific statement 
from the AEC that they were going to do something about this—— 

Mr. Goopman. I can show you a similar statement by the Chair- 
man of the Commission when he dedicated the radio station at Oak- 
ridge in 1947, and a subsequent similar assurance since then. 

Mr. Puiures. You understand the situation. If we tell an agency 
to dispose of a piece of ground, or sell houses before a certain date, then 
immediately the people who would like to buy stop buying until just 
a short time before that date, in the belief they will get them cheaper. 
So we dislike to write into a report a method for selling. 

Mr. GoopMan. Well that would be the way to do it. The second 
aspect of the appropriation pending before you which | would like to 
discuss relates to the potentials of power development from atomic 
energy. This is a very involved and complex subject, which you 
discussed last year in which you subsequently recommended following 
floor discussion and allocation of $7.9 million. 

We are in world competition in this matter. The Joint Committee 
on Atomic Energy held rather extensive hearings. The ClO testified, 
as did every other element of our economy, sealiediten the outstanding 
scientists in this whole field. Some 15 nations outside the United 
States are now attempting to build a power reactor using fissionable 
ae which is secured primarily from a single source in the Belgian 

ongo. 

In a sense we are faced with competition not only with the Soviet 
Union but with other countries as to which country shall first develop 
economic and feasible power from atomic energy. 

Dr. Zinn, who is probably the outstanding scientist on this 
matter—— 

Mr. THomas. Out at Argonne in Chicago? 

Mr. Goopman. Yes; Walter H. Zinn, Director of the Argonne 
Laboratory. Dr. Zinn testified before the committee that there are 
probably 30 different types of reactors that might be tested, but 
there were at least 5 or 6 primary types that should be built immedi- 
ately in order to find out which is the most economical method of 
production of power from atomic energy. 

Commissioner Murray in a recent speech pointed out what was 
made so clear in the hearings, that every desire that this development 
be done by private investment has been unfulfilled up to this time. 
The risks in it are too great for private investment. Only the kind 
of organization that you have in the Atomic Energy Commission can 
oobaitty proceed with the development of the first few prototype 
som reactors. And industry having been given the opportunity 

as conceded the need and desire for the Government to produce the 
first few fissionable power reactors. 


But it falls to this committee to determine how much money shall 

be available to the Commission for this purpose. You provided $7.9 
million last year, and the Commission has authorized the production 
by Westinghouse of the PWR type which should go ahead as planned. 
In a recent discussion by a leading journal in the atomic energy field, 
Nucleonics, the issue of December 1953, it is pointed out in the 
editorial that— 
But a one of the most pointed remarks is one made by Zinn: “Technically 
we are making power right now in perhaps three places. So there isn’t any ques- 
tion that technically it can be done. t is at issue is can you make it at 
a price that anybody wants to pay?” 

As long as that question is unresolved, it is necessary in order that 
the United States maintain its leadership in the world as a primary 
customer of the Belgian Congo ores of uranium, that we come out 
first as the country to produce power from atomic energy. 

Mr. Yares. Isn’t that what we are doing now with the reactor that 
is being built under the direction of the Atomic Energy Commission? 

Mr. Goopman. No, we are attempting only one type. We don’t 
know which of the 5 or 6 types which are being worked on will produce 
power the most economically. 

Mr. Yates. We have two types. We have one type that is being 
used in the atomic submarine, which can serve as a prototype for a 
civilian reactor, according to authorities I have oad ; secondly, we 
have another type that was authorized for construction by this 
committee last year; isn’t that correct? 

Mr. Goopman. The first type, Congressman—I don’t want to 
differ with—is a very high cost type, and in a submarine cost is less 
of a factor. That will not produce, as I pointed out, in Dr. Zinn’s 
language, a prototype that will produce a powerplant at an economic 
cost. 

I am talking, as Dr. Zinn did, of the necessity of going ahead with 
5 or 6 of the primary types to determine which will produce power 
the most economical way. We have to produce it, I believe, in world 
competition before any of the other 15 countries which are now 
experimenting in this field produce it, or we will be in a difficult 
relationship with the country of Belgium. 

I went over there and made a study of their power problems. They 
are in an area of very high cost power. They need power from an 
atomic source. Unless we are able to show them the way, we will 
no longer be the preferential customer to whom they will sell their 
high-grade uranium from their mines in the Congo. 

{r. Puiturps. As I recall, that item was put in the budget at the 
solicitation of the joint committee, using very much the same argu- 
ments that you have indicated today, the need of us to keep a step 
ahead of the field. I am unable to tell you now, because I haven’t 
read the new atomic energy budget—does our clerk know? The 
clerk says there is money in for that experimentation. 

Mr omeann. I am advised that a pilot project for each of these 
5 or 6 types would cost approximately $15 million each, that a full 
reactor would cost up to $80 million. The press carries the story that 
once again the request for funds for power reactors was very sharply 
curtailed at the Bureau of the Budget. 

Mr. Pariurrs. You are talking about the $100 million? 
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Mr. Goopman. It ranges, if we use a pilot-type project, from a 
minimum of $75 million to a maximum of $400 million. I hope this 
committee will take the midpoint in that and make it possible for the 
Commission to go ahead and produce these 4 or 5 prototype reactors 
as soon as possible. 

I would like to point out the value of these things and the desir- 
ability. I want to say first we have joined with the National Indus- 
trial Conference Board and have participated in discussions of ways 
and means to proceed on this whole subject, not that we agree in all 

ae but we have participated in a discussion of the necessity of 
AKC proceeding with this whole program. 

I would like to point out, for example, that we made a presentation 
before the Hope committee in southern California as to the possibility 
if such a prototype were produced of pumping some desalted water 
back in from the Pacific Ocean, and then some of your serious drought 
area—there is the same problem down in Texas, Albert, in the Corpus 
Christi area—could well produce a total new development that could 
easily provide a method and incentive to private enterprise to pick 
up this whole new industry and proceed once the initial developments 
are proved practical. 

Mr. Puruuips. Corpus Christi is already doing it. It is putting the 
water back into the bay so that it will not be impure. 

Mr. Goopman. Methods have now been developed for purifying it 
completely through what is called electrodialysis. It is not going 
ahead fast enough despite what my colleague said earlier because of 
the substantial lack of power down there. 

Mr. Putuurrs. I happen to be personally interested in that subject. 
I don’t think it is a matter of power, although it is a necessary factor. 
While it is a practical proposition on a small pilot scale, it is not yet 
practical in a big development. 

The committee is very much interested in what you are saying 
about this development of reactors, and so forth. But we are in a 
difficult position this year of having the Atomic Energy Commission 
in the immediate job of revising its budget and bringing us down a 
new budget. So we don’t know exactly what will be in the new 
budget on this subject. We will know a week from Monday. 

Mr. Goopman. In any event, this committee has an opportunity 


Sor leadership in this field. I hope and pray you will grasp that 
opportunity. 

Mr. Puitures. We thank you very much, Mr. Goodman. Did you 
conclude? 

Mr. Yares. Off the record. 

(Discussion off the record.) 

Mr. Puruuirs. Thank you, Mr. Goodman. 
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Wepnespay, Fesruary 10, 1954. 


TeNNESSEE VALLEY AUTHORITY 


WITNESSES 


HON. FRANK G. CLEMENT, GOVERNOR OF TENNESSEE 

S. R. FINLEY, GENERAL SUPERINTENDENT, ELECTRIC POWER 
BOARD, CHATTANOOGA, TENN. 

HON. FRANK TOBEY, MAYOR, MEMPHIS, TENN. 

HON. C. L. BEARD, MAYOR, SHEFFIELD, ALA. 

RALEIGH V. TAYLOR, MANAGER, NATCHEZ TRACE ELECTRIC 
POWER ASSOCIATION, HOUSTON, MISS. 

CHARLES 8S. STEWART, MANAGER, WARREN RURAL ELECTRIC 
COOPERATIVE CORP., BOWLING GREEN, KY. 

JOHN M. GREEN, TENNESSEE VALLEY TRADES & LABOR COUNCIL, 
CHATTANOOGA, TENN. 

CLYDE R. ELLIS, EXECUTIVE MANAGER, NATIONAL RURAL ELEC- 
TRIC COOPERATIVE ASSOCIATION 

HON. ESTES KEFAUVER, A UNITED STATES SENATOR FROM THE 
STATE OF TENNESSEE 

HON. ALBERT GORE, A UNITED STATES SENATOR FROM THE STATE 
OF TENNESSEE 

HON. B. CARROLL REECE, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. HOWARD H. BAKER, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. JAMES B. FRAZIER, JR., A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF TENNESSEE 

HON. JOE L. EVINS, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF TENNESSEE 

HON. J. PERCY PRIEST, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. TOM MURRAY, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. JERE COOPER, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. CLIFFORD DAVIS, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. ROBERT E. JONES, JR., A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF ALABAMA 

HON. LAURIE C. BATTLE, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF ALABAMA 

HON. THOMAS G. ABERNETHY, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF MISSISSIPPI 

HON. ARTHUR WINSTEAD, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF MISSISSIPPI 


Mr. Puituirs. If the committee will come to order, this is a special 
meeting of the Subcommittee on Independent Offices, called to hear 
our friends from Tennessee, Alabama, Mississippi, Kentucky, and 
other points in the South on the problems incident to the Tennessee 
Valley Authority. 
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I will just state to our friend, the Governor, that we are going to 
have to keep this in controversy continuously so we can have him up 
here each year. 

Mr. Cooper, are you going to act as master of ceremonies on this? 

Mr. If agreeable. 

Mr. Putiuips. Will you give us the names of the witnesses and also 
make a record of our colleagues who are here? 

Mr. Coorrr. Mr. Chairman and gentlemen of the committee, 
following the usual custom in appearance before congressional com- 
mittees, I will first introduce myself. 1am Jere Cooper, Representa- 
tive in Congress from the Eighth Congressional District of Tennessee. 
My home is Dyersburg, Tenn. 

On behalf of the Members of Congress from the Tennessee Valley 
area and the other witnesses appearing today, I desire to express our 
most grateful appreciation to this distinguished committee for the 
privilege of again appearing before you on this important subject and 
also to express our appreciation to you for the many courtesies 
extended on this and previous occasions. 

I would like to have the record note the presence of the following 
Members of Congress: Senator Albert Gore of Tennessee, formerly 
a distinguished and valuable Member of the House and of the Appro- 
priations Committee and this subcommittee; Hon. Perey Priest of 
Tennessee; Hon. J. B. Frazier of Tennessee; Hon. Robert E. Jones of 
Alabama; Hon. Joe Evins of Tennessee; Hon. Howard Baker of 
Tennessee; Hon. Tom Abernethy of Mississippi; Hon. Arthur Win- 
stead of Mississippi; Hon. Tom Murray of Tennessee; Hon. Clifford 
Davis of Tennessee. 

And, Mr. Chairman, I ask permission that the names of any other 
Members of Congress who may come in during the course of the 
hearing may be listed here. 

Mr. Puitures. That is agreeable to the committee. 

Mr. Coorsr. And, Mr. Chairman, I ask permission to present my 
statement on this subject and ask that it appear following the state- 
ment of the witnesses appearing here today. 

I also request permission that the statement of Hon. Laurie Battle 
of Alabama appear in the record. 

I also ask permission that all Members of Congress, both of the 
Senate and the House, desiring to do so may have permission to 
present their statements to the committee and that they may contact 
the clerk of the committee to be advised as to the time in which their 
statements must be received. 

Mr. Puiturps. Your requests are all approved, and I am glad you 
made the last suggestion, because I think some other members may 
want to submit statements or add to their statements made here. 

Mr. Cooprr. Then, Mr. Chairman, it is my high privilege and 
very distinguished honor and very great pleasure to present to the 
committee again his excellency, our distinguished Governor of Tennes- 
see, the Honorable Frank G. Clement, and Mr. 8. R. Finley, general 
superintendent of the electric power board, Chattanooga, Tenn. 
I request that they may appear together, the Governor making his 
statement first and, after his statement, that then Mr. Finley’s state- 
ment may be received. 

Mr. Puitures. Governor, we will be pleased to hear you at this time. 
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Governor CLement. Mr. Chairman and distinguished members of 
the committee and distinguished Congressmen and Senators who are 
here: I want to say to you I appreciate the chairman’s kind reference 
to bringing me up annually and, if he will leave it in my power to so 
do, I would like to come and visit with him and do so more often, and 
with less strain, if we can get this TVA matter out of the way. 

Gentlemen, I appreciate very much the opportunity of appearing 
before this committee. I remember how gracious you were to me 
the last time I was here. I had the privilege of telling the people 
of Tennessee, whether they were or were not in accord with what this 
committee had done or failed to do, that you certainly gave us a 
patient hearing iast May, and I want to express my gratitude, and I 
trust I may not overtax your patience this morning. 

It would have warmed your hearts to have been with me in Tupelo, 
Miss., last Saturday, gentlemen, to witness there the celebration— 
at which at least one of your Congressmen was present—of the renewal 
of the first 20-year contract between a valley distributor and TVA. 
The citizens of that progressive little city of Tupelo gathered together 
with their friends from all parts of the valley and several States to 
take part in the thanksgiving ceremonies and to listen again to and 
repeat the wonderful TVA story. 

Twenty years ago electricity was a scarce and high-priced item in 
Tupelo—as it was most other places. The biggest industrial users 
paid 4 cents a kilowatt-hour and the householdet paid as high as 
10 cents a kilowatt-hour. They have progressively lowered their 
rates in Tupelo and increased their consumption until now they use 
more than six times as much power as they did before TVA and last 
year it cost them a million and a half dollars less than it would have 
under the old rates. 

It would have warmed your hearts, gentlemen, because the Tupelo 
story is not the exception, but the rule in America today. We, all 
of us, knew the scarce and high-priced electricity back there when 
the prevailing policy of the marketers of current was to make the 
customer earn his rate reduction. And, consciously or otherwise, 
we all have benefited from the idea conceived by predecessors of yours 
in this august lawmaking body and given economic force in the TVA 
Act of 1933 that electricity could be made cheap and abundant 
profitably to all concerned. So that now, this whole Nation uses 6 
times the amount of energy it did 20 years ago and even the littlest 

home consumer pays only half as much for it. 

It may be that in the Tennessee Valley this abundance is more 
significant to us, because we had less of it to start with and we rejoice 
and give thanks. Our thanksgiving in Tupelo Saturday, however, 
was mixed with misgiving—misgiving for the future of our recently 
achieved prosperity, for the very health of our economy, itself. 

I referred last time to the Tennessee Valley as a region traveling in 
a single, nationally owned, electric omnibus. And our problem, more 
clearly recognized now than then, is one of accommodating all of the 

engers. The owner of the vehicle, the Federal Government, has 
ecome, also, the most important passenger. We, like everybod 
else, are greatly interested in seeing fim comfortably accommodated, 
but since there is no other bus in our region, we want to be able to 
ride, too. 


t] 
7 
W 
7 
1 


bu 

if 
wi 
th 
pr 
Li 
ti 
ol 
in 
ol 
er 
es 
cf 
tl 
o! 
th 
7 


2831 


The President has not made adequate provision for this in his 
budget. That is the burden of my appeal to you here today. Even 
if the Atomic Energy Commission will and can unload 600,000 kilo- 
watts more of their requirements for 1957 on to a private supplier, 
the Tennessee Valley will still be a half-million kilowatts short of its 
prospective needs for 1957. 

Please understand that this is not merely a personal opinion of mine. 
Last week I met with representatives of the Tennessee Valley Public 
Power Association, with representatives of the cooperatives associa- 
tion of my State, and of the citizens for TVA. I found all in agreement 
on this point. In this, we have accepted the estimate of the best- 
informed, the most experienced, and the most reliable authority, not 
only in the valley, but in this country. I, of course, refer to the TVA 
engineers, themselves. I am sure you gentlemen know that over the 
years actual demands have consistently exceeded TVA’s long-range 
estimates presented to the Congress in support of new generating 

And let me assure you of this right now: We in the valley who are 
the customers of TVA don’t want to have TVA construct a kilowatt 
of capacity that we can’t use, because our rates will have to reflect 
this added investment, whether useful or not. We take no personal 
pride in having stored up there electricity for which we are paying the 
rates and which is of no value to us. 

In December 1952, Gordon Clapp, TVA Chairman, announced 
that beginning in 1953, TVA would have to start construction of 
750,000 kilowatts of capacity each year to meet normal load growth, 
which does not include atomic energy demands. This would put 
750,000 kilowatts of new capacity on the line each year starting in 
1956. 

In accordance with standard utility practice (and we think we 
should follow that practice in this regard), TVA should have a reason- 
able margin of capacity to meet unforeseen requirements in addition 
to the estimated foreseeable consumption each year. The record of 
the past several years makes it clear that providing for a safety 
margin is a necessary element of planning. In recent years, actual 
demand has exceeded by 200,000 to 900,000 kilowatts the long-range 
estimates made 3 or 4 years earlier when new capacity had to be 
started. Contingency capacity, therefore, was and still is essential. 
Every private utility plans for it, and it is basic to efficient operation. 

Some idea of the tight power situation the valley will face in 1957 
can be obtained from a few simple observations. 

Even with the diversion of power from AEC, and allowing for some 
variables, the capacity available for normal load growth by 1957 
would fall short of Mr. Clapp’s estimate by more than 500,000 kilo- 
watts, or the equivalent of the Fulton steam plant and then some. 

Conceivably, load growth could fall off, thus bringing supply into 
better balance with demand. This would mean, however, that eco- 
nomic progress in the Tennessee Valley had slowed down, and this 
could well have resulted from the psychological effects of prospective 
power shortages. 

The President’s budget estimates that the transfer of 500,000- 
kilowatt capacity from TVA’s commitments to AEC to the valley 
customers would give TVA a capacity for all purposes of 9,483,000 
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by 1957. The budget does not expressly say so, but the Acting Dj- 
rector of the Budget, Mr. Rowland Hughes, in speaking for the Presi- 
dent, in a recent letter to me said the budget proposal would provide 
for the normal growth of the valley. 

This, we insist, it does not do. 1 don’t know who the Director of 
the Budget is getting his estimates of valley power requirements 
from now, but last year he confided in me that they came from the 
Edison Electric Institute, among others, and this is the trade asso- 
ciation spokesman for the combined private-power companies. From 
the present proposal, | would assume that he is still getting his esti- 
mates from that source. 

The estimates of private-power spokesmen about our power require- 
ments are no new thing to us. When TVA began, their cries went up 
that it was creating a useless, unneeded surplus of power. 

In 20 years, TVA has never requested funds to start a single new 
powerplant that did not prove to be needed—and we can only let 
our footsteps for the future at this point be guided in the light of 
experience in the past—and usually it was needed before it was 
finished. 

In the same 20 years, the private-power experts have regularly 
predicted that these same plants would create unneeded surplus power. 

And, even if it should turn out in 1957 that TVA had done the 
unprecedented thing and overestimated our prospect, this would 
amount to no more than getting its capacity a year ahead of demand. 
By the following year, the capacity Mee be put to use, beyond a 
shadow of a doubt. 

Whereas, if the capacity is not started now, when the 1957 demand 
comes up, 3 years would S required to build the capacity to meet it. 

In asking provision for an additional half-million kilowatts of capa- 
city to meet 1957 needs, as estimated by TVA, we are merely taking 
the precaution customary among all estimaters, both public and 
private, of allowing a safety factor beyond the calculable load for the 
unforeseen 

So that I will not be misunderstood on that point, let me say this 
to you, gentlemen. If we ask these three questions, we would find 
these to be the answers. Let us suppose AEC shifted their power 
requirements and that proposal should work out and we also get the 
Fulton plant. Would we then have even a normal safety margin 
as gaged by the private power companies themselves? The answer 
is ‘‘No.” 

Suppose, secondly, that AEC does not work out and we do not get 
the Fulton plant. What would be our situation then? Gentlemen, 
all I can say is, deplorable. Words cannot describe what we face 
—_ the power we have to have to meet the normal economic 

rowth. 
: Third, let us suppose the AEC proposal does not work out but that 
we do get the Fulton plant. What will be our situation? A definite 
power shortage. 

Now, gentlemen, when Mr. Finley, who in private life is referred 
to as “State Rights Finley” by his people back home, sits in this chair 
in a few minutes, he can give you with a great deal of expert backing 
any figures you might need to back up the statements which I have 
just made. And since he is so well qualified in that field, 1 shall not 
ae that point but do focus your attention on it so that you may 
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doublecheck the statements 1 have made through actual figures 
dealing with kilowatt capacities, with loads, and thereby draw your 
own conclusions. 

Private power companies customarily allow 8 to 10 percent for this 
safety factor. The half million additional capacity we seek is even 
about half the customary safety factor. Now, we need to have a 
normal reserve, and we are dependent upon TVA for our power, and 
we feel that we should at least have that same safety factor that any 
private power company would provide its users. Yet even under this 
proposal of shifting the AEC load elsewhere and building the Fulton 
plant, we would not even have that much. So the reasonableness 
of our present request should be obvious. 

And | should like to urge here, whether the President’s proposed 
contingent transfer of 500,000 kilowatts of ‘TV A’s atomic powerload 
to private suppliers works out or not, that this committee recommend 
the construction of the Fulton steam plant as the most economical 
and efficient investment for increasing TVA’s capacity and one that 
will in any event be needed to soundly prepare for the contingencies 
of 1957. 

In wartime emergencies, we became familiar with the phrase 
“blackout.’”’ This budget is not as drastic as that. 

What it would propose for the Tennessee Valley is a browndown. 
I quote from the budget message: 

Arrangements are being made to reduce, by the fall of 1957, existing com- 


mitments of the Tennessee Valley Authority to the Atomie Energy Commission 
by 500,000 to 600,000 kilowatts. 


and so forth. Again, I quote, 


In the event, however, that negotiations for furnishing these load requirements 
for the Atomic Energy Commission from other sources are not consummated 
as contemplated or new defense loads develop, the question of starting additional 
generating units by the Tennessee Valley Authority will be reconsidered. 

The joker in the deal, of course, is the time element. TVA is 
already tardy on construction schedule, due to previous restrictions 
placed upon it. When will we know whether AEC will or can obtain 
substitute power? <A year, or 2 years hence will be too late to have 
the plant capacity ready in 1957. 

Let me give you an example of our concern. When AEC con- 
tracts with private companies for 500,000 kilowatts for AEC require- 
ments, they are at the same time contracting 500,000 kilowatts for 
our use in the Valley. It works that way in this situation, and we are 
equally involved and concerned in their negotiations. 

Now, gentlemen, what negotiations have to take place to make a 
reality out of the proposal? On the basis of the record—and | am 
going to give you one specific example—on the basis of the record— 
and I am dealing here with proposals in the President’s budget mes- 
sage—the Atomic Energy Commission will require 3% years to com- 

lete the plant for the AEC at Joppa. We must have a firm contract 

or the new AEC capacity by July 1 of this year if you are going to 
have power during 1957. T hat is just out. The AEC, just to back 
it up with facts, entered into a contract on December 17, 1951, for the 
completion of four units by June 1954 with a total capacity of 750,000 
kilowatts. 
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The budget does not reveal where the President proposes to seek, 
or have the AEC seek a substitute source of power. If we have got 
to gamble on this power transfer for our economic future, however, 
you may indulge us in some speculation on sources. The most logical 
point—perhaps from which to release this power would be the Shaw- 
nee steam plapt, near the mouth of the Ohio River, built expressly to 
furnish power to the Paducah AEC installation. 

What sort of a prospect does the other supplier for Paducah, 
Electric Energy, Inc., provide for an increase of 500,000 kilowatts in 
its load for 1957? It has contracted to supply 735,000-kilowatt 
capacity to AEC from a plant at Joppa, IIl., to have 4 units of a rated 
capacity of 750,000 kilowatts. This is a cost-plus job, I am told, 
without any deadline in the contract, but we do know that its con- 
struction is far behind schedule and costs have been revised upward. 

Let me say this at this point. I do not want you to think by m 
testimony that the Governor of Tennessee is coming up here to te 
you, the Congress, where you should purchase power for the AEC or 
any other defense installation. As a taxpayer, I am interested. As 
taxpayers, so are the ere of Tennessee. But as Congressmen, 
members of the lawmaking body of the Federal Government, that 

uestion addresses itself to you and not to me. But to the extent 
at you do or fail to do what is needed means whether or not we shall 
enjoy the economic growth of a normal nature or be stunted in our 
economic growth, it is naturally of concern to us what sort of prospect 
we now have. 

Moreover, this plant, as presently rated, could make available to 
AEC no more than 200,000 kilowatts additional capacity, I am told, 
and it has already once refused to increase its capacity to any con- 
siderable degree. The reason is understandable. There is a hesita- 
tion to construct more capacity for this single governmental defense 
demand than could be later absorbed in the territory the plant might 
economically serve, should the Government demand be discontinued. 

There is one place in the Nation where the Federal Government can 
store up electric power, just as it stores up weapons, just as we stock- 
pile ammunition, just as it has a trained reservoir of soldiers. There 
is one place at no ultimate cost to the Federal Government they can 
have the reserve that may be needed for national defense, and that 
is in TVA, and TVA consumers are willing to pay for the reserve 
supply for the unneeded demand. Yet we do not have that available. 
On the contrary, under the present outlook, we do not even have 
available the amount we will need. 

Then there is the Ohio Valley Electric Corp., a combine of 15 
private power companies to supply the AEC installation at Ports- 
mouth, Ohio. This source might be used to supply a part of the 
atomic requirements at Oak Ridge, relieving TVA of part of its load 
there. Any increase in the demand upon this corporation, however, 
would probably meet with the same resistance that the Electric 
Energy, Inc., has evidenced, because it would have the same concern 
over building a large amount of capacity in excess of what it could be 
expected to find a market for in the territory it serves, should AEC 
demand be discontinued. 

There is, of course, the possibility that some new private power 
combine might be formed for the special purpose of relieving TVA of 
this 500,000 kilowatt atomic load, and I am sure that, given time 
enough and money enough, they could do it. But it occurs to me, 
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gentlemen, that time and money are both factors at issue in this 
problem. And if they fail to generate this power soon enough, the 
Tennessee Valley would suffer. 

The other contingency placed upon our potting this hypothetical 
power is that of new defense demands. In this very uncertain world, 
the President’s proposal for TVA is far from a discharge from military 
duty—it seems scarcely a furlough. 

Another proposal in the budget to which I address myself is the 
suggestion that TVA pay interest on its power investment;since the 
Federal Government owns TV A’s power facilities and the full value of 
their securities and pay them interest as well, but still allow them to 
keep control of the company forever and to continue receiving divi- 
dends. As you surely appreciate, this is an unusual requirement. 
deeply hope it is not being seriously considered in TVA’s case, but 
here again one cannot overlook the attitudes of budget advisers on 
TVA and public power. 

The budget recommendation of $1,200,000 for resource develop- 
ment, under which joint Federal-State efforts in the fields of agricul- 
ture, forestry, watershed development, minerals, etc., are bound 
together, is the bare minimum for continuing an important program 
already curtailed by diminished appropriation. This program, ade- 
quately financed, lies at the heart of Federal-State-local cooperation 
in the Tennessee Valley region. 

The region has been strengthened institutionally by a strong and 

owing partnership embracing TVA and other Federal agencies, the 

tates and their departments, counties and municipalities, coopera- 
tives, private enterprise, and individuals. Taking advantage of 
opportunities and assistance provided by TVA, States have enlarged 
and broadened the scope of their activities concerned with resource 
development and use. Existing State agencies have been expanded 
and strengthened and in some instances new agencies have been 
created. Operating expenditures of State agencies dealing with 
agriculture, forest, fish and wildlife, and parks, multiplied six times 
between 1929 and 1952. 

This has been training for the partnership between the Federal 
Government and our local governments in which we have assumed an 
increasing responsibility. This system is the antithesis of Federal 
paternalism and accords with the announced policy of the President. 

Gentlemen, I have attempted, without laboring points, to give to 
you the views of the Governor of the State most vitally affected. I 
was concerned when I was here last May, and I am concerned again. 
Time is running out on us. We have met the charges that we have 
tried to pirate industries from other sections by the use of the tax- 
payers’ dollars through TVA. That is not true, gentlemen. When 
we faced these specific examples on that issue, the only example 
thrown at us publicl in Tennessee was a company that had come 
there 2 years before the TVA Act was even passed. 

We face the future with uncertainty merely because of the uncertain 
power supply. We need to have our hands strengthened, not weak- 
ened. e are trying to do our part in this connection. We hope and 
pray that you will look into this not as a factional issue but as an eco- 
nomic, social, and national problem that addresses itself, particularly 
in | region, to the effect on the future of our Nation oP of the free 
wor 
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If you have any questions you would like to propound to me, I shall 
either answer them for you or pass the question to one who is better 
qualified than I to give you the answer. 

You have been most patient. I thank you. 

Mr. Puruurrs. We thank you. That is a very eloquent, informa- 
tive, and interesting statement. 

May I suggest that perhaps the best thing would be for Mr. Finley 
to make his statement and then the questions, if not answered by one 
or the other statements, could then be asked. 

Governor CLEMENT. Any procedure that suits the chairman and 
the members of the committee would certainly be satisfactory to me. 

I would like permission not only to file a copy of my statement, 
which I think some of ys have before you, but also a letter dated 
February 5, 1954, which I addressed to my distinguished President. 

(The letter above referred to is as follows:) 

Fresruary 5, 1954. 
The Honorable Dwicut E1sENHOWER, 
The White House, Washington, D. C. 

Dear Mr. Presipent: The provision you have made for the Tennessee Valley 
Authority in your 1955 budget has been the subject of my careful study. In 
making an appraisal, I have received the advice of those in the Tennessee Valley 
most concerned with and best informed about the electric power and resource 
development programs performed jointly by the Authority and governmental 
and private agencies of the region. 

Since you were unable to accede to my request in December that representatives 
of the States involved be heard before reaching any decision to reduce TVA’s 
budget, I am submitting analytical comment for your consideration. 

This budget, Mr. President, will not permit TVA to make adequate provision 
for the normal economic growth of this region as your Bureau of the Budget 
assured me in a letter of December 24, 1953. Nor, I respectfully suggest, does it 
fulfill your announced policy of assuring that TVA will be operated and main- 
tained at maximum efficiency. 

It is my earnest belief, stated in all sincerity and humbleness, that the bias of 
= advisers on TVA and publie power, whose public statements reveal them to 

uniformly hostile to the basic idea of the Tennessee Valley Authority, has had 
its effect on the agency’s budget. You will remember that I communicated this 
belief to you last year at the governors’ conference and in the course of discussions 
with you at the White House. 

On the basis of its experience, and with characteristic conservatism, TVA esti- 
mated 1% years ago that, beginning in 1953, a total of 750,000 kilowatts of new 
gracentiog capacity would have to be started each year to meet normal load growth 
rom 1956 on. Normal load growth does not include atomic energy and other 
huge defense demands. It is the normal growth of the load supplied to homes, 
farms, businesses, schools, factories, hospitals, and the like. It is a measure of 
economic progress. 

The year 1956 already will have a deficit of some 390,000 kilowatts, Mr. Presi- 
dent, since appropriations last year provided for only 360,000 kilowatts of new 
capacity to come on the line in 1956. Assuming no new starts this year (the budget. 
provides for none), the 1957 deficit would amount to 1,140,000 kilowatts, or the 
equivalent of nearly a dozen Norris Dams. 

The Budget recognizes this problem in a measure and sets forth a plan to divert 
to valley use 500,000 to 600,000 kilowatts of TVA capacity heretofore intended 
for use of the Atomic Energy Commission. Yet, the contingent nature of this 
proposal leaves us in a very risky position; and even if all the arrangements work 
out satisfactorily, it is clear that the required capacity for normal load growth 
will just not be there. 

TVA is already behind in its construction schedule, for the reasons pointed out 
above. Suppose the two private power syndicates presently supplying a share 
of the AEC’s requirements are reluctant to build additional capacity to make up 
the power diverted to the Tennessee Valley? There are good reasons why they 
might be. Suppose there is a repetition of the experience at Joppa, Lll., where 
construction has fallen far behind and costs have skyrocketed? Suppose AEC 
cannot work out a satisfactory contract with any private power source? Suppose, 
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in spite of the Budget’s assumption to the contrary, that new defense loads would 
be forced on us overnight by a hostile world power? 

Valuable time will have been lost—time in which needed capacity could have 
been under construction but which actually would find construction at a halt and 
the power deficit increasing day by day. 

And I must emphasize, Mr. President, that even with the diversion of 600,000 
kilowatts, we still will be short some 500,000 kilowatts for normal load growth, 
which includes a reasonable margin as a safety factor to meet unforeseen require- 
ments. It is standard practice among utilities, either publicly or privately owned, 
to provide for such a safety factor in all its planning. It is the only efficient and 
businesslike way to run the operation. 

The only conclusion I can come to on this matter of power supply is that at 
least a half million kilowatts of additional generating capacity should be provided. 
I, therefore, seriously and humbly recommend, Mr. President, that you supple- 
ment your TVA budget with an additional request for funds to begin construction 
of 600,000 kilowatts, which is substantially the capacity of the proposed Fulton 
plant. (The Fulton plant is the most economical and eficient answer to the 
valley’s needs.) _ I believe this is necessary not only to the security and well-being 
of my own people but to the whole Nation as well. 

Another proposal in the budget to which I address myself is the suggestion that 
TVA pay interest on its power investment. Since the Federal Government owns 
TVA’s power facilities and makes a profit on them—an average of over 4 percent 
in the 20 years of TVA’s operations—the concern here cannot be the soundness 
of the Government’s investment. The return on the TVA power investment is, 
of course, more than enough to cover the cost of money to the Government, and 
if the intention here is only to reclassify its returns to the Government, then I 
have no quarrel with it. But if the proposal is to impose a requirement of interest 
on top of amortization, all out of net income, then we are being asked to do much 
more than any private utility system. A parallel would be for a State or Federal 
regulatory commission to require a private utility to pay its stock and bond holders 
the full value of their securities and pay them interest as well but still allow them 
to keep control of the company forever and to continue receiving dividends. As 
you surely appreciate, this is an unusual requirement. I deeply hope it is not 
being seriously considered in TVA’s case, but here again one cannot overlook the 
attitudes of you advisers on TVA and public power. 

The Budget recommendation of $1,200,000 for resource development, under 
which joint Federal-State efforts in the fields of agriculture, forestry. watershed 
development, minerals, etc., are bound together, is the bare minimum for continu- 
ing an important program already curtailed by diminished appropriations. This 
program, adequately financed, lies at the heart of Federal-State-local cooperation 
in the Tennessee Valley region. 

The sum of my particular criticisms of the TVA budget, Mr. President, is a 
general criticism: In my opinion, the budget weakens a heretofore sound partner- 
ship between Federal, State, and local interests; and if I understand your concept 
of government as stated by yourself many times, it is rather to encourage and 
develop such a partnership than to weaken it. 

To usin the valley, TVA means the democratic action of the people of a region 
in partnership with the Federal Government, to conserve and develop the re- 
sources of that region for their own and the Nation’s use. It has proven to be the 
only comprehensive, efficient instrument to this end. The course cannot now be 
reversed without great loss to everyone. 

While this letter is a poor substitute for the hearing for representatives of the 
valley States which I requested in December, I conceive it my duty to present 
this analysis and I sincerely hope it merits your thoughtful consideration. 

Respectfully yours, 
Frank G. CLEMENT. 


Mr. Puiturps. Now, I would like to go back to this power and ask 
you to explain why you say the 500,000 kilowatt hours that was being 
proposed for Atomic Energy also involved the same amount for local 
users or something like that. Will you explain that to me? 

Governor CLEMENT. What I was attempting to say, to say it in a 
different way, was this: Since the proposal that has been made in- 
volves the shifting of AEC contracts from TVA to another source, 
then when AEC either does or does not contract for 500,000 kilowatts, 
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they are either contracting or not contracting for us. If they contract 
with someone else for 500,000 kilowatts that was coming from TVA, 
then what they are doing is to contract in reverse TVA for 500,000 
additional ones for us. If they do not do that, then in reverse those 
500,000 we do not get. 

Mr. Puiturrs. Now, Mr. Finley, we will be glad to hear you. 

Mr. Fintey. I also appreciate the opportunity of again appearing 
before your committee. 

My name is S. R. Finley, general superintendent of the Electric 
Power Board of Chattanooga, Tenn. In appearing before your com- 
mittee, I am representing my board, the Tennessee Valley Public 
Power Association, an organized group composed of 130 of the 148 
municipalities and rural electric cooperatives who purchase and dis- 
tribute TVA-produced electricity to approximately 98 percent of the 
1,300,000 users in the so-called TVA service area. Also the Citizens 
for TVA, Inc., which is a voluntarily organized group of citizens from 
our area who are attempting to tell the TVA story and present to the 
Nation facts concerning it. I am a graduate electrical and mechanical 
engineer and have been engaged in electric-utility work in all its phases 
for 35 years. 

My emplover, the Electric Power Board of Chattanooga, serves a 
heavily industrialized area of 500 square miles (part of it in Georgia) 
with 250,000 population. We are tbe largest distributor of TVA power 
and during TVA’s last fiscal year dos rhe from them 1% billion 
kilowatt-hours—about 6% percent of TVA’s total sales—and for which 
we paid TVA $6,211,000, or about 6 percent of TVA’s income from 
its sales of electricity. TVA is our exclusive source of power, as it 
is to all our cities, towns, and cooperatives in the service area. My 
board buys under a 30-year contract expiring in 1969, and on Decem- 
ber 31, 1953, had in service an electric-utility system valued at 
$19,744,000. 

The purpose of my appearance before your honorable committee is 
to discuss the TVA appropriation bill as sent up to you by the Bureau 
of the Budget and what we believe is its inadequacy as regards author- 
ization for TVA to start the construction of new generating capacity. 
Your committee will, I know, receive my comments as constructive 
suggestions and presented to you only because of our people’s sincere 
concern about this important matter. An adequate supply of elec- 
tricity is the very life blood of our area—now known as the Electrical 
Center of the Nation. Through electric-power availability these past 
20 years, we have been able to grow in strength, develop a substantial 
pis self-supporting economy, make a great contribution to the Nation’s 
welfare, and become a mainstay in our Nation’s defense effort. 

As regards our electricity supply and distribution, we look upon it 
as a partnership relation with the Federal Government. Through 
the TVA it has assumed the generating and transmitting responsi- 
bility for electricity, and we the people, through our municipally and 
cooperatively owned power systems the responsibility for distribution 
to the ultimate consumer—excepting the distribution only of those 
needs of the Federal Government itself and the electricity required 
for a few large electrochemical industries whose expansion to their 
present size has been largely influenced by our Nation’s defense needs. 
Over 50 percent of TVA’s output of electricity by 1956 will go di- 
rectly to national defense installations. About 50 percent of the 
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remaining amount will go directly or through the power distributors 
to industries producing basic materials processed largely in other 
areas into defense needs. 

Before discussing the things we are worried about in the TVA 
appropriation bill, let me express our comfort in the acceptance of 
responsibility, which has been indicated in the budget message by 
this administration, for our area’s power supply. Until now “there 
had been some apprehension on our part in this respect. The state- 
ment made that— 

Arrangements are contemplated which in the winter of 1957-58 will transfer a 
minimum of 500,000 kilowatts of AEC load from TVA to some other source so an 
equivalent amount of TVA generating capacity would be released to supply 
loads of other area power consumers 

seems to us to accept the area’s power generating responsibility by 
this administration. That is the way we understand it—we can 
reach no other conclusion. 

Quite frankly, we believe we will be on a starvation diet as regards 
power supply before 1957-58 even if these rather indefinite plans are 
consummated. Assuming they are—and thus far we have no assur- 
ances—they are not adequate. And as we understand it, they also 
indicate no further increases in TVA power supply to Federal projects. 
Certainly any such assumption belies past experiences. The Nation 
has quickly and efficiently and at a minimum cost found it necessary 
to utilize our area for defense projects. Are we to assume this 

rivilege is to be denied us from now on? Just a few days ago 

u Pont announced a titanium metals production plant—and where? 
At Waverly, Tenn., just next door to TVA’s Johnsonville plant, 
which now has 6 units, with space and plans for 4 more—that should 
be authorized in this 1954-55 TVA appropriation bill. 

Just one more thought on this release of 500,000 kilowatts of AEC 
load. Presumably this would be at the Shawnee plant. But the 
Shawnee plant may not be where it is most economical and efficient 
electrically to supply 500,000 of general area TVA responsibility, 
Expensive transmission lines may have to be built—high losses in- 
curred—with resulting added cost that may have made it more effici- 
ent to have built a new plant in the beginning where our area now 
needs one most—at Fulton, Tenn., about 30 miles north of Memphis. 
One of the reasons for this plant is to eliminate the present long 
hauls with attendant losses to serve this heavily loaded and fast 
growing area. Memphis is 180 miles, more or less from Shawnee— 
maybe more electrically. 

I assure you this lack of any provision in the TVA budget for the 
beginning of construction of any additional generating units worries 
us. It is the reason for our being here. At the end of 1957 assuming 
completion of all presently authorized units, the TVA will have a 
nameplate capacity rating of 10 million kilowatts. Assured load- 
carrying ability is, however, something less and can be estimated to 
be 9, 500, 000 kilowatts—certainly a reasonable maximum. Assuming 
500, 000 kilowatts transfer of AEC load and no further increase in 
requirements for Federal projects, the most minimum load estimated 
to be supplied is elso just 9,500,000 kilowatts. Gentlemen, a power- 
supply capability of 9,500,000 kilowatts just should a0t be burdened 
with a load equal to that amount. The power-supply capability 
should be at least 10 percent above the load. There are only two 
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ways to accomplish this. The logical, reasonable, and efficient way 
is to increase the power capacity—add more generating units. The 
other way is to reduce the load, not to be considered if it means to 
retard the economy of the area being served. We do not yet want 
to believe the Congress wants to do this. 

The TVA should be authorized to begin the construction of the 
much discussed Fulton plant with 2 initial units totaling 450,000 
kilowatts and the addition of at least 4 other units in plants now 
completed or under construction, totaling 450,000 kilowatts or more, 
depending upon their location. This 900,000 kilowatts plus is the 
minimum which will assure our area of an adequate power supply in 
1957-58 winter. It would give us the needed 10-percent margin. 

I believe I know what a great majority of people in our service area 
would want me to say to you to illustrate our conclusions in this 
important matter. President Eisenhower on an occasion in 1952 
stood before our people and in discussing TVA said in substance as 
follows: “TVA is doing a good job, it will continue to be operated at 
its maximum efficiency.”’ We believed that—and still do. But if 
this is to be done the Congress must not, at this time, deny these 
needed new generating units which will be badly needed in 1957-58, 
the earliest date now that their assured capacity can be counted 
upon. In no other way can the TVA continue to do a good job and 
continue to be coaeied at its maximum efficiency. 

Mr. Puiturrs. Thank you very much, Mr. Finley. 

Does any member of the committee want to ask a question of 
Governor Clement or Mr. Finley? 

Mr. Jonas. Governor Clement, I was very much interested in 
your comment about interest. I think that is on pages 14 and 15 
of your statement. Would you object if the Congress should give 
TVA authority to issue bonds and sell them to the public to finance 
its future power-expansion program? 

Governor CLement. Let me respond to that by saying this: Before 
I could comment on any specific proposal that far-reaching in nature, 
and something I am sure you have given much more thought to than 
perhaps some of the rest of us along that line, I would first want to 
see the specific proposal and to discuss it with financiers both in and 
out of Government. At this time I can only say this, that our concern 
is’an adequate supply of power. 

Mr. Jonas. I understand. 

Governor CLement. We are willing to pay a reasonable rate for it. 
We are proud of the fact we have low electric rates and we want to 
continue that for our people, but we think we should pay that which 
is reasonable and that which is fair. As to your specific proposal, I 
do not feel that in fairness to you or myself or the people concerned I 
could comment on it more today than what I have said. 

Mr. Jonas. Just for the record—and TVA’s map is on the wall 
behind you—how far is the proposed plant at Fulton west of the 
Tennessee River? 

Governor CLemMent. The proposed Fulton plant is 30 miles north 
of Memphis. I am told it is about 70 miles, but I thought it was a 
little more than that. 

Mr. Jonas. Do you have any official record? I heard somebody in 
the room say 125. 

Governor Ciement. That is Shawnee. That is another plant. I 
think it is about 100 miles. 
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Mr. Jonas. Will you supply that distance for the record? 

Governor CLEMENT. Yes. We will supply tomorrow for the record 
of this committee the distance from the Tennessee River—any par- 
ticular point of the river? 

Mr. Jonas. The nearest point. 

Governor CLemENT. The distance from the nearest point on the 
Tennessee River to the proposed site of the Fulton plant. Yes, sir; 
we will supply that and any other information you might desire. 

Mr. Puiuurrs. Mr. Finley makes the statement that you would be 
required to build a distribution system from Shawnee into Memphis. 
What distribution would be required from present plants if you did 
not use Shawnee? 

P xi Jonas. How far north of the Tennessee line is the Shawnee 

ant‘! 
. Mr. Fintry. I stated Memphis is about 180 miles from Paducah, 
which is the location of the Shawnee plant. The Fulton plant is about 
30 miles north of Memphis. In stating that I wanted to point out 
that engineers have to design a transmission system for the whole 
area and the transmission system of TVA has been designed years 
into the future, and the transfer of power from one plant to another 
may not be in accordance with plans that have been worked out in 
the past; therefore, studies would have to be made. You cannot just 
pick up 500,000 kilowatts in Shawnee and drop it in Memphis. 

Governor CLEMENT. In specific response to your question about the 
distance from the Shawnee plant to Memphis, Congressman Cooper is 
probably more familiar with that than anyone else in the room and it 
is his advice that it is about 180 miles. 1 shall be glad to furnish the 
exact distance for the record. 

Mr. Jonas. I think you should also supply for the record how far 
south of the Tennessee-Kentucky line the Fulton plant is. 

Governor CLement. How far south of the Kentucky-Tennessee line 
the Fulton plant is located? We will furnish that and any other infor- 
mation you may desire. 

Mr. Jonas. At this point I think the record ought to show the dis- 
tance between the nearest TVA installation on the Tennessee River 
and, say, Memphis. 

Mr. Fintey. It is 135 miles from Johnsonville to Memphis on the 
highway and about the same distance to Pickwick Landing. 

Governor Clement. We will give you the specific information. We 
appreciate the opportunity to give this committee any information it 
wants. 

Mr. Jonas. Mr. Finley, does TVA’s contract with your association 
reserve the right in TVA to tell you what your local power rates 
should be? Does TVA control the rates at which you sell power to 
your customers? 

Mr. Frnuey. Our rates which we charge in Chattanooga and the 
rates charged by all the distributors who purchase power from TVA, 
are a matter of agreement between ourselves and TVA and incor- 
porated in the contract. I do not believe I would say TVA controls 
them any more than we do. 

Mr. Jonas. Does not TVA reserve the right to cancel the contract 
if you deviate from the rates as fixed by TVA? 

r. Fintey. We agree in our contract to charge rates that are a 
matter of agreement between the two of us. I do not think it would 
be a fair answer to say TVA controls them or that we control them. 
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It is a matter of contractual agreement and of course we live up to 
the contract or we would be violating it, and TVA lives up to it. 

Mr. Jonas. Did not Mr. Clapp say that TVA sued Lenoir City 
for violating a contract? 

Mr. Friniey. Lenoir City tried to divert some of their power reve- 
nues to purposes other than were agreed upon in the contract, and 
TVA very promptly and properly sued them to have them live up 
to their contract. 

Mr. Jonas. You do not think, then, that the contract your power 
board signed with TVA gives TVA a right to control the rates? 

Mr. Finitey. They would not have any more control than we do. 
Our power association does not have a contract with TVA. Each 
distributor has a separate agreement with TVA. 

Mr. Jonas. If a municipality in Tennessee wanted to raise its 
power rates in order to divert proceeds from the sale of power for 
educational purposes, for example, is it true the contract would 
prevent that? 

Mr. Finuey. Yes, sir. The contract would prevent that. 

Mr. Jonas. How close to Chattanooga is the nearest private 
utility operated? 

Mr. Fintey. The Georgia Power Co. operates in north Georgia 
and there is a point in north Georgia my board also serves. We are 
only about 10 feet apart. We serve one side of the road and they 
serve the other. 

Mr. Jonas. Does your board serve Rossville? 

Mr. Fintey. Yes. 

Mr. Jonas. But you do come together? 

Mr. Fintey. Yes. 

Mr. Jonas. What is the nearest steam or hydro plant in Goergia 
to Chattanooga? 

Mr. Fintey. I would say between 125 and 150 miles. 

Mr. Jonas. Where is it located? 

Mr. Fintey. It would be on the river. I cannot even pronounce 
the names of the rivers in Georgia. 

Governor CLemMENT. We can add that to the information we will 
submit for the record. 

Mr. Jonas. Is there any other private utility operating in the 
Chattanooga area? 

Mr. Fintey. No, sir. 

Mr. Jonas. What about the Alabama Co.? 

Mr. Fintey. Alabama Power Co. does not come in contact with us. 

Mr. Jonas. How close to Chattanooga is the Carolina Power Co.? 

Mr. Finuey. 225 or 250 miles. 

Mr. Jonas. That is all. 

Governor CLement. Your last question is the location of the 
nearest private utility plant to Chattanooga? 

Mr. Jonas. Yes. 

Governor CLEMENT. We will supply that information. 

Mr. Anprews. Governor, you stated the $1.2 million recommended 
oh budget for resource development was barely enough to do the 
job? 

Governor Clement. Yes, sir. 

Mr. Anprews. In your opinion what would be an adequate amount 
in this budget or in the bill to carry on the program of resource 
development? 
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Governor CLEMENT. Congressman, I will be as fair with you all as 
I know you will be with us, and say that any figure other than that 
particular one that I would attempt to give you at this time without 
advice would be mere speculation on my part. 

Mr. Anprews. That figure of $1.2 million is the same figure we had 
last year. 

Governor CLEMENT. That is the same budget recommendation. 

Mr. AnpreEws. Do you recall what the recommendation was in 
fiscal year 1952 or in fiscal year 1951? 

Governor CLEMENT. No, sir; but I will furnish that information. 

Mr. Finuey. The obligation was $2,017,000. 

Governor CLEMENT. | can pick out a figure of another million or so 
and throw it to you, but I could not give you the facts in support of 
it at this particular time. What I justify this figure by, this is the 
figure that had been thrown at us. We have sat down with our con- 
servation people and others making plans and we find we are having 
an awful time, and that is not only a bare minimum but below what 
we thought was needed and justified. But we were fooling with a 
figure that was thrown at us and I cannot tell you what the other 
figure would be. 

Governor CLEMENT. In connection with my testimony on 
page 16 relative to $1.2 million submitted by the Bureau of the 
Budget for resource development, we should work up a schedule of 
what we think would be a reasonable figure and the justification for it. 
Yes, sir; we will furnish that. 

Mr. AnpreEws. Is it your opinion that if the Government released 
TVA from furnishing 500,000 kilowatts of power to the Atomic 
Energy Commission and the Fulton steam plant were built, that in 
1957 or 1958 the demand within the TVA area would be sufficient to 
absorb all the power that TVA produced? 

Governor CLEMENT. Yes, sir; I definitely feel that the demand 
would be such and I definitely feel we would still, even with those two 
contingencies in our favor, definitely face a serious situation. How- 
ever, at this particular time the thing we are seeking and asking for 
that I have placed emphasis on is that those 2 things are the 2 that 
hold out hope to us that we will not be stunted in our efforts to develop 
a normal economic growth. I have checked with TVA and others I 
have confidence in and have gone over the figures time and time 
again, because we must preserve the integrity of our people, and as a 
young man I expect to be here in 1957 and 1958, I hope, and I am 
firmly convinced that the two contingencies you mentioned, if re- 
solved in our favor, come 1957 and 1958 we would still face the situa- 
tion where there was a demand for all the power available. 

Mr. AnpreEws. It is true, is it not, that at the present time the 
Atomic Energy Commission is taking approximately 35 percent of the 
total load of TVA? 

Governor CLemMeEn’. I believe that is correct. 

Mr. Anprews. And in fiscal year 1955 and the fall of calendar 
year 1954, the amount of energy taken by the Atomic Energy Com- 
mission from TVA will be approximately 50 percent of the total 
output? 

Governor Ciement. That is my understanding. 

Mr. Anprews. Is there any other source within your State other 
than TVA from which your people can get power? 
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Governor CLemMeEnt. Absolutely none. 

Mr. Anprews. TVA is the only power-producing utility in the area? 

Governor CLement. We either get power for our lights from TVA 
or we use kerosene lamps. 

Mr. Anprews. How long, Mr. Finley, would it take to bring in a 
producing station at Fulton from the date construction starts? 

Mr. Finuiry. About 3 years, sir. 

Mr. Anprews. From the date that bids are requested? 

Mr. Finuey. Yes, sir. It might be shortened a little bit or length- 
ened a little bit. 

Mr. Anprews. Do you know how long TVA has been requesting 
the Bureau of the Budget for funds to start a plant at Fulton? 

' Mr. Fintey. My understanding is that the first request was made 
ast year. 

Mr. Jonas. I have another question for the Governor. I would 
like the record to contain the same information witb respect to the 
proximity of private utilities to Memphis as I asked with reference to 
Chattanooga. 

Governor CLEMENT. We will supply that to the committee, sir. 

Mr. Jonas. Would you also supply for the record the number of 
homes in Nashville now heated with electricity and the number in 
Chattanooga? 

Mr. Finury. I can give you that figure as to Chattanooga now, 
16,000. I would say Nashville has approximately the same amount. 

Governor CLEMENT. We will be glad to get the exact figures. 

Mr. Jonas. How does that figure in Nashville compare with 2 
years ago? 

Mr. Finuny. There probably have been 6,000 added in the last 2 

ears. 
Mr. Jonas. Are the records available? 

Mr. Yes, sir. 

Mr. Jonas. That is apropos of the Governor’s comment about 

our having to get your power from TVA or use kerosene lamps. 
hat is not true with regard to home heating, is it? 

Mr. Fintey. Yes, sir. 

Governor CLEMENT. I would say this, sir, that in reliance and good 
faith upon both a legal and moral obligation entered into by the 
Federal Government—there are new faces but it is the same Federal 
Government—a few years ago a lot of our people have built homes 
around the idea of electrically heating the homes. I do not know, 
unless we were to pass a Federal law—which I would be against— 
prohibiting the heating of homes with electric power—— 

Mr. Jonas. I am not suggesting that a law be passed prohibiting 
a person from heating his home with electricity. I asked the question 
because home heating absorbs a certain amount of the power. 

Governor CLEMENT. Yes, it does. 

Mr. Jonas. If you have the information for the whole State of 
Tennessee we would be glad to have it. 

Governor CLement. We will give you anything you want, and if 
after we have departed any of you members of the committee think 
of anything on either side of this question that you would like to have, 
if you would address a communication to me or to any one of these 
distinguished gentlemen from Tennessee here, we will secure the in- 
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formation and furnish it to you. We want to cooperate with this 
committee. 

Mr. Finury. May I ask you, gentlemen of the committee, to give 
us an appropriation for the Fulton plant. Give us an authorization 
for the Fulton plant and for four more units. It will only add to the 
budget $35 million in the next fiscal year. 

Mr. Anprews. If you are given authorization for the number of 
units requested by TVA from the budget, but which was denied by 
the budget, how long would that source of supply meet the demands 
of Tennessee? 

Mr. Finuery. It would take care of us in 1957-58 with a fair margin 
of safety. What we would need beyond that, we would be guessing at. 

Mr. Putuutps. I observe it is now 12 minutes to 12. I have taken 
it for granted that all of my colleagues are a part of Mr. Cooper’s 
team and have not asked them to whom they will yield time. Mr. 
Cooper? 

Mr. Cooper. I have the very great honor and pleasure to present 
to the committee Mr. Frank Tobey, the distinguished mayor of 
Memphis, Tenn. 

Mr. Puruuires. We are always glad to see Mr. Tobey. 

Mr. Tosry. Mr. Chairman and members of the committee, first 
let me identify myself. I am Frank Tobey, mayor of Memphis, Tenn. 

We appear before this committee of the House, representing the 
people of Memphis, Tenn., in behalf of the people of west Tennessee 
and the people throughout the Tennessee Valley Authority’s service 
area. 

Memphis and the people of west Tennessee are interested in an 
adequate and continuous supply of electric power. 

In the last 10 years, the number of electric customers in Memphis 
and Shelby County has increased from 81,334 to 148,681. In round 
numbers, Memphis has added 67,000 homes and small commercial 
buildings in a decade. 

The annual power consumption has increased from 622,074,000 to 
1,554,186,000 kilowatt-hours and the maximum demand from 103,925 
to 292,800 kilowatts. Every analysis points to a consistent growth 
in the future use of electricity in Memphis and Shelby County. 

We are concerned and disturbed that there should be any doubt 
about or delay in providing facilities for cities such as Memphis, Jack- 
son, and the other municipalities or cooperatives in west Tennessee 
and areas adjacent to Tennessee in Kentucky or northern Mississippi. 

Tennessee Valley Authority has furnished estimates in detail as to 
the anticipated growth in load on the TVA system as a whole. On 
account of the cutback in appropriations for additional capacity last 
year, the needs now for 1957 will probably be somewhat in excess of 
1 million kilowatts. Any reduction in TVA’s requests for additional 
capacity endangers the power supply to all customers served by TVA. 
Therefore, we are concerned not only as to additional generating 
plants in our immediate area, but also in the overall support of the 
whole TVA program by the Congress. Any alternate plan to that 
proposed by TVA itself, if the overall operation is to be maintained 
as it should be maintained, must be of such nature as to fully satisfy 
the needs of the communities and rural areas served by TVA. 
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Tennessee Valley Authority has made request on the Bureau of the 
Budget for funds for the construction of a steam plant to be located 
at Fulton, Tenn., on the Mississippi River. 

The city of Memphis feels that the location of a plant at Fulton, 
Tenn., is a wise procedure for meeting the needs of additional power 
in west Tennessee for the following reasons: 

The location at Fulton provides— 

1. An adequate water supply for condensing purposes, which 
is an essential for any large steam plant. 

2. An economical downstream ca for coal barges, making 
cheap fuel available from the Kentucky and Illinois coalfields. 

3. The geological formation of the riverbank at Fulton is so 
stable that the river channel has not changed in recorded history 
and in all probability will remain stable. It is essential to have 
a stable channel and a stable riverbank to insure a continuous 
flow into the water intakes to supply the condensers. It is also 
necessary that there be a navigable channel and a stable river- 
bank for the unloading and handling of large quantities of coal 
without interruptions due to river conditions. 

4. The location is sufficiently removed from any settled com- 
munity to avoid any difficulty from fly ash or sulfur fumes dis- 
charged in large quantities by a large plant from the smokestack. 

5. The location permits the plant to be connected into the 
existing transmission system in west Tennessee. From Fulton, 
power can be moved to the east, northeast, south to Memphis 
and to northern Mississippi. These short transmission lines 
will materially reduce the present high transmission power losses. 

6. The cost of connecting the plant to the existing switching 
stations and to Memphis will be relatively low due to the short 
lines required. | 

7. The location provides a source of power to a large and rapidly 
growing agricultural, commercial, and industrial area, which 
includes Memphis, the largest city in the Tennessee Valley 
a0 lagi service area, and 1 of the 4 largest in the entire 
South. 


The Fulton location is a logical development in the Tennessee Valley 
Authority’s integrated power system. Other proposals for the supply 
of power from present plants by reducing the Government’s demands 
for atomic energy, etc., constitute a workable second best, but if the 
area continues to grow it will ultimately be necessary to build a plant 
in west Tennessee at Fulton or some other equivalent location. Any 
other procedure to supply power to west Tennessee and to Memphis 
is in the long view a temporary answer to the needs of west Tennessee. 
At the present prospective rate of growth, any other second best 
procedure would be simply delaying the desirable and necessary an- 
swer to this acute problem. 

Whether the power is produced for resale to municipalities and 
cooperatives or for use by the Atomic Energy Commission, or other 
Government projects, a continuous and adequate supply of power in 
Tennessee Valley Authority’s service area can best be supplied by 
TVA for the following reasons: 

1. By the TVA Act, hydro power on the Tennessee River is pri- 
marily dedicated to domestic, rural, and small commercial users. 
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Hydro power is cheap power, but hydro power is subject to the 
variations in rainfall from year to year, and to provide both flood 
control and navigation the use of the available water for the maximum 
production of power is somewhat curtailed and steam power is neces- 
sary to a continuous supply of firm power. This I am sure everybody 
understands. 

2. Since steam plants are essential to a successful hydro develop- 
ment and because of the tremendous demands made on TVA for 
large blocks of power by Government and large industrial under- 
takings, in addition to the phenomenal growth in domestic, rural, 
and business enterprises, it was logical to build large steam-generating 
stations, concentrating at each location generating units in sizes never 
before considered possible. These large units are producing steam 
power at very low cost, and the very size has made it possible to build 
the plant at a low cost per kilowatt of capacity. 

3. Large steam plants operating in conjunction with hydro plants, 
at. high load factors, conserve both fuel and water, and when operated 
as an integrated system provide the lowest attainable cost for the 
combined output of hydro and steam units. 

Therefore, it is logical to predict that if the second best solution is 
selected for the immediate future, that ultimately all plants will be 
merged into one operating system. The second best proposal, there- 
fore, is not economically the final answer. 

Those opposed to TVA would convince the Congress that rates 
charged in Tennessee Valley Authority’s service area are too low to 
warrant further investment of Government funds and they question 
the wisdom of investments already made. They question the ade- 
quacy of rates being charged by TVA for power supplied to the com- 
munities of this area and to large industries whether served directly 
by TVA or supplied to large Government projects. 

Tt should be remembered that when the cost of power supplied by 
TVA is under question that, after all, TVA provides the generation 
and transmission systems only. Distribution systems are provided 
by the municipalities and cooperatives that buy power from TVA and 
deliver it at retail to the people of the valley area. 

The cost of generation is important, but, after all, it is only a por- 
tion of the total cost to serve the public, and it must never be forgotten 
that a big part of the rate cuts that have occurred in the Tennessee 
Valley area has been provided by the municipalities. 

In Memphis, the retail rates at which power was sold in 1938 were 
reduced by the city of Memphis by an overall 45 percent. This cut 
in the cost of electric energy has been accomplished by the city of 
Memphis and TVA jointly. 

Mr. Puruurres. Will you tell me between when and when? 

Mr. Tosry. 1938 to now. 

Rate reductions in the Tennessee Valley area have been of immense 
value to the Nation as a whole. They created a new market for 
electric ranges, dishwashers, water heaters, air-conditioners, heating 
equipment, laundry equipment, and a multitude of farm and rural 
uses that have done much to eliminate the burdens of housekeeping 
and farm operation. The low rates have made large-scale manu- 
facturing processes of all kinds possible and called into being man 
new developments which are possible only because of the low prevail- 
ing rates established in this valley some 20 years ago. 
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These accomplishments have been of value to the whole Nation. 
Most of the apparatus and appliances have been manufactured in the 
North. The new outlook born in the Tennessee Valley has set the 
pace for a new point of view in the sale and distribution of electricity 
throughout the country. 

But those opposed to TVA have claimed that rates are too low to 
make TVA self-sustaining, and they now make demands that the 
“a _ require the following changes in the basic financial program 


1. That all activity other than the production of power be 
completely divorced from TVA’s operations and, to such extent 
as they are permitted to exist, be handled by a separate authority. 
The purpose, they say, is to simplify the understanding of the 
power problem and to eliminate complications which to their 
minds obscure TV A’s accounting system. 

2. That TVA should pay back to the United States Govern- 
ment the sums ianiated by the Government in TVA’s power 
facilities. 

3. That TVA pay interest on the unamortized balance of 
funds furnished by the Government for TVA’s power facilities. 

_4. That TVA pay taxes to local agencies, State, county, and 
city. 

5. That TVA pay Federal income taxes. 

6. That TVA pay a fair rate of return on the invested capital 
supplied by the United States Government. 


The bookkeeping system of the Tennessee Valley Authority is 
perfectly clear. The cost involved in the operation of power facilities 
is completely separated from other costs involved. The annual 
report of TVA shows just how funds are used and how much is charged 
to each function, such as flood control, navigation, recreation, chemical 
and fertilizer plants, and other activities. The power operations of 
TVA are set up on the books in accordance with well-known standards 
of utility accounting and do not differ in any material way from the 
accounting systems required by local and Federal regulating bodies. 
There is no “complication” in the financial affairs of TVA that is not 
made perfectly clear in the record. 

TVA is now paying back to the United States Treasury the sums of 
money invested 2 the Government in TVA’s properties used for 
power. This means that consumers in the Tennessee Valley are 
paying the Government back the money loaned to TVA. I think 
in any other transaction those who pay back the investment would 
own the properties when the purchase price is’ being paid without 
default. The question in the minds of people in the valley is who 
will own TVA after we have paid it out of debt. Should it not 
belong to the people of the valley? They have certainly supported 


Should not the Government consider itself in the position of a banker 
content to earn a reasonable return on his money? .TVA is now earn- 
ing sufficient money to pay a rate of interest that would adequately 
cover the actual cost of money used for the construction of TVA’s 
system. We, the people of the valley, are paying back the banker 
and paying him interest in the meanwhile. 
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Might we not suggest that payment of taxes to local agencies—State, 
county, and city—should rest with the States. counties, and cities. 
At the present time, TVA is paying large sums in lieu of taxes to local 
agencies and the people of the vale are content to let the tax pay- 
ments of the Authority remain as they are. If they are content, why 
should anybody else be dissatisfied? 

TVA was set up as a nonprofit operation. If there is no profit, 
there is no net income to justify Federal income tax. It is now pro- 
posed that in addition to paying back the banker and paying interest 
on the loan, that we should also pay a rate of return to the banker in 
addition to the legitimate interest charged for the use of the money in 
order to justify an income tax that is dependent entirely upon a profit. 

It seems to us in the valley that since we are already earning a 
sufficient amount of money to pay back the loan made by the Federal 
Treasury for construction of the plant, as the rate of return is more 
than sufficient to pay interest on this money, as we are paying an 
adequate depreciation charge which is included in the cost of power, 
and since in addition thereto TVA is earning a return over and above 
the legitimate cost of money, that there can be no question but that 
the rates at which power is sold in the valley at present are adequate 
and sufficient to protect the interests of the Nation as a whole. 
Certainly, compared to so many expenditures in foreign lands on 
which we will make no return at all to the costly and widespread 
Federal contribution to agriculture, housing program, and man 
other governmental undertakings on which there is no return at all, 
we can say without fear of contradiction that the best investment the 
United States Government has made is the investment made in the 
Tennessee Valley Authority. 

Mr. Pures. Thank you, Mr. Mayor. That is a very compre- 
hensive statement. We are glad to have it. 

Since you started to make your statement, Mr. Mayor, we have 
had a distinguished addition to the group here, Senator Kefauver. 

Senator Kerauver. I am glad to see you, Mr. Mayor. 

Mr. Tosry. I am glad to see you, Senator Kefauver. 

Mr. Puiturrs. We also have a former colleague, Mr. Clyde Ellis, 
executive manager of the National Rural Electric Cooperative 
Association. He is also down with some witnesses and the committee 
is beginning to wonder what to do with the other witnesses. 

Mr. Cooper. Off the record. 

(Discussion off the record.) 

Mr. Cooprr. Mr. Chairman, I would like for our distinguished 
colleague in the House, Mr. Robert Jones, to introduce the next witness 
from Alabama. 

Mr. Pururps. First Mr. Jonas would like to ask the mayor a 
question. 

Mr. Jonas. I did not follow your statement when you contend you 
pay interest back on this money. 

Mr. Tosey. If I did not make it clear I am sorry, and I will clarify 
it at this particular time. In the operation of TVA, the rates are 
established at such a level as to produce all costs of operation, mainte- 
nance, and in addition thereto, to set up a depreciation reserve in the 
full amount necessary to replace these properties at the end of their 
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useful life. When we retire the bonds and pay off the bonds, we are 
paying in effect 
{r. Jonas. May I interrupt, sir? 

Mr. Topry. Yes. 

Mr. Jonas. I understand you pay interest on the bonds, but there 
are only $37 million outstanding in bonds. You did not mean you 
pay interest on the more than $1 billion invested? 

Mr. Toney. No, sir. First, in paying off the bonds we are paying 
for one plant. In setting up a depreciation reserve in the amount of 
100 percent of the amount necessary to replace this plant at the end 
of its useful life, the rate payers of the Tennessee Valley are in effect 
paying for 2 plants. Now, if we are imposed upon by paying interest 
in addition to that, in effect you will be making the rate payers of 
the valley pay for three plants. There is no getting around it. 

Mr. Jonas. | understood you to say in your statement that you 
were paying interest on the total investment. 

Mr. Tosry. No. It was in that connection. 

Mr. Jones. I am proud to introduce to the committee one of our 
distinguished citizens, Mr. C. L. Beard, the mayor of Sheffield, Ala. 

Mr. Puiuurps. We are glad to see you, Mr. Mayor. 

Mr. Jonas. May I say for the record I went to school with the 
distinguished mayor of Sheffield, Ala., and I can add my words of 
praise to those of Bob Jones. 
aa AnpreEws. I have known Mr. Beard for years and can join in 
that, too. 

Mr. Bearp. Mr. Chairman and distinguished members of the 
committee, I want to say it is a pleasure to be here today on behalf 
of the TVA appropriation. I represent the people of Sheffield, 
Ala., and 6% million people in the Tennessee Valley area, comprised 
of 7 States, and 27 municipal and cooperative distribution systems 
that are handling TVA power. 

First of all I would like to say that TVA is our only source of power 
supply and we are dependent upon TVA for power and our communi- 
ties have grown—our cities in Alabama that are served by TVA have 
grown—tremendously during the past 20 years and our economic 
condition has been greatly improved. 

Mr. Putturrs. You are the mayor of Sheffield, Ala.? 

Mr. Brarp. Yes. We are in the center of three cities. 

My testimony is brief. I want to cover three points or bits of 
information which may be of some assistance to your committee. 

Mr. Gordon Clapp, in a speech which he made in December 1952, 
pointed out that TVA would need 750,000 kilowatts each year for a 
period of 5 years beginning in 1956. 

Congress, last year, gave TVA funds for 360,000 kilowatts, which 
will be added to the system in 1957. In other words, we are faced 
this year with the necessity of asking for 1,140,000 or, roughly, 
1,200,000 kilowatts. 

If the proposed negotiations with the private utilities for power to 
supply the Atomic Energy Commission are successful and we should 
get the whole 600,000, we still would be almost 600,000 short of the 
estimates. 

It is true most of this deficit can be met if the House and the Senate 
will give us the money to start the Fulton steam plant. This is based 
on the assumption, of course, that your committee will be successful 
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in negotiations to get 600,000 kilowatts for the Atomic Energy Com- 
mission. A failure to get this power for AEC and to build the Fulton 
steam plant both will not only definitely limit the economic growth 
of the Tennessee Valley, but the real tragic part is that it will leave no 
margin whatever for possible new defense loads. 

In other words, there is a definite market for all the power that we 
have asked for, and we say that it will also provide a source of power in 
case of a national emergency by imposing restrictions on civilian uses. 
It seems to me that a failure to take advantage of this situation is very 
difficult to understand. 

We are disturbed over the question that has been raised on pay- 
ment of interest. As you know, the President did not recommend 
anything specific in this regard. It is under study between the 
Bureau of the Budget and TVA. To those of us who have been 
discussing the question, it seems to add up as follows: 

TVA is now paying all costs of operation, including full deprecia- 
—_ and is paying amortization of its power investment on a 40-year 

asis. 

If interest is added to the amount now being paid, it will have the 
result of the electricity users of the Tennessee Valley actually paying 
for the TVA power facilities twice and still never owning the property. 

The Federal Government already has a better return on its invest- 
ment in the Tennessee Valley Authority than it does in the Bureau 
of Reclamation projects or even Boulder Dam. 

The return of 4.1 percent on TVA is actually greater than is being 
paid elsewhere. Adding interest would simply be “gilding the lily.” 

Incidentally, the President of the United States said in Memphis 
prior to his election that if he were elected President of the United 
States he would continue maintaining TVA at maximum efficiency, 
and we took him at his word and would like to see you gentlemen 
back him up. 

Gentlemen, the future economic fate of the whole Tennessee Valley 
region is in your hands. I believe that you will find your way to a 
favorable decision on our request. If we are denied the right to grow 
and contribute to the national welfare a great area of our country 
will stagnate. 

I do know that if we are to continue to grow both economically and 
socially, here in the valley, we must have an adequate supply of 
power to meet our normal needs. 

I appreciate your courtesy in hearing me and look forward with 
confidence to your verdict. 

Mr. Puruuies. Thank you, Mr. Mayor. Are there any questions? 

Mr. AnprReEws. Mr. Beard, was last year the first year funds were 
denied TVA for expansion purposes? 

Mr. Brearp. To my knowledge I think it was. 

Mr. Jonas. How far south of Sheffield is the nearest private utility? 

Mr. Bearp. Birmingham, Ala., in Jefferson County. Bessemer, 
Ala., is also within Jefferson County. We have two systems which 
are beyond the line where Alabama Power operates. 

Mr. Jonas. How far south of Sheffield do the TVA transmission 
lines extend? 

Mr. Brarp. I would say 145 miles if you go to Bessemer. 

Mr. Jonas. Thank you. 

Mr. Puruuips. Mr. Cooper? 
41872—54—pt. 352 
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Mr. Coorrr. I request our colleague, Mr. Abernethy, to present 
the next witness. 

Mr. Apernetuy. Mr. Chairman and members of the committee, 
we have heard from the metropolitan areas and now we get down to 
where people really appreciate electricity. I have the honor of pre- 
senting to you Mr. R. V. Taylor, manager of the Natchez Trace 
Electric Power Association, Houston, Miss. 

I learned today that the first contract was at 
upelo. 

Mr. Aspernetuy. Yes and I was there Saturday when they re- 
newed it. 

Mr. Puruurres. We will be very glad to hear from you, Mr. Taylor. 

Mr. Taytor. Most of this testimony has been covered, but I 
would like to make 1 or 2 brief comments. 

First of all, the great need in our TVA area is for generating capacity. 
We recognize that as our prime need. We believe and we know that 
if the people in our area are given sufficient power to develop this 
area that they have begun to develop, should a national emergency 
arise they would rally to the cause of their country and put on a 
conservation program that would give the Nation the power needed 
at that time. 

Another point I will only mention is this interest point. The 4.1 
percent return on investment could be called interest, and we believe 
if the power consumers of our area pay the principal it would not be 
necessary to pay the interest. If they pay the principal and interest 
the plant should belong to the consumers. 

With the permission of the committee, I would like to file this 
prepared statement. 

Mr. Without objection. 

(The statement referred to is as follows:) 

Fesrvary 10, 1954. 
To: Subcommittee of House Appropriations Committee 
By: R. V. Taylor, Manager 


Natchez Trace Electric Power Association, 
Houston, Miss. 
Subject: Tennessee Valley Authority appropriations. 

There are three points I want to cover for your consideration in making appro- 
priations for the Tennessee Valley Authority. 

First: The need for new generating capacity is of prime importance. If you 
will recall the speech that Gordon R. Clapp, TVA Chairman, made in December 
1952, he announced that beginning in 1956, TVA would need 750,000 kilowatts 
of new generating capacity for each year for the next 5 years. All electric power 
utilities need to have a reasonable margin of generating capacity to meet require- 
ments that are not anticipated. The record of the past several years will prove 
this statement. The natural demands, plus defense loads, have used all of the 
Nation’s reserve generating capacity. Therefore, in addition to 750,000 kilowatts 
of new generating capacity, TVA will need a reasonable margin added to that 
amount. 

Last year, Congress appropriated funds for 360,000 kilowatts to be added to 
the system in 1956. This will leave a tight power situation in 1956 of 390,000 
kilowatts. We know we are facing that power shortage as the future looks now. 
Then, add to that shortage 750,000 kilowatts that should be provided for this 
vear, and you have a total of 1,140,000 kilowatts. If you would consider any 
kind of a margin at all, TVA will need 1,200,000 kilowatts of new generating 
capacity started at once, or there will be a very severe power shortage in 1957. 

Ve might consider the President’s budget recommendations of negotiating 
with private utilities to furnish 600,000 kilowatts to the atomic energy plant at 
Paducah, Ky., thereby releasing that much power to be pumped into the TVA 
area. 
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I believe from past experiences that we cannot depend on the private utilities 
to replace this power by 1957. We know that they have failed to supply the 
AEC their portion of the power that they agreed to furnish in 1953. We, also, 
know that the cost is running about 35 or 40 percent more than it cost TVA. If 
the negotiations between the Government and the private utilities are completed, 
and this power would not be available by 1957, we, in the TVA, area would be the 
ones to suffer. Our development would have to be retarded on the account of a 
power shortage. 

We might agree that this 600,000 kilowatts of private power will be furnished 
by 1957. We will still be short 600,000 kilowatts if it is not started this year. 
It seems to me that the very least the Congress can do this year is to make funds 
available to start the Fulton steam plant and other generating capacity elsewhere. 

We recognize the fact that the load growth could fall off and bring the supply 
and demand of power nearer to a balance. If there is a continued threat of 
power shortage, this could have a physiological effect on the interested people, 
and the demand could fall off. This would affect our economy as well as having 
an actual shortage. By the same token, we could have an economic setback and 
not need the power, but if either should happen, building of generating capacity 
could be curtailed at that time. It is best to have power and not need it than to 
need power and not have it. 

Then, for national emergencies, the TVA has always provided the needed 
power. If the people of this great area are permitted to provide a day’s work 
for a day’s pay and continue to develop this area, they will rally to the call of 
duty and curtail the use of power for national emergencies. What I am trying 
to say is, that if we have the necessary power and an emergency should arise, a 
conservation power program could be organized and make power available for 
the emergency. On the other hand, if the power situation is already tight, it 
will be impossible to get the quantity of power as you would otherwise get. 

Second, the President’s budget message also announced that a proposal was 
being developed ‘“‘to provide that an adequate rate of interest be paid to the 
Treasury on public find invested in power facilities” of TVA. He requested 
TVA to undertake a study of the matter with the Budget Bureau. 

It may just mean a change in TVA bookkeeping system to add interest on in- 
vestment. <A part of the 8.1 percent return on the power investment could be 
called interest. Under the amendment to the TVA Act in 1942, the power in- 
vestment must be amortized in 40 years. It surely would be unfair to the power 
consumers of the TVA area to force us to pay interest and principal and then 
when the indebtedness is paid, the plant will belong to the Government. If that 
plan is forced on us, then the power investment should belong to the consumers. 
Of the $856 million investment in TVA power facilities, $214 million have already 
been paid for by the consumers of the area. This is about 25 percent of the in- 
vestment. Why should we pay interest and principal? 

The private power utilities do not pay their stock or bond holders the interest 
and principal and let them continue to draw dividends on the stock or bonds 
when they have been paid off. Our power association owes REA for money that 
we borrowed to build rural lines. We pay principal and interest. When the 
debt is paid, the properties will belong to the consumers of our association. We 
will not be required to keep paying interest, or principal, or have any obligations 
to REA. As long as TVA is required to pay back the investment in 40 years, 
that is equivalent to 2% percent interest on investment. 

Third, in the President’s budget message, he also stated, ‘‘Although no appro- 
riations are included in the 1955 budget for new power generating units by 
VA, expenditures will increase for continuation of construction of powerplants 
resently underway, and for operation of powerplants after they are completed.” 
‘rom this statement, it seems TVA will have more money to spend in 1955 than 

any former year. The annual appropriation suggested by the President is 
$141,800,000 for 1955, whe-e it was $188,546,000 for 1954. The income from 
power and other operations is estimated at $227,708,000 for 1955, and $166,- 
059,000 for 1954. This will only give about $15-million more money to be spent in 
1955 than 1954, or $97 million less than was spent in 1953. 

There seems to be some question about the decrease in working capital of about 
$125 million that is counted as expenditures for 1955. As I understand the situa- 
tion, this is money that has already been committed for new equipment and will 
not <4 available. In other words, it cannot be counted as decrease in working 
capital. 
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Mr. Tuomas. I have been listening to a lot of figures for many 
months. It was testified this morning that the immediate needs to 
carry TVA through 1958 require a plant at Memphis and 4 more units 
at Johnsonville, the completion cost of which would be approxi- 
mately $155 million. What in your judgment will be the ultimate 
ey of the area? Has anybody come up with a reasonable calcula- 
tion? 

Mr. Taytor. Ultimate needs of the area according to the estimates 
“ one of the TVA are 10 million kilowatts in 1957. That is the 
oad. 

Mr. Tuomas. Do you think the two projects I mentioned, whose 
completion cost will be $155 million, would do the job? 

Mr. Taytor. I do not know the cost. 

Mr. Puitures. Do you want to address your question to Mr. Finley? 

Mr. Tuomas. Anybody who can answer it. 

Mr. Frney. I mentioned $5 million approximately for four units. 
That plus the Fulton plant would be a total of approximately $150 
million. We will have to have in the present economic cycle and 
under present conditions approximately 750,000 to 800,000 kilowatt 
capacity each year following 1957, 1958, and 1959, if our load continues 
to grow as it has been and is now. We certainly will not ask for any 
——. we do not need. 

r. Patuures. Thank you, Mr. Taylor. 

Mr. Cooprr. I have the pleasure to present as the next witness 
Mr. Charles M. Stewart, manager of the Warren Rural Electric 
Cooperative Corp., Bowling Green, Ky. 

r. Potiurpes. Mr. Stewart, we will be glad to hear you. 

Mr. Srewart. Mr. Chairman and gentlemen of the committee: 

I am manager of the Warren Rural Electric Cooperative of Bowling 
Green, Ky., which serves approximately 15,000 farms, business 
establishments, and rural industry in 7 counties of the south central 

art of the State. All our power is purchased from the Tennessee 

alley Authority and we have no other source for our requirements. 
Being responsible for meeting the ever-growing power requirements 
of our consumer members, we are naturally and rightfully concerned 
about the possibility and probability of a power shortage in our area. 
Unless funds are mete ob 6 by Congress for new generating capacity, 
I cannot see much to be optimistic about for our organization. Our 
cooperative was organized in 1939 with power being purchassed 
from commercial power companies until 1942 when we were able to 
purchase our energy from the Tennessee Valley Authority. With 
the advent of TVA power the rates were reduced about 40 percent. 

Mr. Puivurps. In how long a time? 

Mr. Stewart. Since 1942. 

To maintain financial stability on a rural electric system where the 
consumer density is only about 4 consumers per mile, it is impossible 
unless the consumers use current in sizable amounts. 

The TVA rates have made liberal use of current by the consumer 
possible, and the consumption is ever increasing. - In 1941, the year 
we got TVA power, our residential and farm use per consumer was 
48 kilowatt hours per month. Last month the average was 250 or 
an increase of over 500 percent in less than 12 years. This rate of 
growth is typical of the other REA cooperatives of this region. In 
1950 an engineering study was made of our system with it being 
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designed for carrying loads based on an average use per consumer of 
300 kilowatt-hours. This figure we expected to reach in 10 years 
or 1960. We now expect to reach this in 1954, and engineering is 
now in progress for redesigning the system to carry an average of 
400 kilowatt-hours per consumer. Based on previous experience and 
growth we expect to reach this figure by 1959. TVA’s planning has 
taken into consideration the growth estimates by the distributors, 
but in almost every case the distributor and TVA have underestimated 
the actual capacity needed. If TVA does not have the power to 
meet the demands of its consumers, we are faced with these problems: 

1. Through some means we must discourage or restrict the use of 
power by our consumers. This action would jeopardize the financial 
stability of our organization, and the some 148 other distributors of 
TVA power. It would bring to a halt the economic and social ad- 
vancement of the people of this area; or 

2. Power must be purchased from commercial power companies 
outside the TVA area at increased cost. This could only result in 
rate increases of wholesale power. I believe that you will agree that 
the TVA rate schedule has been at least a stabilizing influence on 
electric utility industry rates if not the force that has kept the lid 
from blowing the top off with general rate increases throughout the 
Nation. These rate increases must either be passed on to the con- 
sumer or absorbed by the distributor. Many of the rural cooperatives, 
which are providing area coverage to all consumers in its area, could 
not afford to absorb these increases. Certainly it would not be in 
our case. 

The President’s budget suggests the possibility of the Atomic 
Energy Commission obtaining power from commercial utilities and 
diverting the power furnished by TVA to valley needs by industry 
and other consumers. In 1952 VA estimated its additional power 
requirements for the next 5 years at 750,000 kilowatts per year. 
Last year Congress authorized 360,000 kilowatts which will not be in 
production until 1957. Assuming ‘these estimates are correct, and if 
TVA is due any criticism it is for underestimating, then we will need 
1,200,000 kilowatts this year. Even if the Atomic Energy Commis- 
sion should relinquish all its 600,000 kilowatts of power from TVA, 
the area will be about 600,000 kilowatts short. Then, too, it doesn’t 
seem logical to expect the Atomic Energy Commission to abrogate 
their contract with TVA in favor of the commercial power companies 
since this would increase their cost, which would have to be paid by 
the taxpayers. Even if this is done, it still does not answer the prob- 
lem because the area needing this the most is the Memphis region 
and not on the northern perimeter of the TVA system near Paducah. 
Transmission lines could be built from Paducah to Memphis, a dis- 
tance of some 180 miles, but this would cost hundreds of thousands of 
dollars and could only be interpreted as a needless expenditure. The 
only logical conclusion, as we see it, is to construct efficient generating 
plants near where the power is needed. 

As a manager of an electric system, I am naturally interested in its 
economic success, but equally important is the economic success of 
the region and the people of the region. There are few who will deny 
that adequate power at the prevailing TVA rates has been the great- 
est single influence in lifting the standard of living and income of the 
rural people of our area. I do not believe our operation and area is 
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much different from the other rural distributors of power of the TVA 
area. Most have some very good agricultural area and some very 
poor. Certainly that is true of our area, but the greatest impact from 
electricity is in these poor areas where the same crops were raised year 
after year on hilly and marginal lands, which became progressingly 
less productive. These hill counties which could never have sustained 
its people adequately on row-crop farming are now turining to special- 
ized farming, such as chicken broiler production, egg production, and 
dairying. And this could never have been done without electricity. 
I don’t mean that all the farmers of our area are making the greatest 
use of electricity, for they are not, but a large percent are, and those 
who are not must if they are to compete with their neighbors for the 
standard of living they all want and deserve. This will require more 
generating capacity for TVA if these demands are to be met. 

This economic advancement is borne out by the fact that in 1933, 
when TVA was established, these valley States provided only a little 
more than 3 percent of the national revenue from taxes on income, 
whereas in 1950 these same States accounted for over 6 percent of the 
Nation’s taxes. 

Rural people have had their faith in our free economic system 
restored by such programs as TVA and REA, which are both self- 
liquidating and pay their way with no cost to the taxpayer. People 
of the TVA area and the Nation can both benefit by Congress author- 
izing the necessary funds for the continued success of TVA, which by 
all business standards is a good Government investment. 

I certainly feel that TVA is a good investment for the people of our 
area and for the Nation. 

Mr. Puiturrs. Could you point out Bowling Green on the map? 

Mr. Stewart. Bowling Green is not shown but it is 20 miles north 
of the Tennessee line and 65 miles north of Nashville. 

Mr. Puiturps. Is there any inconsistency in your statement that 
if the Federal Government did not continue its support of TVA it 
would be necessary to raise the rates to rural users, while at the same 
time we have testimony that TVA is self-supporting and is paying 
interest and returning money to the Government? Is there any 
inconsistency there? 

Mr. Stewart. I do not think so. I meant if TVA could not meet 
its generation through efficient plants, then it would be necessary to 
buy that power outside of the area. I do not know who could supply 
it, but if we did I do not see how it could be supplied except at in- 
creased rates because a larger plant is more efficient. 

Mr. Puitirs. Thank you very much. I will ask Mr. Jonas to 
take the Chair. I have to go to another conference having to do 
with appropriations. We will convene at 1:30 to hear Mr. Ellis and 
his witnesses and at 2 o’clock to hear the Bureau of the Budget. 

Mr. Coorrr. Off the record. 

(Discussion off the record.) 

Mr. Coorer. Mr. Chairman, I have the very great pleasure of 
introducing to you as the next witness Mr. John M. Greene, repre- 
senting the Tennessee Valley Trades and Labor Council, of Chat- 
tanooga, Tenn. 

Mr. Jonas. You may proceed, Mr. Greene. 

Mr. Greene. Mr. Chairman and distinguished Congressmen, I 
consider this a great privilege to have the opportunity to represent 
labor in this hearing, and I have made my statement very brief. 
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I am John M. Greene, citizen of the Southland—namely, the State 
of Georgia—and a member of the executive committee of the Ten- 
nessee Valley Trades and Labor Council. This is the collective 
bargaining unit of the TVA and represents 16,000 workers in the 
valley, but more than that, it represents the thinking and attitude of 
hundreds of thousands of organized workers in the South. You 
realize, gentlemen, that the labor-management relations of this public 
enterprise are justly celebrated. Since 1936 workers and management 
have learned to work together, have maintained the highest standards 
of workmanship, and cooperated to elevate the standard of living in 
a region where it had not been notably high. The fact is that this 
federally owned and operated multiple-purpose enterprise fans out 
into citizens’ associations and organizations not only in the labor 
movement as I have implied, but in farm organizations, businessmen’s 
organizations, civic organizations, women’s organizations, school 
organizations, local and Federal organizations. The TVA is a great 
enterprise in democratic citizenship. Through collective bargaining 
the going wage for journeymen craftsmen which was bout 80 cents 
in 1932 has been lifted to a scale that has virtually wiped out the 
differential between the South, North, and other parts of the country. 

During the last 5 years, under the sponsorship of the foreign-aid 
program, literally thousands of foreign visitors have come to the 
United States. The one enterprise that the majority of these visitors 
have asked to see and visit is the Tennessee Valley Authority’s de- 
velopment. This was not only because of the remarkable success of 
this federally owned and operated development, it was for the simple 
reason that for the first time the European pattern of the class struggle 
had been interrupted and a mixed economy set up so that the Marxist 
philosophy was made an inept solution of our common life. I must 
tell this committee that if TVA did not exist, the South, my homeland, 
would be a much lesser place, but more than that, the United States 
would be regarded less highly throughout the world. 

Gentlemen of the Congress, I am glad to be here. I want to make 
it perfectly clear again that the 16,000 workers in the Tennessee 
Valley Authority wish to see this great enterprise to continue un- 
touched, with the same attainments and standards that it has known 
hitherto. I take it this Congress is responsive to the will of the 
people, and I am expressing to you now the wishes and will of the 
great majority of people in the Tennessee Valley. 

Mr. Chairman, as you know, representing the workers we are not 
statisticians and we do not have research people to bring us the sta- 
tistics, and they have been ably presented here and I appreciate it 
very much, but we are the large group of wage earners that work by 
the hour whose condition has been so greatly improved by this great 
venture of the TVA enacted by the Congress of the United States some 
20 years ago. We are glad to be counted now in this group of citizen- 
ship. We represent the grass roots and in the years gone by we who 
labor like we do have had very little to say, but we want to express 
our deep appreciation for the TVA Act itself as written by Senator 
George W. Norris and all that it implies, because to us it is not only 
the power; it has furnished a continuity of gainful employment to our 
people for 20 years. We feel we have made our contribution to this 
program because we have very gladly accepted a 20-percent payroll 
deduction and we are proud of it. 
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We actually believe this great development is the greatest single 
accomplishment of this Government or of any other government. 
We find it to be the essence of democracy itself, the manner in which 
the act provides that the TVA had to implement the will of the 
Congress of the United States in cooperation with the industrial and 
labor people of the States and cities. 

We firmly believe that the multiple purposes of power, flood control, 
and navigation, if they were taken singly, would justify the Govern- 
ment of the United States having made this expenditure. We 
believe that. Whether our grievances are real or imaginary, they are 
_ as real to us as if they were imaginary, because they are real. 
— this job with fine mechanics and we have done it econom- 
ically. 

We have developed a relationship of labor and management that 
is unexcelled in the world. A survey has been made by people who 
make surveys of these relationships, and we have developed a relation- 
ship that we are proud of and the Nation itself is indebted to us for 
our labor. 

We know as construction people—and I am not giving it statisti- 
cally—that generally the cost of construction is about 50 percent 
for labor at 50 percent for materials and equipment. As to labor’s 
contribution to the financial end, if we are gainfully employed over 
that period of time and pay our income tax we feel that is a part of it. 
On the other hand, these big machines made by Allis-Chalmers and 
others are manufactured outside the valley area and go out to people 
in every part of this Nation. That is built into a part of our economy. 

I would like to talk about this. It is important to me. I know 
the time is drawing near for adjournment. There is one more thing 
I wanted to add. We believe, the people I represent believe, that 
by the foresightedness of the Congress of the United States and having 
the power available at the time that it did, the atomic bomb became 
a reality instead of a dream, and in our opinion it contributed so 
much to the security of this Nation that we could not measure it in 
dollars and cents. This is life to our people and we want to con- 
tinue that. There is some dumping of TVA employees now into the 
unemployed as a result of some of these large plants being completed, 
and we believe that if the steam plant is built at Johnsonville it will 
help us get over the hump until the final readjustments are made. 

Mr. Jonas. Thank you for your fine statement. Are there any 
other witnesses? 

Mr. Coorrr. Mr. Chairman, that completes the list of witnesses 
and we again want to thank the committee for the very kind and 
generous consideration and courtesies extended to us. 

Mr. Jonas. If you have any statements you want filed they may 
be made a part of the record. 

Mr. Coopnr. Off the record. 

(Discussion off the record.) 

Mr. Cooprr. At this time I would like to make a brief statement. 

Mr. Jonas. We will be glad to hear you. 

Mr. Cooper. Mr. Chairman and gentlemen of the committee, I 
desire to express my very deep appreciation for the privilege of again 
appearing before this distinguished committee and I want to thank 
you for the courtesies extended to me on this and other occasions. 

Following the usual custom in appearing before congressional com- 
mittees, I will state that my name is Jere Cooper, Representative in 
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Co s from the Eighth Congressional District of Tennessee, and my 
residence is Dyersburg, Tenn. I have been advised by the clerk of the 
committee that a large number of witnesses have requested an oppor- 
tunity to be heard on the pending bill, and realizing that the committee 
is extremely busy, I shall only ask your indulgence to present a brief 
statement on a matter that is of vital importance to the people of the 
TVA area and especially those of the district which I have the honor 
to represent. My statement is similar to the one presented by me to 
this committee last year on this subject and I would appreciate it if 
you would kindly refer to my previous statement and those of other 
witnesses appearing on this subject which appear in the hearings held 
by this committee on this bill during last year. 

This matter has been fully and adquately presented by me and 
quite a number of other witnesses appearing at previous hearings. 
I desire to very strongly request and respectfully urge that full and 
adequate funds be appropriated for the ‘Tennessee Valley Authority 
in the pending bill. 

Twenty years ago last year the Congress created TVA, and the 
production of power for the use of the people was one of the major 
tasks assigned to this great agency of regional resource development. 
TVA has been of untold benefit to the region and the Nation. ‘Today, 
by act of Congress, it has become the sole supplier of electricity in an 
area of 80,000 square miles. Five million people depend upon it for 
all energy they use in their homes, on their farms, and in their business 
enterprises. Power use is growing in this area at a splendid rate, and 
now capacity must be provided to meet the expanding demand of a 
more productive economy. 

Last year TVA requested funds to continue the construction of 34 
steam and hydro units already under way and scheduled for completion 
before the end of 1955, and funds to begin construction of 4 new units 
to meet the increase in requirements which must be met in 1956. 
Two of the new units recommended are scheduled to be located at a 
new plant to be built at what is known as the Fulton site 30 miles north 
of Memphis, Tenn., in Lauderdale County, a part of the Eighth 
District which I have the honor to represent. It takes 3 years to 
build a modern steam plant of the kind TVA plans to construct at 
the Fulton site. If the appropriation of $30 million for the Fulton 
plant is granted now, the first unit of 225,000 kilowatts will be placed 
in service in the fall of 1957. 

As we all know, the TVA power system is operated as a whole. No 
plant is a captive of any individual community, but this plant is pro- 
posed for location near Memphis and in west Tennessee because the 
increasing requirements of that area can be most economically served 
if additional capacity is provided here. At peak loads west Tennessee 
now uses about 450,000 kilowatts of capacity. By the winter of 
1956-57 it is estimated that west Tennessee loads will have grown to 
700,000 kilowatts and to almost 900,000 by the winter of 1958-59. 
In Memphis alone electricity consumption is expected to rise to 2.5 
billion kilowatt-hours by 1956. To get an idea of what this quantity 
means, let me point out that this figure for Memphis is 80 percent of 
the total amount of electricity produced during 1952 by all the utilities 
—both privately and publicly owned in our neighboring State of 
Arkansas, just across the river from Memphis. 
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Today the major load centers in the west Tennessee area are 
being served from generating plants located from 100 to 200 miles 
away. Power comes into our area over transmission lines from the 
various TVA hydro plants along the Tennessee River and from the 
steam plant at Johnsonville. The existing lines are inadequate to 
take care of the larger loads that are certain to develop in the next 
few years. TVA had two alternatives for meeting west Tennessee’s 
future power requirements: one, to add to generating capacity of 
steam plants already under construction, then to build additional 
transmission lines from those distant plants to the Memphis area; or 
to start a new steam plant in the west Tennessee area, thereby reduc- 
ing transmission costs and transmission-power losses. This is the 
method selected by TVA engineers after a thorough study of all factors. 
This is the prudent, efficient way for TVA to add to the total generat- 
ing capacity available on its system. 

set no one be fooled by the suggestion I have heard that TVA 
estimates of load growth in west Tennessee are overoptimistic and 
that “experts” from outside the region believe the Fulton plant is not 
required. In west Tennessee the number of electrified farms has 
increased more than 4 times in the past 7 years, from less than 15,000 
farms in 1947 to more than 63,000 farms today. About 90 percent 
of our farms are equipped to take electric service now; their loads are 

wing. Those of us who live in the region know the facts. We 
ine that on this question the management of TVA is expert. Let 
me remind you that in 20 years of experience TVA has not so far 
built 1 kilowatt of excess capacity, in spite of the fact that every year 
the private-utility experts thought differently. We had experience 
in Tennessee with the experts of the private power companies. We 
want no more of their forecasts. They thought 800,000 kilowatts in 
capacity was enough for the whole area now served by TVA. They 
thought only 3 percent of the farms deserved electric service. They 
thought we would never see the industrial growth which TVA has 
made possible. 

The economic growth of this region is dependent upon an increase 
in the power capacity available from TVA. The Fulton plant is 
needed to guarantee efficient and economic management of the TVA 
power system. We have had efficient and economic management so 
far. Let it not be said that with 1954 good power-system manage- 
ment is to be abandoned. 

Mr. Jonas. Thank you very much, Mr. Cooper. 

i res will now hear from our colleague from Alabama, Mr. Laurie C. 
attle. 

Mr. Barrie. Thank you, Mr. Chairman. 

Gentlemen of the committee, I appreciate the opportunity of 
submitting this statement in behalf of the Tennessee Valley Authority. 
You have always been most considerate of our appeals in behalf of 
TVA and I know you will not take hasty, unwarranted action which 
would restrict necessary operations and development of this great 
enterprise. 

Let me remind you that we are not yet out of danger of World War 
Ill. Thank goodness the picture looks better than it did a few years 
ago but we certainly cannot afford to take a chance by letting down 
our guard and cutting back on facilities necessary for the defense of 
our country. No one could deny that the TVA made a major con- 
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tribution to American success in World War II when reminded of the 
atom bomb project at Oak Ridge. We must keep TVA on “ready” 
at all times for any national emergency. 

I hope this committee and the Congress will honor our plea for an 
adequate appropriation which is necessary for efficient and effective 
operations. To do less would mean draining the lifeblood from TVA. 

I have supported TVA for the 8 years I’ve been in Congress and it 
seems to be more seriously threatened today than ever before. How- 
ever, 1 am confident that TVA will survive and continue to contribute 
to our domestic progress and the security of America. 

Mr. Jonas. Thank you, Mr. Battle. 

Senator Kefauver, did you wish to make a statement? 

Senator Krerauver. I would like for the record to show that I was 
here to express my interest, and I would like to file a brief statement 
with the committee. 

Mr. Jonas. We will be glad to receive it, or we can hear you at 1:30. 
(The following statement was submitted later:) 


STATEMENT OF Hon. Estes Kerauver, A Unitep States SENATOR FROM THE 
or TENNESSEE 


T want to express my appreciation for being asked to be present at the House 
appropriations hearings. I have listened to the testimony of the various witnesses 
from the Tennessee Valley and feel that they have presented a strong case for 
appropriations for the Tennessee Valley Authority. I just want to supplement 
these witnesses by emphasizing this point: I want to urge your committee to 
appropriate the funds necessary for at least starting the construction of a steam 
plant at Fulton, near Memphis. 

Tbe appropriations recommended by the Bureau of the Budget for the TVA 
includes no funds for new generating facilities—and it is a well-known fact that 
there will be a power shortage by 1956 unless new facilities are constructed to 
provide the necessary power. 

We, in the valley, are not seeking a surplus of power—the demand for this 
power is already there. Since 1933, consumption ef electricity in the valley area 
has continued to rise by leaps and bounds. In no other region of the country is as 
great a proportion of the total power supply being devoted to the national defense. 
During the years 1951-56 defense requirements supplied by TVA will increase 
from 400,000 to 3,400,000 kilowatis. The use of electricity by these Federal 
agencies, which increased from 2.8 billion kilowatt-hours in 1951 to 7 billion in 
1953, will reach 28.4 billion kilowatt-hours in 1956. By that time, about one- 
third of the total system demand and nearly one-half of all the energy generated 
by the system will be delivered to Federal agencies, primarily for atomic energy 

lants. 
. When present construction is completed, TVA’s capacity will be 9.4 million 
kilowatts— but this will not meet the requirements forecast for 1956, amounting to 
more than 9.5 million kilowatts, and for subsequent years. 

In considering this appropriation, I hope that the committee will keep in mind 
that it is in the nature cf a loan rather than an outright appropriation. Every 
penny appropriated tor the TVA power program is paid back to the Government 
over a 40-year period. To date these repayments are in excess of $81 million, 
which is considerably ahead ot schedule as required by law. 


AFTERNOON SESSION 


Mr. Puriurs. The committee will come to order. 
At the conclusion of the hearing this morning the witnesses from the 
Tennessee Valley area had concluded their testimony. Several 
Members of Congress and other witnesses have asked to add state- 
ments later or to extend their remarks and that permission has been 
granted them. 

We meet this afternoon to continue the same subject. As I said 
before, we have a former colleague and friend of long acquaintance 
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with the committee, Mr. Clyde Ellis, executive manager of the 
National Rural Electric Cooperative Association, before us. Do 
you have someone with you whom you would like to introduce? 

Mr. Exuis. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I am executive 
manager of the National Rural Electric Cooperative Association. 

The National Rural Electric Cooperative Association is the service 
organization of the rural electric associations throughout the country — 
about 900 systems whose members represent about three and a half 
million farm families and rural establishments in 45 States and Alaska. 
There is a considerable concentration in the seven-State Tennessee 
Valley area. There are 51 of the systems in that area. 

With your permission I would like to introduce Mr. Paul H. Tid- 
well, who is with me. He is the Tennessee member of our national 
board and also manager of Meriwether Lewis Electric Cooperative. 
Also Charles M. Stewart of Kentucky. Mr. Stewart has testified. 
He is a member of the National Rural Electric Cooperative Associa- 
tion Board and manager of Warren Rural Electric Cooperative. 
We also have with us Mr. J. C. Hundley of Tennessee. He is execu- 
tive manager of the Tennessee Rural Electric Cooperative Association. 

Also Mr. Rawley Taylor, manager of the Natchez Trace REA of 
Mississippi, testified this morning; and Mr. Sam O’Neill is the Wash- 
ington representative of the seven-State area association, the Tennes- 
see Valley Public Power Association, and is here. 

Gentlemen, one point I would like to make at this time is that 
certain people have a mistaken idea of TVA that it is seeking to ex- 
pand out over the rest of the country, apparently. We run into that 
concept. We view TVA as expanding only as the rest of the country 
expands and that is vertically. It must expand its power supply to 
meet the needs of the people of the area, of. a given area. 

One thing we never hear much about that is important in this 
picture, I think, is the fact that the fastest growing major industry 
in the country, by far, is the electric power industry. The electric 
power industry is having to double its whole facility about every 7% to 
10 years. Every 7% to 10 years the total generating and transmission 
— of the power industry is doubled. 

r. Putuurrs. How widely do you extend that statement? Do you 
include the television industry? 

Mr. Euuis. Yes, Congressman Phillips, I will be glad to check it 
and include or exclude them. 

Mr. Putuups. I thought you might be taking them in your general 
statement. 

Mr. Euuts. Well, we have made this statement several times and 
by what checks we have been able to get from the Commerce Depart- 
ment and others, the statement is true. We will be happy to check 
it — respect to television and give you the figures. I am interested 
myself. 

Certainly, when you compare the electric industry with the auto- 
motive industry or the trucking industry or the other major utility 
industries, nothing else compares with it, we believe. The rural 
electric segment of the power industry is growing faster than the 
power industry overall. ationwide and in the Tennessee Valley we 
are having to expand ourselves to meet loads which are doubling, 
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roughly, every 4 years. We are growing almost twice as fast as the 
power industry overall. That is for the farm areas and rural electric 
facilities in the farm areas. 

In the Tennessee Valley we have had approximately almost a 300 
percent increase in 5 years. In 1948 tbe rural electric systems in the 
Tennessee Valley used 0.7753 billion kilowatt-hours. But in fiscal 
1953 our 51 rural electrics in the Tennessee Valley used 2.1 billion 
kilowatt-hours. 

We are, therefore, interested both in the adequacy of supply and 
the cost of supply. There is, we believe, a close relationship between 
the amount of power farmers will use, and will be able to use, and the 
cost. If it is necessary for TVA to call upon the old antiquated, in- 
efficient powerplants in the surrounding area, the power company 
plants and even their own, we will get a higher cost power. 

I believe TVA has assumed a utility responsibility in that area— 
for wholesale power supply. It has assumed all responsibility in that 
area. We do not regard that as alarming, since the utility responsi- 
bility is not going to be burdensome—no more in the future than in 
the past because the demands for electricity will only expand as the 
Nation expands. 

There is no other alternative for supply of wholesale power for the 
rural electric systems in the Tennessee Valley except TVA. If we 
cannot get adequate power from TVA at rates we can live with, we 
cannot get them anywhere. 

You might say, get the rural electric systems all together and bor- 
row money through the REA to generate their own power. Some of 
that has been done in Mr. Krueger’s State of North Dakota and in other 
States. However, today our rural systems of the Tennessee Valley 
are so large and are using so much power, and this is becoming true 
in most States, that it is practically impossible now for the rural 
electrics to borrow enough money from REA to generate their own 
power, because it takes too much for them to be able to qualify under 
the formula of the act in view of the smaller amounts being appropri- 
ated in the last several years and allocated among the States. 

Last year some of our people in Indiana and Illinois wanted to 
start generating plants and had to be told there was not enough 
mer available to start them on the scale they would have to con- 
sider. 

This morning mention was made of the utilities surrounding the 
Tennessee Valley area. There has been some advocacy of the utilities 
supplying power to the Tennessee Valley. 

Across from Memphis the utility is the Arkansas Power & Light 
Co. As a native and lifelong citizen of Arkansas, I have been 
familiar with this company for many years. Its former president is 
Mr. Hamilton Moses, now chairman of the Board. He too is a 
native of Arkansas and is one of the most dynamic personalities of the 
Southwest. According to Business Week of May 1953, he— 
has been afraid of something like an Arkansas TVA for years. He has fought 
it by pushing rural electrification, by selling power to the rural cooperatives 
cheaper than the Government’s power system could, and by building Arkansas. 

While this may not be entirely correct, it is nevertheless evidence 
of the fact that TVA has an influence on power rates far beyond the 

eographical area of TVA itself, all around the periphery, and has 
Coakewed its benefits on the rural electrification program for beyond 
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the borders of TVA. If the rates of TVA go up other rates will go up 
in adjacent States, too, we think. 

Gentlemen, when it comes to utilities of other States supplying 
power for TVA, we of the REA’s of these other States have serious 
doubts in our mind— 

First, whether they would do it at all or not; and 

Second, would they do it on any schedule you might fix or any rates 
you might expect. 

Let me remind you that while the president of the Arkansas Power 
& Light is talking so much about what his company would do in the 
way of supplying energy for the TVA area and surrounding States, 
2 years ago, when the Department of Defense desired to locate an 
aluminum plant in Arkansas, the Arkansas Power & Light Co. could 
not supply the load and, apparently, could not supply any of the load, 
with the result that Federal power from Bull Shoals Dam, for which 
the Rural Electric systems had contracted, was taken away from 
them and turned over to Arkansas Power & Light so it could serve 
the Arkansas aluminum plant. That was during the Korean emer- 
gency. The REA’s did not complain too loudly, but they agreed to 
it in the belief and with the promise that Table Rock Dam on the same 
a would be started and they would get back the power they were 
osing. 

At that time the able president of the Arkansas Power & Light 
Co., was telling this Congress there was no need for funds for the 
rural electric co-ops or the Southwestern Power Administration to 
build more power facilities in that general area, that his company 
and other companies would supply the total needs. 

When the parties got down to negotiating, Arkansas Power «& 
Light said, in effect, ‘We will have to have 150,000 kilowatts of 
firm Bull Shoals power before we will deliver 110,000 kilowatts of 
firm power to the aluminum plant. So today 150,000 kilowatts of 
firm power is being turned over to Arkansas Power & Light, it is 
absorbing the 150,000 into its system but delivering only a maximum 
of 110,000 to the aluminum plant on account of the agreement, as we 
understand it. So, I do not think we can expect much help from the 
Arkansas Power & Light Co. in Tennessee, at any price. 

There appeared in this morning’s paper an article that caught my 
eve and I am sure it caught your attention. It is on page 6 of the 
Washington Post. It is a United Press article and read: 

Well-informed quarters reported today that the Soviet army tested atomic 
artillery on recent maneuvers. It was said that tests were made with several 
gun calibers somewhere in the European part of Russia. 

Such information should make us all think twice about supplying 
ourselves with less generating capacity than we need. I am sure you 
are all familiar with what TVA has done for the defense of this country. 

We of the REA know that if power becomes scarce and it is needed 
for the defense effort in the Tennessee Valley it will be used, as it 
should be, for defense first, and we know we will come in second, just 
as we did at Bull Shoals Dam. 

A few davs ago approximately 5,000 of our people met in their 
national annual meeting in Miama, Fla. Your able chairman, Con- 
gressman Phillips, appeared on one of out programs once at Chicago. 

Mr. Puiurps. And had a very interesting time. 
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Mr. Exuis. Thank you, Mr. Chairman. I believe I have never 
seen people meet with more sincerity, greater conviction, and less 
selfishness than these farm people from all over the country. They 
were concerned about statements they had heard from people of the 
Tennessee Valley and other parts of the country concerning the future 
prospects of wholesale power supply to the REA’s in the Tennessee 
Valley area. Their resolutions committee brought out a resolution 
for the delegates to consider. I want to read it to you: 

Whereas the TVA has been so vitally constructive in providing low-cost electric 
power and energy to the farmers, homeowners, defense industries, other industries, 
municipalities, and mills in the Tennessee Valley and improved the general 
standard of living for farm and homeowners through furnishing power to the 
rural electric cooperatives, and to the establishment of industries in its area; and 

Whereas the Tennessee Valley Authority has made vast contributions to 
national defense, including the provision far ahead of schedule of the tremendous 
needs for power of the atomic energy program, furnishing this power at rates so 
low as to save all the taxpayers of the United States millions of dollars; and 

Whereas the TVA program is self-liquidating, repaying capital invested by the 
people of the United States over a 40-year period and will still belong to all the 
American people after the people of the Tennessee Valley have paid for it; and 

Whereas TVA’s wholesale-rate yardstick has reduced the rates at which all 
rural electric systems must buy power, thus exercising a restraining influence that 
diminishes only with the distance from TVA territory: Now, therefore, be it 

Resolved, That we commend to the Congress the great economic advancements 
and contributions to the development of the Southeast made by the TVA, and 
request that the continued appropriations be made to supplement, advance, and 
continue this great development of our national resources. 

Gentlemen, you are kind to hear us. I would like—with your per- 
mission—to ask if Mr. Tidwell or Mr. Hundley have something they 
desire to add to the statement I have made? I do believe that the 
rural electric associations countrywide are greatly concerned about 
what may happen to TVA, both because of their fellow farmers in the 
seven-State TVA area; and what will happen to the power supply in 
their areas if TVA is not kept marching with the times and expanding 
vertically as the needs exist from year to year. 

Mr. Puiiures. Thank you very much, Mr. Ellis. You have, as 
usual made such a comprehensive statement that Mr. Tidwell or Mr. 
Hundley will find it difficult to add anything, I am afraid. 

Mr. Jonas. Mr. Ellis, will you turn to this news item on page 5. 
That statement was not made by Mr. Moses. It is from the person 
who wrote the article. 

Mr. Exuts. That is right. 

Mr. Jonas. I see he says the Arkansas Power & Light Co. or Mr. 
Moses— 
has been afraid of something like an Arkansas TVA for years. He has fought it 
by pushing rural electrification, by selling power to the rural cooperatives cheaper 
than the Government’s power system could, and by building Arkansas. 


Mr. Extis. May I answer you this way. The answer is “Yes and 
no.” I mean to give you as direct an answer as I can. The next 
statement in my prepared statement which I have submitted for the 
record is this: 

While this may not be entirely correct, it is nevertheless evidence of the wide- 


sg influence of the TVA system and of the benefits that it has bestowed upon 
the rural electrification program. 


Mr. Jonas. My question is as to the statement that Mr. Moses 
fought it. That is the conclusion of the writer of the article. That is 
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not factual. What I want to know is whether he pushed rural 
electrification in Arkansas. 

Mr. Exuis. That is my home State and I am familiar with it. He 
has fought Federal power development by reducing his wholesale rates 
to the REA systems. 

Mr. Jonas. You do not object to that? 

Mr. Exits. By reducing his wholesale rate to the REA’s to 
approximately that of TVA. 

r. Jonas. That is the factual point I wanted to get to. Are the 
rates in Arkansas comparable to those in Tennessee. 

Mr. Exuis. At the moment the wholesale rates in Arkansas to the 
electric co-ops are barely higher than those in Tennessee? 

Mr. Jonas. And have the utilities in Arkansas pushed rural elec- 
trification? 

Mr. Exuis. Not as such, not the rural electic cooperative program. 

Mr. Jonas. Have they developed rural electrification in Arkansas? 

Mr. Exuis. Somewhat but no greater than the power companies 
have on the average throughout the country. 

Mr. Jonas. Do you have any statistics on that particular develop- 
ment in Arkansas? 

Mr. Exus. I will be happy to supply you with that. 

Mr. Jonas. I have heard it stated on the floor and elsewhere that 
rural electrification in the TVA area has now amounted to or been 
extended to the point where it includes about 95 percent of the families. 
Is that correct? 

Mr. Euuts. 91.7 percent, by REA’s latest published figures. 

Mr. Jonas. What is the situation in Arkansas? 

Mr. Euuis. It is probably about the same. 

Mr. Jonas. And does TVA deliver any power in Arkansas? 

Mr. Euuis. No. 

Mr. Tuomas. It is nice to see our old partner, Mr. Ellis. 

Mr. Puiturrs. How many contributing or active members have 

ou? 
j Mr. Exuis. About 900 of the operating systems which is about 91 
to 92 percent of all the systems. 

Mr. Paitups. Would you hazard a guess as to how much of your 
power is bought from private companies and how much from REA? 

Mr. Exuts. We paid $121,700 for power in calendar year 1953. We 
paid the commercial companies well over half of that. We buy some- 
thing over 50 percent of our power from commercial companies. 

Mr. TipweE Lt. I do not have anything to add. I thank you for the 
opportunity. 

r. Hunp.ey. I will not take the time of the committee. 

(Statement filed by Mr. Ellis follows:) 


STATEMENT oF T. Exuus, Executive Manacer, Nationa 
CoopERATIVE ASSOCIATION, IN SUPPORT OF AppropRIATIONS FOR 
THE TENNESSEE VALLEY AvuTHORITY, BrrorE SuRCOMMITTEE ON INDE- 
PENDENT OFFICES, COMMITTEE ON APPROPRIATIONS, UNITED States House 
or REPRESENTATIVES, FERRUARY 10, 1954 


Mr. Chairman and gentlemen of the committee, my name is Clyde T. Ellis. I 
am executive manager of the National Rural Electric Cooperative Association, 
the national service organization for approximately 900 rural electric systems 
in the United States and Alaska—about 92 percent of them. 

I would like the record to show that with me here today are Paul H. Tidwell 
who is the Tennessee member of our national board and who is manager of 
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Meriwether-Lewis Electric Cooperative; also Charles M. Stewart of Kentucky, 
who has testified, and who is a member of the NRECA board and manager of 
Warren Rural Electric Cooperative; and J. C. Hundley of Tennessee, who is 
executive manager of the Tennessee Rural Electric Cooperative Association. 

There has been much talk during the past several months concerning the 
“utility responsibility,” or lack thereof, of the Federal Government with respect 
to the generation and marketing of wholesale power in various sections of the 
country. There seems to be some controversy as to the exact definition of “utility 
responsibility,” but if it can be defined to mean the responsibility of an exclusive 
wholesale power marketing agency to meet the entire electric load of any geo- 
graphic area, then it would seem that TVA, more than any other Federal power 
agency, is in the position of facing a utility responsibility with regard to the 
production and transmission of wholesale energy in its service area. 

TVA is not expanding geographically. It has not done so in many years and 
does not seek to do so, but its power facilities must expand vertically just as they 
must expand vertically in St. Louis, New York City, and all other places in 
America, 

There is no other organization in the wholesale marketing business in the 
TVA area. TVA must supply the expanding loads of large and small cities, 
additional and increased industrial development, atomic energy installations, and 
the requirements of the rural electric cooperatives throughout the TVA service 
area. 

Since the inception of the rural electrification program in the Tennessee Valley, 
the Nation has experienced, except for brief periods of respite, successive waves 
of industrial expansion brought about by prewar, war, and postwar emergencies 
of international scope. During these times, and justly so, military installations 
and high priority defense industries have had first call on the material and energ 
resources of the country. A major portion of the electric power required for pe 
an expanding industrial plant has come from those areas where the development 
of water resources by the Federal Government has made hydroelectric energy 
abundant. In these areas, too, the rural electrification program has experienced 
some of its most phenomenal growth. 

As we interpret the requests of the Budget Bureau for TVA appropriations for 
the fiscal year 1955, there are no funds requested to initiate construction of addi- 
tional generation facilities either hydroelectric or thermal. Our organization’s 
staff is small, and not in a position to undertake the necessary technical studies 
to arrive at an independent decision as to whether or not the funds requested in 
the budget are adequate to insure that the TVA system will be able to maintain 
continuity of service and meet the increasing demands during the next several 
years. We do see, however, from the fiscal year 1955 requests that it is not esti- 
mated that at the end of 1957, the total demand on the TVA system will at least 
equal its assured capability and then will not allow for any reserves for load 
growth, and this is assuming that no new or increased Federal loads are imposed 
on it and is further assuming that the requirements from TVA of the Atomic 
Energy Commission installations will be reduced by 500,000 kilowatts by that 
time. We do not know what figures these assumptions are based on, but estimates 
at our disposal indicate that consumption of TVA energy by Federal agencies rose 
from 2.8 billion kilowatt-hours in 1951 to 7 billion kilowatt-hours in 1953 and 
is estimated to reach approximately 25 billion in 1956. 1t would, therefore, seem 
that to assume that no additional Federal load will be imposed on the system is 
somewhat optimistic in view of past experience. Furthermore, there is appar- 
ently no assurance at this time that as much as 500,000 kilowatts of Atomic Energy 
Commission load now supplied by TVA could be transferred to other utilities by 
the fall of 1957, and our best information indicates that this assumption is also 
based more on a hope for successful negotiations at some time in the future rather 
than upon existing commitments. 

There is also the consideration of cost involved in any proposal to transfer 
one-half million kilowatts of load from the TVA system to presumably privately 
owned systems serving adjacent areas, The Government faced a similar situation 
in negotiating for a joint energy supply for its Paducah, Ky., atomic energy 
installation from TVA and from Electric Energy, Inc. According to estimates at 
our disposal, the per kilowatt of capability cost for the Joppa plant being con- 
structed by Electric Energy, Inc. has risen from $126 to $184 since 1951, compared 
to a present estimated cost of $145 per kilowatt of capability for the Shawnee 
plant of TVA. The apparent increased cost of the private utility plant will, of 
course, be reflected in rates paid by the Atomic Energy Commission and it is 
therefore entirely possible that further studies may indicate that it would be 
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pe yar unwise for the Government to transfer the proposed 500,000 kilo- 
watts of TVA load to private utility systems. If, as in the case of Electric 
Energy, Inc., the participating companies recover the cost of their plant within a 
stipulated period of years and the end of which time they own the plant with 
many remaining years of useful life, it would seem questionable as to whether the 
Government should participate in additional arrangements of this sort rather than 
finance self-liquidating TVA generation facilities which would be owned by the 
Government when they were paid for. 

The point I am trying to emphasize in this line of argument is that fiscal 1955 
budget estimates for TVA are based upon two assumptions either or both of which 
may not be justifiable. 

Moreover, even should no additional Federal load be placed on the TVA system, 
and should 500,000 kilowatts of Federal load be transferred to other suppliers as 
has been assumed, the 1957 capability of the TVA system will only at best equal 
the anticipated load without providing adequate reserve. Such a situation is 
unsatisfactory and could easily lead to large forced curtailment of load should load 
estimates prove even slightly too conservative. There would apparently be no 
reserves with which to meet unforeseen emergencies or major outages of generation 
or transmission. There has been no indication as to what plant on the TVA 
system would be relieved of the 500,000-kilowatt block of load. Presumably, it 
would be the Shawnee plant at the northwest corner of the system, designed to 
supply the Atomic Energy Commission plant at Paducah. The question of 
economics would then arise in connection with any proposed plan to get Shawnee 
power 120 miles southward to the Memphis area where it is ested. 

There is also the additional consideration that when any electric system is 
operated at its peak capability or purchases energy from another system operating 
at or close to peak capability, it becomes necessary to utilize old, less efficient 
generating facilities—usually old, antiquated steam plants that normally would 
stand idle except in real emergencies. his means that the power TVA is having 
to purchase costs more than it costs TVA to generate. This, in the long run, will 
mean higher rates to all customers, including the rural electric cooperatives. 

The rural electric cooperatives and other consumer groups in the valley which 
have all requirements contracts with TVA would be the first to feel the pinch of 
a shortage because it would be most unwise from the national security standpoint 
to restrict the power supplier of Atomic Energy Commission facilities or other 
essential defense industries. 

The availability of large quantities of low-cost hydroelectric energy has, in 
our opinion, been the deciding factor in the rapid development of the rural areas 
of the Tennessee Valley and surrounding territories, and has in addition served 
as a standard of wholesale electric service for our systems throughout the entire 
country. TVA has made a strong rural electrification program possible not only 
within the service area of TVA, but in adjacent States as well. 

For example, according to Business Week (May 1953 issue), Mr. Hamilton 
Moses, chairman of the board of the Arkansas Power & Light Co., a native of my 
own State of Arkansas and probably one of the most dynamic personalities of the 
Southwest, “has been afraid of something like an Arkansas TVA for vears. He 
has fought it by pushing rural electrification, by selling power to the rural coopera- 
tives cheaper than the Government’s power system could, and by building 
Arkansas.’ 

While this may not be entirely correct, it is nevertheless evidence of the wide- 
spread influence of the TVA system and of the benefits that it has bestowed upon 
the rural the electrification program. 

TVA is our sole source of wholesale energy in its service area. On the average, 
the loads of rural! electric systems throughout the country are increasing 20 

reent each year. This, compounded, means our use is doubled every 4 years. 
‘xcept under special circumstances, it is not economical for us to generate our 
own power. We must, therefore, be assured of the ability of TVA to expand along 
with us and with the rest of the valley. 

In summary, the rural electric cooperatives of the TVA area and surrounding 
States think it is essential that the TVA system be assured of sufficient generating 
capacity to meet the “utility responsibility”’ to its customers and to maintain its 
established position as the national standard for comprehensive natural resource 
development, and efficient production of abundant low-cost electricity. We do 
not think that subtraction of load is the way to restore the balance between genera- 
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tion and demand, especially when it involves substitution of higher cost sources 
of energy to supply Atomic Energy Commission loads. 

TVA has performed admirably for many years in pulling the Nation out of 
embarrassing predicaments by placing great blocks of otherwise unobtainable 
power at the disposal of defense industry on unbelievably short notice. The 
miracle cupboard of the Tennessee Valley’s hydro resources is about empty now, 
and it is time that we start to refill it so that when the next emergency arises, there 
will be a reserve on which to draw. We must at least keep it partially supplied. 

On the front page of this morning’s Washington Post, we find this United 
Press story: 

“Well-informed quarters reported today that the Soviet Army tested atomic 
artillery on recent maneuvers. It was said the tests were made with several 
gun calibers somewhere in the European part of Russia.’’ 

Gentlemen, such information should make us all think twice about supplying 
ourselves with less generating capacity than we need. 

We urge the subcommittee to recommend sufficient funds not only to meet 
budget estimates, but to begin construction of the large steam plant in the 
Memphis area. We want the Fulton steam plant in addition to the other items 
requested in the budget. You don’t develop a strong power system by subtracting 
load. You do it by building to supply the load. 

In closing, gentlemen, the farmers of the country are concerned not only about 
what may happen to their fellow farmers in the seven-State TVA area, but they 
are concerned about what the Congress may or may not do for TVA. As an 
indication about how the Congress feels toward hydroelectric developments and 
toward assuring power supply for the rural electric cooperatives in other parts 
of the United States, at our national annual meeting in Miami, Fla., last month, 
more than 5,000 representatives of the rural electric systems met and discussed 
these trends and problems at great length. They discussed the predicament, if 
not also the real emergency situation which they believe faces the TVA area, 
and after full discussion they considered a resolution which had been prepared 
by their resolutions committee whose members are elected annually by our 

ople by regions. It was a grass roots resolution and it passed unanimously. 

want to read it to you. 

“Whereas the TVA has been so vitally constructive in providing low-cost electric 
power and energy to the farmers, homeowners, defense industries, other indus- 
tries, municipalities and mills in the Tennessee Valley, and improved the general 
standard of living for farm and home owners through furnishing power to the 
rural electric cooperatives, and to the establishment of industries in its area; and 

‘Whereas the Tennessee Valley Authority has made vast contributions to 
national defense, including the provision far ahead of schedule of the tremendous 
needs for power of the atomic energy program, furnishing this power at rates so 
low as to save all the taxpayers of the United States millions of dollars; and 

“Whereas the TVA program is self-tiquidating, repaying cayital invested by 
the people of the United States over a 40-year period and will stil! belong to all 
= American people after the people of the Tennessee Valley have paid for it, 
an 

‘“‘Whereas TVA’s wholesale rate yardstick has reduced the rates at which all 
rural-electric systems must buy power, thus exercising a restraining influence 
that diminishes only with the distance from TVA territory: Now, therefore, be it 

Resolved, That we commend to the Congress the great economic advancements 
and contributions to the development of the Southeast made by the TVA, and 
request that continued appropriations be made to supplement, advance, and 
continue this great development of our national resources.” 

The farmers of the United States, 1 believe, are going to be greatly disturbed 
if the Fulton steam plant is not approved. 
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Tuerspay, Fepruary 16, 1954. 


TENNESSEE VALLEY AUTHORITY 


WITNESSES 


C. P. STREET, PRESIDENT, THE ASSOCIATED GENERAL CONTRAC.- 
TORS OF AMERICA, INC. 

JAMES D. MARSHALL, EXECUTIVE DIRECTOR 

J. M. SPROUSE, MANAGER OF THE HEAVY CONSTRUCTION DIVISION 

BURT L. KNOWLES 


FORCE ACCOUNT CONSTRUCTION POLICY 


Mr. Purirs. Now we have the Associated General Contractors 
of America, represented by Mr. C. P. Street as president. 

I imagine you want to talk about the TVA and particularly their 
force account construction policy. 

Mr. Srreer. Yes. 

Mr. Puiuurres. We will be very glad to hear you. 

Mr. Srreet. My name is C. P. Street. I appear before you as 
president of the Associated General Contractors of America, an associ- 
ation whose membership is composed of over 6,500 general contractors 
seeking to maintain and strengthen the high standards of skill, integ- 
rity, and responsibility to which the association is dedicated. 

The purpose of my appearance before you today is to request the 
inclusion in the appropriations, now under consideration, of an amend- 
ment to limit the amount of funds that may be expended by the Ten- 
nessee Valley Authority in construction operations by force account. 
This request represents a departure from the policy which TVA has 
aie following of performing its construction work on a hired-labor 

asis, 

The adoption of the competitive contract method, rather than doing 
the work by force account, woul in no way violate the TVA Act now 
in effect. To the contrary, it would be in conformity with the policy 
which the Congress has adopted concerning the operations of other 
Government agencies. Legislation to correct this condition is neces- 
sary in view of the attitude of TVA toward the appeals by general 
contractors for a change of policy so as to permit contractors to bid 
on construction projects. Never since the inception of TVA has it 
been possible to obtain sympathetic consideration. 

Mr. Tuomas. They are all under civil service, are they not? 

Mr. Srreet. The workers? 

Mr. Tuomas. Yes. 

Mr. Srreet. I do not think so. They say they can do it cheaper 
than the contractors can. 

Mr. Tuomas. We have heard that for a good many years. 

Mr. Srreer. Our position is that there are no adequate records 
kept to determine what the cost of their work is. They perhaps 
would dispute that, but later on I will point out that they do not 
come under the full control of the Comptroller General. They are 
specifically excluded. For that reason, we question the adequacy of 
the records by which they keep the cost of their work. 

Mr. THomas. Do you know any Government agency that can bid 
within 15 percent of what private enterprise is doing in any line? 
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Mr. Srreer. I do not think so, sir. I agree with you thoroughly. 
It is, therefore, necessary for us to present our case to your committee 
in the hope that it will receive favorable consideration. 

TVA has constructed numerous dams, hydroelectric plants, exten- 
sive power-distribution facilities, housing, locks, canals, and other 
— for navigation, as well as many other structures for a variety 
of uses. 

Mr. Jonas. You might have included steam plants, too. 

Mr. Tuomas. And public roads. 

Mr. Puitures. I think it is a very desirable addition. You mean 
that TVA does not ask for bids on those things. 

Mr. Tuomas. Not a thing on earth. 

Mr. Puiuures. It just goes ahead and constructs them. 

Mr. Srreer. That is right. 

Mr. Puiutuips. The question that raises in my mind is how can 
TVA say, then, it can construct these more cheaply than you can, if 
they do not have a bid from you? 

Mr. Street. They have nothing by which to compare and, if they 
did take a bid on a project, they have no cost records of their own 
properly kept with which to compare the bid prices they might receive. 

Mr. Jonas. That is the reason they have 22,000 employees. 

Mr. Tuomas. They are spending $300,000 for engineering work on 
plans for 1 lock. 

Mr. Srreet. These various projects represent several hundreds of 
millions of dollars. TVA has also acquired by purchase other struc- 
tures and facilities and has built many buildings, including some 
housing, thus adding additional millions to its construction investment. 
Practically all of the foregoing TVA construction, with the exception 
of a very few specialized operations, has been performed by force 
account. Competitive bids by competent construction contractors 
have not been invited or considered on any project of consequence. 
This procedure differs materially from the practices followed by other 
Government agencies and by private enterprise. The effect of such 
large force account operations in an area by one Government agency 
is to set new patterns in the purchase of materials and in establish- 
ment of wage rates and working conditions in conflict with the normal 
standards established by private enterprise contractors operating 
under competition in the area. 

Now, Mr. Chairman, I would like to elaborate on that a little bit. 
TVA negotiates direct contracts with the unions. The wage rates 
they negotiate are almost in every instance a little higher to much 
higher than the wage rates which are negotiated by the building 
contractors with the unions, and they negotiate a wage rate for each 
classification throughout their entire area. For example, if they are 
doing a job in western North Carolina, they will use as the mechanics 
wage rates the rate they have set up based on the rate paid in Paducah, 
Ky., or Lousiville—I am picking out two of their points I can think 
of—and the effect is to set a high standard of wage rates which the 
unions use to force contractors to come to, and the effect is to make 
the wage rates in the TVA area much higher than they are in the 
surrounding areas and much higher than the economy should require. 
It is our belief that that policy of TVA is very inflationary, and higher 
than obtained in 1949. 
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Mr. Parties. Why does TVA think they have to set a higher 


wage rate than you set? 

Mr. Srreer. They say their work is in many instances remote and 
they have to give an added attraction to the employees to secure 
them. They also point out that much of their work is line work and 
the men are continuously on the move, and a high wage rate is neces- 
sary to attract men to that type of work. 

hey admit the impact of their policy of wage rates on the con- 
struction industry, but simply say their interest is the TVA’s interest 
aaa are doing what in their opinion is in the best interests of 

Mr. Jonas. I understood you to say your principal objection to 
the policy was that it applies throughout the system and that the 
wage rate negotiated, say, at Louisville, just to pick out a point, 
would be imposed upon the situation at, say, Fontana or Craynor. 

Mr. Srreer. That is correct. 

Mr. Jonas. You are not offering any criticism of the policy if it 
should be limited to going down to Fontana and negotiating a rate; 
you do not contend—or do you—that they negotiate higher rate 
schedules in the local communities? 

Mr. Srreer. We believe they ought to use the wage rate in use in 
each local community and it ought to be a wage rate that had been 
negotiated between the contractors and the union, and not a higher 
wage rate. There are two objections. One is they just make one 
wage rate to go over the whole territory; the second is even when they 
negotiate a wage rate, it is higher than the prevailing wage rate. 

Yow the law under which TVA operates, as I understand—and I 
am no lawyer—is that they must use the prevailing wage rate of the 
vicinity, and they have interpreted the word “vicinity” to cover the 
entire area that TVA covers, which is a very vast area. No other 
agency of the Government so interprets it; every other agency of the 
Government actually takes the locality of the job and determines the 
wage rate prevailing in that locality. 

Mr. Jonas. Is that true of the so-called blue-collar workers, where 
the rates are negotiated by the Labor Department? 

Mr. Srreer. The contractors do not use blue-collar workers; or, 
let me put it to you in this way: The Davis-Bacon predetermined 
wage schedules are applicable only to our hourly rated employees, and 
we do not have any predetermination of our blue-collar employees. 

Congressional appropriations committees have, in the past, received 
abundant evidence of the advantage to the Government resulting 
from the award of construction contracts to the lowest responsible 
bidders. This procedure has been advocated unqualifiedly by Govern- 
ment agencies and has been endorsed by Congress by the inclusion in 
the Bureau of Reclamation appropriation acts of such a limitation as 
we are now requesting. Without receiving competitive bids, it has 
not been possible to measure the proper cost figures on the various 
TVA projects. 

It should be pointed out that the Corporation Control Act of 1945, 
requiring an annual audit by the General Accounting Office of accounts 
of all wholly owned Government corporations, specifically exempts 
TVA, and TVA only, from some important provisions of the act. 
These exemptions, it would appear, restrict in particular the authority 
of the Comptroller General. The question naturally arises, why has 
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TVA, and only TVA, been operated in this uneconomical manner 
since its inception? Why has it refused to consider competitive bids 
of construction contractors on construction projects? Year after 
year, TVA presents its requests for funds for this, that, and other 
construction projects, submitting estimates of their cost; but without 
competitive bids, Congress has no check on these estimates. Surely, 
such estimates should be open to comparison to determine the reli- 
ability of these estimates. It is a very simple matter to reconcile 
the ultimate cost with the original estimate when the designer, the 
estimator, the contractor, the inspector, and the accountant are one 
and the same. Contractors on the other hand are obliged to follow 
specifications rigidly, and their work is inspected by the owner’s 
representatives. Their work performed is carefully checked before 
progress payments are made, Contractors’ cost figures must be 
definite, positive, and meaningful. TVA operates under no such 
conditions, but has continued its policy of force account construction 
without such independent check upon its estimates and costs. 

TVA advances as one reason for its use of force account that the 
nature of the work is such that general contractors could not perform 
it. TVA’s reasoning appears unfounded in face of the fact that hun- 
dreds of contracts similar in nature, or far more complicated, are com- 
pleted economically and satisfactorily every year by contractors. 
In such instances complete plans and specifications are provided, which 
is the only sound method for public administration of construction 
projects. Nothing that TVA has ever constructed presented greater 
difficulties than those encountered by the general contractors in the 
general construction programs of the Bureau of Reclamation and the 
Corps of Engineers of the Army. These agencies prepare plans and 
specifications and perform their work by the competitive contract 
method. They are subject to full accounting by the General Account- 
ing Office. 

The fact remains that it is the exception, rather than the rule, to 
perform construction work by force account. This in itself should be 
a convincing reason why TVA should be required to perform its con- 
struction work by the use of the competitive contract method rather 
than by force account. 

In conclusion, we offer the following suggestion as an amendment 
to the proposed appropriations bill: 

No part of any construction appropriation for the Tennessee Valley Authority 
contained in this Act shall be available for construction work by force account, 
or on a@ hired-labor basis, except for management and operation, maintenance and 
repairs, engineering and supervision, routine minor construction work, or in case 
of emergencies, local in character, so declared by the Board of Directors of the 
Tennessee Valley Authority. 

Mr. Chairman, that concludes my presentation to you, sir. 

Mr. Puiuures. Thank you, Mr. Street. That is a very interesting 
presentation. I think the committee is especially interested—at 
least 1 am—in the statement at the top of page 3 where you say the 
Corporation Control Act of 1945 exempted TVA from the authority 
of the Comptroller General. I do not know why that should be. 
Every other agency of Government comes under the authority 
and supervision of the Comptroller General. 

Mr. Jonas. Has not TVA subsequently been placed under that 
authority and supervision? 

Mr. Patuurres. Do you know? 
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Mr. Srreer. I do not know, sir. Our attorney is the one who is 
responsible for this statement and he should know, but it does not 
necessarily follow that he does know. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Paiuutps. We will instruct the clerk to check on that and see 
what the situation is. 

Nore.—The General Accounting Office audits all TVA accounts except the 
retirement fund which is audited by a private firm on contract. 

Mr. Puatuiiprs. Do you have anybody else to testify? 

Mr. Srreet. We have Mr. James D. Marshall, the executive 
director of our national association; Jim Sprouse, manager of our 
heavy construction division; and Mr. Burt Knowles, who is a man 
you probably know very well around here. 

Mr. Puitirps. We have seen him around. 

Mr. Jonas. This is not in the nature of a question, but in the nature 
of a testimonial. Mr. Street comes from Charlotte, N. C., and has 
done much construction work. He is one of our outstanding citizens 
and is recognized as a leader in all phases of community life. I am 
happy to have him here before this committee, and put confidence in 
anything he says. 

Mr. Srreer. Thank you very much. It is a pleasure to be here, 
and I particularly thank the committee for permitting me and these 
other gentlemen to come here today when we could not be here at the 
time. 

ir. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Tuomas. How much cheaper do you think private industry 
can do these heavy construction jobs than TVA? I notice in your 
limitation you exempted normal repairs and maintenance and things 
of that kind. How much cheaper do you think private industry can 
do these heavy construction jobs than TVA, and what are you basing 
your figures on? 

Mr. Srreer. I will answer the second part of your question first. 
The Bureau of Public Roads, a department of the National Govern- 
ment, set up some test cases with respect to highway construction 
as to comparative day labor cost and contract cost, and they have 
made a statement publicly that is available that the result of this 
study shows clearly and completely that the contract method is far 
cheaper than the day-labor method in their checking. 

Mr. Tuomas. That is public roads construction? 

Mr. Srreer. Yes. I do not know of an instance when there has 
been a comparison in heavy construction. 

Mr. Tuomas. That is exactly the same answer that TVA gives us, 
and when they get through they say, ““We have our own trained staff 
and we can do it as cheap if not cheaper.” There should be a yard- 
stick. It is my own opinion, to say the least, I do not think there is 
any governmental agency that can do a job within 15 aprna of what 

rivate industry can do it for. In the first place, the holidays and so 
orth of the Government will almost take care of 7 or 8 percent of that. 
But you should be able to come up with a reasonable yardstick and 
not just come here and say, ‘“We want more business. They are in 
our section and are giving us a rough time.” 
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Mr. Srreer. I think the saving will range from 10 to 50 percent. 
We have had jobs—not dam jobs but other jobs—on which we have 
had a proper comparison, and the saving has ranged within those 
brackets. 

Mr. Tuomas. There ought to be some yardstick. 

Mr. Jonas. Are there not any comparable figures you can produce 
from private industry? There have been a good many steam plants 
built in the past and units added to steam plants. That would be 
the best way of getting at it, would it not? 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. THomas. Common sense teaches us that private industry can 
do it from 10 to 15 percent cheaper, but we have no yardstick. 

Mr. Street. The answer to the question there is no yardstick is 
that every job is different. There are literally millions of factors 
which go to make up the final cost, and those factors vary on every 
job. 
Mr. Tuomas. In the final analysis the trouble is that the General 
Accounting Office cannot go in there and make an analysis and com- 
pare the costs. 

Mr. Puiuures. Is it possible for any agency of Government to main- 
tain a permanent force and compete with a contractor who comes in 
to do a specific job, is responsible for his own overhead, and upon the 
completion of that job is no longer drawing Government money? A 
constant force in an agency like TVA must be kept on the payroll 
year in and year out. 

Mr. Srreet. That is exactly right, and there are many months 
when they do not have anything to do. 

I believe Mr. Marshall wants to add something. 

Mr. MarsuHatu. If TVA wants a comparison, let them hire private 
engineers to design a project, take bids on it, and then do the job 
themselves. If they do that, then you have a comparison. That is 
the key to it. Keep independent engineers and inspectors separate 
from the construction force. 

I would like to discuss the impact of this Hired-Labor Act on indus- 

. I was a member of the Labor Adjustment Board and a member 
of the Stabilization Board for the construction industry. As you 
know, the Davis-Bacon Act pegs the minimum wage but in the TVA 
area they are practically forced to use the TVA rate because of the 
abundance of TVA employees establishing what they call the pre- 
vailing rate. That means two Government agencies fix the rate in 
that area. That is 2,300 square miles in which that single rate 
applies. The only remedy for that is to let the contractor who 
negotiates his own rates for the communities set the pace and then 
let contractors come in and do it. 

Mr. Puivurrs. Thank you, Mr. Marshall. 

Mr. Yares. What is the difference in wage rates between those 
paid by TVA and those paid by private contractors? 

Mr. MarsHautu. They vary. There may be a spot in Kentucky 
where they are the same, but when carried to a rural area—— 

Mr. Puriuips. For what type of work, Mr. Yates? 
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Mr. Yates. Any type. There is a statement on page 2 of Mr. 
Street’s statement which reads as follows: 

The effect of such large force account operations in an area by one Govern- 
ment agency is to set new patterns in the purchase of materials and in establish- 
ment of wage rates and working conditions in conflict with the normal standards 
established by private enterprise contractors operating under competition in the 
area. 

I should like to have that statement amplified by specific examples. 

Mr. Srreer. If I may answer that, in 1949 I was chairman of a 
committee appointed by the Associated General Contractors of Amer- 
ica to meet with Mr. George Gant, General Manager of TVA, to 
discuss with him the problem of inflationary wage rates brought 
about by the TVA wage policies. At the conclusion of that con- 
ference I prepared a memorandum, a copy of which I sent to Mr. 
Gant, and I read from that memorandum: 

1. TVA has established for 1949 an iron workers’ rate of $2.25 per hour, whereas 
this rate is believed not to exist anywhere within the TVA and perimeter areas. 

2. The brick masons’ rate was established for 1949 by TVA at $2.50 per hour, 
whereas $2.25 per hour prevails as the masons’ rate in many of the large cities 
of the TVA area. 

Mr. Yarrs. What was the comparative figure for iron workers? 

Mr. Srreer. It would be difficult to give a complete comparison, 
but there were some areas where it was as low as $1.75 per hour. 

Mr. Yares. Was this an exact comparison of the rate? 

Mr. Srreer. Yes; this was an exact comparison of the rate, at 
$1.75 in one instance and $2.25 in the other. Double time is paid in 
the case of ironworkers over 8 hours or Saturdays and Sundays, and 
the comparison is exact. 

Mr. Yates. This occurred in 1949, you said? 

Mr. Srreer. Yes. 

Mr. Yares. Have you made any studies since 1949 to see whether 
the same practice prevails? 

Mr. Srreer. Yes, sir. That study was made less than a year ago 
and here is a newspaper clipping from the Knoxville Journal, | 
believe it is, which has a news story based on a talk the newspapers 
had with me about it. 1 made the statement that the increases would 
constitute a blow to the region’s economic stability on the ground 
that the rates which the TVA has established do not reflect the 
prevailing wage rates. 

Mr. Yates. Is there an organization that represents workers for 
dealing with private contractors? 

Mr. Srreer. The same organization represents both TVA workers 
and private industry employees. 

Mr. Yares. Is there any reason the TVA advances for paying its 
employees more than private contractors pay theirs? 

Mr. Srreer. Yes, sir. They say that their work in many instances 
is in remote regions and they have to give a higher wage rate. 

Mr. Yares. In other words, a bonus? 

Mr. Srreer. Yes; a bonus. 

Mr. Yarrs. Are you required to pay bonuses for work of that type? 

Mr. Srreer. No, sir. 

Mr. Yares. You are not? 

Mr. Srreer. No, sir. 
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Mr. Yates. What is meant by the statement that their working 
conditions are different from yours? 

Mr. Srreer. The working conditions that they provide are that 
they permit double time in many instances when our agreements with 
the same union calls for time and a half. They also have paid holi- 
days, which we do not have in the construction business. They also 
provide for reporting time. That is, if a man reports for work he 

ets half a day or a day whether he works or not. That is different 
from agreements negotiated by the contractors. 

Mr. Yares. These are the differences between your conditions and 
TVA’s conditions? 

Mr. Street. Yes. 

Mr. Yares. I think TVA should be asked by this committee why 
it pays bonuses that are different from those paid by private industry, 
and why its conditions of employment are different from those of 
private industry. That is why I wish you would specify for the 
tg additional differences that can be the subject of inquiry with 
TVA. 

Mr. Srreet. If I continue with the list I was readin 

Mr. Yares. Is this the 1949 report you are reading from? 

Mr. Street. Yes. It is necessary for me to do that because I 
cannot be completely accurate with later information because I do 
not have a written memorandum of it. 

3. TVA has established a policy of double time for all overtime of all crafts. 

4. Sheet-metal workers helpers’ rate has been established at $1.30 per hour, as 
opposed to a generally prevailing much lower rate. 

5. Truckdriver rate was established for 1949 at $1.22% per hour as opposed 
to a generally prevailing lower rate within the area. 

Mr. Yarrs. You do not know what the rate was in the last two 
instances that could be compared with the rates you mentioned? 

Mr. Street. | could not, because in the immense area TVA con- 
trols, the rates are variable. 

Mr. Yartss. Is it possible that TVA’s rates may be on a par with 
those of contractors in part of the region that they serve? 

Mr. Srrent. They claim that their rates are on a par with the 
highest rates paid by contractors within their area. There are some 
instances, however, when we could find no justification for their rates 
even in the highest paid portion of their area. 

Mr. Marsuatu. We shall be glad to file a statement on that. 

Mr. Yates. I would welcome such a statement, and I think TVA 
should be called in here to show why more money was spent than 
justified, if it was. I think it would be helpful in addition if they 
gave us an amplified table. 

Mr. Puruuirs. Can you do that? 

Mr. Street. Yes. 

(The information requested is as follows:) 


Memputis, TENN., February 18, 1954. 


J. D. MarsHatt, 
Executive Director, Associated General Contractors of America, Inc., 
Washington, D. C. 

1954 TVA rates are ironworkers’ structural, $2.7744; operating engineers, cranes, 
etc., $2.7214; construction labor, $1.42)4: carpenters, $2.47%; cement masons $2.45. 
1954 Memphis rate approved by United States Department of Labor. Bacon- 
Davis wage determination—ironworkers, $2.60; operating engineers, $2.52; 
construction, $1.25; carpenters, $2.374%; cement masons, $2.37)4. There will be 


4 

4 


2878 


no change in Memphis rates until expiration of contract March 1, 1955. In 
1948 TVA determined Memphis rates for ironworkers to be $2.50 per hour when 
Memphis chapter had contract with union at $1.95. TVA used as a subterfuge 
to support their determination a scale of $2.50 paid by only 1 contractor from 
Pennsylvania who was erecting the Memphis-Arkansas bridge. This rate paid 
because local ironworkers were unable to perform the work, naa labor was im- 
ported from other States. We deplore the TVA wage policies which disturb local 
labor relations and urge that TVA be required to pay not more than prevailing 
scale determined under Bacon-Davis Act at each job location. 

Mempuis CHAPTER AssocriATED GENERAL CONTRACTORS, 

Georce D, Chairman, Labor Relations Committee. 


CuattTanooaa, TENN., February 18, 1954. 
J. D. 
Executive Director, Associated General Contractors of America, 
Washington, D. C.: 

Complying with your request for statistics for committee record on TVA 
wage-negotiation practices here is Chattanoogas situation. TVA negotiates 
annually in November or December with rates effective early in January. Local 
contractors negotiate in February and March as is custom generally in the 
industry with rates effective April or May 1. TVA establishes one rate for entire 
valley region whereas we understand TVA Act requires them to pay prevailing 
rates in vicinity where work done. On 1949 remodeling job of old post office 
building here for TVA contractor was required by TVA to pay its wage scale 
which in several instances was in excess of local scale. In 1949 iron workers 
struck in Chattanooga over contractors’ refusal to meet TVA scale. Following 
is comparison of TVA rates and Chattanooga contractor rates for years 1951 
through 1954 for principal crafts. TVA rates given first in each instance. No 
contractor rates for 1954 because negotiations not yet started. 

Bricklayers, 1951, $2.75 and $2.75; 1952, $2.915 and $2.875; 1953, $3 and 
$3.025; 1954, $3.10. Painters, 1951, $2.15 and $1. 875; 1952, $2. 275 and $2. 125; 
1953, $2.375 and $2. 25; 1954, $2. 50. Structural iron workers, 1951, $2.40 and 
$2.35; 1952, $2.525 and. $2.475; 1953, $2.65 and $2.60; 1954, $2.775. Plumbers, 
1951, $2.50 and $2.50; 1952, $2.65 and $2.625; 1953, $2.775 and $2.85; 1954, 
$2.90. Plasterers, 1951, $2.575 and $2.50; 1952, $2.65 and $2.65; 1953, $2.75 and 
$2.90; 1954, $2.825. Sheet metal workers, 1951, $2.25 and $2.25; 1952, $2.35 and 
$2.35; 1953, $2.50 and $2.65; 1954, $2.625. Electricians, 1951, $2.50 and $2.375; 
1952, $2.65 and $2-70; 1953, $2.775 and $2.75; 1954, $2.875. Cement finishers, 
1951, $2.20 and $2.05; 1952, $2.25 and $2.20; 1953, $2.38 and $2.30; 1954, $2.48. 
Shovel operator, 1951, $2.35 and $2.25; 1952, $2.50 and $2.375; 1953, $2.60 and 
$2.55; 1954, $2.725. Bulldozer operator, 1951, $2.10 and $2; 1952, $2.20 and 
$2.15; 1953, $2.25 and $2.30; 1954, $2.35. Chattanooga and Knoxville contrac- 
tors have even requested TVA to consolidate its negotiations with contractors 
but TVA refuses to do so. TVA has completed its 1954 wage negotiations an 
in practically every instance is higher than rates currently being paid in Chat- 
tanooga. e —— as simple solution that TVA be put under Davis-Bacon 
Act or in some other manner be prevented from setting pattern for private con- 
struction rates. 

Homer T. Parks, President. 


NasHVILLE, TENN., February 18, 1954. 
J. D. MarsHat.t, 
Executive Director, Associated Genet Contractors 
of America, Inc., Washington, D. C.: 


We submit following comparison of 1953 and 1954 wage rates of Nashville 
unions and Tennessee Valley Authority: 
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Practically none of the above trades receive any fringe benefits in the Nashville 
area. Wage rates now being paid on the Cheatham and Old Hickory Dam projects 
are the same or lower than the above Nashville rates. TVA wage policy has inter- 
fered with Nashville general contractors wage negotiations every year as unions 
predicate their demands on TVA rates in each negotiation despite fact that TVA 
does practically no construction work in Nashville area. Last March Foster & 
Creighton, Nashville general contractor, had a contract to build Reynolds plant 
6 miles east of Sheffield, Ala., and TVA allowed $1.20 per day travel time to 
electricians on Colbert steam plant 10 miles west of Tuscumbia with result that 
electrical subcontractors were compelled to pay $2.50 per day travel time on 
 igedan plant and on all other electrical work outside city limits of Sheffield, 

a. 

NASHVILLE CHAPTER AssocIATED GENERAL CONTRACTORS, 
By Lewis M. Srer.e, President. 


Mr. Yates. I think we should call on TVA to respond to that. 


Mr. Puituires. Thank you, gentlemen. 


Tuourspay, Fesruary 25, 1954. 


TENNESSEE VALLEY AUTHORITY 
WITNESSES 


B. WILSON, MISSISSIPPI POWER & LIGHT CO. 
YATES, THE SOUTHERN CO. 
. BARRY, THE SOUTHERN CO. 
. SUTTON, CAROLINA POWER & LIGHT CO. 
C. H. MOSES, ARKANSAS POWER & LIGHT CO. 
GRAHAM CLAYTOR, AMERICAN GAS & ELECTRIC SERVICE CO. 
W. B. COSDON, ARKANSAS POWER & LIGHT CO. 
E. H. DIXON, MIDDLE SOUTH UTILITIES, INC. 
T. G. SEAL, MIDDLE SOUTH UTILITIES, INC. 
P. 0. CANADAY, MIDDLE SOUTH UTILITIES, INC. 
DANIEL JAMES, MIDDLE SOUTH UTILITIES, INC. 
HAYDEN N. SMITH, COUNSEL FOR THE SOUTHERN CO. 
E. C. GASTON, SOUTHERN SERVICES, INC. 
W. D. KETCHUM, SOUTHERN SERVICES, INC. 


Mr. Pumures. The committee will come to order. 

Gentlemen, you are here today at our request in order to discuss 
certain features of the power situation in the Middle South which are 
very interesting to this committee—the need for additional power, the 


TVA rates 
Trade 
1953 | 1953 | 1954 
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possible development of power through private production as opposed 
to the TVA production, the future demand for power, and particu- 
larly to clear up in my mind, and I think in the minds of other mem- 
bers of the committee, what appears to be a misunderstanding between 
the subcommittee and TVA in which TVA says it is not possible for 
private interests to supply power nor have they made any proposal 
to supply power. I think Twill ask Mr. Jonas, of North Carolina, 
to take this conference, if I may call it that, from here. Mr. Jonas. 

Mr. Jonas. All right, Mr. Chairman. 

Seen do you have any preference as to the order in which you 
speak ? 

ras I understand it, we have in the room representatives of the 
American Gas System, which operates in southwest Virginia and 
northeastern Tennessee; then we have the Carolina Power & Light 
Co., which connects with the TVA somewhere between the Virginia 
line and the Georgia line; then we have the Middle South Co., 
which operates in Mississippi, Alabama, and Arkansas. 

Mr. Wirson. Mississippi, Louisiana, and Arkansas. 

Mr. Jonas. Middle South is Mississippi, Louisiana, and Arkansas? 

Mr. Wutson. Yes. The Southern Co. is Alabama and Georgia. 

Mr. Jonas. Let us start with American Gas & Electric Co. Mr. 
Claytor is here representing that company. 

Mr. Puiures. Mr. Claytor has apparently furnished us with a pre- 
pared statement. 

Mr. Cuayror. Yes, and attached to it is a map. 

Mr. Jonas. Would you like to read that statement and comment on 
it as you go cap, 

Mr. Cuaytor. Yes. 

My name is Graham Claytor. I am executive vice president of the 
American Gas & Electric Service Corp., and I reside at 32 Washing- 
ton Square, New York City. 

This statement is submitted in response to the letter of Hon. John 
Phillips, subcommittee chairman, dated February 11, 1954, and ad- 
dressed to Philip Sporn, president, American Gas & Electric Service 
Corp., requesting, in effect, information as to whether and to what 
extent the American Gas & Electric System has available or can make 
available power for the Tennessee Valley Authority area. 

The service territory of our system adjoins that of TVA approxi- 
mately along the Tennessee-Virginia State line between the northeast- 
ern tip of Tennessee and a point about 50 miles west. However, our 
system does serve, through Kingsport Utilities, Inc., the city of Kings- 
port, Tenn., and parts of three Tennessee counties in that vicinity. 
Those counties are Hawkins, Washington, and Sullivan. 

In addition, Appalachian Electric Power Co., another subsidiary, 
owns and operates a transmission line extending from the Virginia 
line southward about half across Tennessee, where it connects with 
the systems of TVA and Carolina Power & Light Co. as shown on the 
enclosed map, of which there is submitted one copy for each member 
of the subcommittee. 

Mr. Puitures. Where do they connect? 

Mr. Cuayror. We have five points of interconnection. 

Mr. Jonas. Will you have someone indicate them on the map on 
the wall as you talk? 
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Mr. Ciayror. That map is on such a small scale it is pretty hard to 
point them out. Our first interconnection point is at Bristol, ‘Tenn. 

Mr. Puuuirs. When you put the gray lines in here indicating other 
companies’ transmission lines, would they also include TV A ? 

Mr. Crayror. Yes, sir, any company other than our own. ' 

Our first interconnection point is North Bristol, Tenn. The next is 
at Boone Dam. The third is at Nolichucky. The fourth one is at 
the Holston substation of the Kingsport Co. just inside the town of 
Kingsport.. The fifth connection is between the Kentucky & West 
Virginia Power Co. at Pineville, Ky., and the TVA system. 

Mr. Anprews Where is that second one? 

Mr. Ciaytor. That is one of the new dams of the TVA called 
Boone Dam, 

Mr. Puttires. Southeast of Kingsport on the map. 

Mr. Jonas. Between Kingsport and Johnson Cit y 

Mr. Cxayror. If you will look just northwest of Johnson City on 
the map you will see it. 

Mr. Anprews. Where is the third one? 

Mr. Cuiaytor. The third one is at Nolichucky. If you will look 
southwest of Johnson City you will see Nolichucky. 

We consider that the connection at Nolichucky and at Walters is 
practically one and the same connection. It is on the same transmis- 
sion line. 

Those companies of our system which are already interconnected 
with the TVA system are Appalachian Electric Power Co. and Ken- 
tucky & West Virginia Power Co. Also in support of the generating 
and transmission systems of those companies are other companies 
of the system, in particular, the Ohio Power Co. and Indiana & Michi- 
gan Electric Co. 

In the past there have been various short-term contracts and some 
temporary arrangements between TVA and companies of the Ameri- 
can Gas and Electric System for the exchange of power or the sale 
of power back and forth. There are now 5 points of interconnec- 
tion between the 2 systems, which I have described. At present our 
arrangements with TVA are limited to mutual emergency backup 
service, short-term capacity from time to time, and interchange 
involving so-called economy energy. Up to now there have been 
no arrangements between the two systems involving the supply of 
firm power for more than a few months at a time. 

We are willing, however, to supply firm power to TVA on essen- 
tially the same basis as we are now supplying such power at whole- 
sale to other utility companies contiguous to our system. 

Our own situation as to generating capacity and transmission 
facilities would make it possible for us to furnish firm power to 
the neighboring area as follows: 

We could supply 150,000 kilowatts this year. This amount of 
firm capacity can be delivered from generating and transmission 
facilities which presently exist or which are now in the final stage 
of construction. 

We can supply a further block of 100,000 kilowatts; that is, a total 
of 250,000 kilowatts of firm capacity from the same generating facil- 
ities. Delivery of this additional 100,000-kilowatt block to the TVA 
area would require removing present limitations in transmission ca- 
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acity which exist in the direct connections between us and TVA. The 
fimitations could be removed by working out quite conventional 
coordination arrangements to utilize effectively the existing network 
of connections between TVA, our system, and certain other utilities 
which in turn are interconnected with TVA and with us. 

The companies of our system would also be willing to make avail- 
able to TVA as much more firm capacity and energy as may be desired 
from a plant or plants located within or in reasonably close contiguity 
to the service area of the A. G. and E. System. This further capacity— 
that is, capacity in excess of 250,000 kilowatts—would probably in- 
volve the construction of new generating stations and additional 
transmission and interconnection facilities. The financing of addi- 
tional capacity and transmission for the purpose of such supply to 
TVA would pose no serious problem. e would expect, as in the 
case of our supply to other neighboring utilities, a long-term contract 
with the price to be such as to return the company about 6 percent 
on the necessary investment devoted to supplying firm power, such 
rate to be subject to approval of the Federal Power Cccinidtion. 

Mr. Putters. Should we know how you interpret “long-term con- 
tract”? How long? 

Mr. Crayror. I would say approximately 20 years. That is what 
we have with the others. 

We have for some time been considering the location of a new 
steam-electric generating plant in southwestern Virginia and in that 
connection have been studying appropriate sites. One of the sites we 
are seriously considering is within a relatively short distance, some 20 
miles, from the Tennessee State line. The fact that we have not yet 
determined upon a site is not due to any lack of desire on our part. 

One of the controlling considerations in connection with the con- 
struction of a large steam-electric generating plant is the provision of 
an adequate supply of water for condensing purposes. That happens 
to be one of the important considerations in the area to which I refer, 
= in that area there are only small headwaters of the Tennessee 

iver. 

From the standpoint of condensing water alone, it would be logical 
to locate a station farther down on one of such streams. That would 
mean locating in Tennessee either on the Clinch or on the Holston. 
The latter would, perhaps, be more logical since Kingsport is on it 
and presumably a satisfactory site could be found a moderate distance 
downstream from Kingsport. You will find that on the map. 

Mr. Puutrrs. I find Holston but not Clinch. 

Mr. Craytor. The Clinch is a pretty small stream. That is one of 
our difficulties. There is not enough water for condensing purposes in 
the Clinch River without the use of cooling towers. 

Our consideration of and plans for a new generating plant in this 
general area have, of course, been determined by the future needs of 
our own system. However, if we were asked to contract for firm power 
supply to TVA in the neighboring area—over and above the 250,000 
kilowatts already mentioned—that circumstance would speed up our 
plans for the new plant. 

The foregoing statement is the result of a serious effort to furnish 
the committee with the information it desires. If it fails to meet that 
desire or other information is needed, I shall do my best to answer now 
or supply later further details or data. 
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Mr. Pues. Off the record. 

(Discussion off the record.) 

Mr. Jonas. I have only about 2 questions I want to ask Mr. Claytor. 
I take it from your statement that your company would be willing to 
enter into a long-term firm contract to supply power to TVA? 

Mr. Craytor. We certainly would. 

Mr. Jonas. I take it your company and associated companies are 
financially able to make whatever investments are necessary to initiate 
that power without borrowing from the Federal Government or call- 
ing on the Federal Government for any of the financing? 

Mr. Ciaytor. That has been our record, Mr. Jonas. 

Mr. Jonas. Where, with respect to the John Sevier plant—do you 
see the John Sevier plant marked on that map? 

Mr. Criaytor. Yes, downstream from Kingsport. 

Mr. Jonas. Where is that on your map? 

Mr. Ciaytor. That is about 25 miles southwest of Kingsport on the 
Holston River. 

Mr. Jonas. Between Kingsport and Morristown. 

Mr. Puitures. What is the scale of this map? 

Mr. Crayror. A little over 25 miles to the inch; about 30 miles. 

Mr. Jonas. How far from this location is the proposed site you have 
under consideration ¢ 

Mr. Criaytor. We have no proposed site under consideration on the 
Holston at this time. The one I was referring to is on the Clinch 
River which we have been considering the past year, not necessarily in 
connection with TVA. 

Mr. Jonas. Approximately how far is that location from the John 
Sevier plant? 

Mr. Craytor. That is in Virginia. I can give you that location. 

Mr. Jonas. Can you supply that later? 

Mr. Crayror. Yes. (Information supplied—40 miles.) 

Bi Corron. I am still lost in the wilderness looking for the Clinch 
iver. 

Mr. Criaytor. The Clinch River is so small it is not shown on that 
map. 

Me. Puitutres. Is your choice of the Holston versus the Clinch a 
matter of your getting the location rights? 

Mr. Ciaytor. No. The reason we were considering the Clinch was 
on account of the present load the company has to supply in that 
immediate locality. The Holston is a much better site on account of 
having ample condensing water. 

Mr. Jonas. Does the fact that the John Sevier plant is located near 
Kingsport and on the Holston preempt the opportunities for use of the 
Holston in any degree? 

Mr. Crayror. I do not see that it would. 

Mr. Jonas. I am quite sure the answer to this question would be 
“No,” but for my information I will ask it. Has any consideration 
been given on the part of your companies to the possibility of acquir- 
~~ John Sevier plant from TVA if suitable terms could be made? 

r. CLaytror. No, not so far. 


Mr. Jonas. Would your company be interested in that? 
Mr. Craytor. Well, if it were deemed advantageous from a Federal 
standpoint we would be glad to give serious consideration to taking 
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over the present John Sevier plant and reimbursing the Government 
for whatever expenditures they have made. They have a good site. 

Mr. Jonas. You said in your statement that your company would be 
willing to enter into a long-term firm contract to supply power to 
TVA, and you made some comments with respect to rates. Can you 
add eevee to that, or do you prefer to let your former statement 
stand ¢ 

Mr. Crayrtor. I do not think I can amplify that very much because, 
after all, the question of making rates is not a very complicated affair. 
All we ask for is a fair rate on the money we have to spend to do this 
work, and incidentally, the Federal Power Commission will say 
whether that is too much or too little in our case. 

Mr. Jonas, You are now and have been furnishing power to TVA ? 

Mr. Crayror. For quite a few years. 

Mr. Jonas. How are the rates determined ? 

Mr. Criaytor. As I explained in my statement, we have not fur- 
nished TVA with what we call firm power except for a month or so 
at a time, and that depended on ville it came from our system or 
we purchased it from another system and transported it to TVA. Ti 
also depended on whether it came from an efficient plant or an ineffi- 
cient plant. Those negotiations were made across the table. 

Mr. Jonas. And approved by the Federal Power Commission ? 

Mr. Crayrtor. No. 

Mr. Jonas. A long-term firm contract would have to be approved 
by the Federal Power Commission ? 

Mr. Crayror. Yes. 

Mr. Jonas. As I understand your testimony, your company is now 
able, with ———' facilities, to supply 150,000 kilowatts immediately ? 

Mr. Crayror. Yes. 

Mr. Jonas. And you could add another 100,000 kilowatts, making 
it 250,000 kilowatts, by removing present limitations which you say 
could be worked out quite conventionally ¢ 

Mr. Ciayror. To explain what I mean by that, we actually some- 
times furnish TVA with power that goes by way of the Louisville 
company. The Ohio Power Co. will furnish power to the Indiana & 
Michigan Electric Co. and the Indiana & Michigan Electric Co. will 
furnish that power through Cincinnati or Indianapolis to the Louis- 
ville Power Co., who, in turn, furnishes TVA. It is a bucket brigade. 
We can supply 100,000 kilowatts that way. 

Mr. Jonas. Any additional kilowatts you could supply would have 
to depend on new facilities? 

Mr. Criayror. Additional transmission facilities. 

Mr. Jonas. There is no critical situation existing at the present 
time, even according to the testimony of the people from TVA, but 
they are worried about the situation that may exist 2 years hence. 
Within the contemplation of the present plans of your company, and 
without erecting additional facilities, what amount of power under 
nana panditions do you think you would be able to supply in 1956 
or 1957? 

Mr. Criayror. In 1937 any amount that they need we can supply 
from new plants to be constructed, assuming it would take that long 
to build the plants. It takes about 3 years to build a plant. We 
have a construction program of our own to take care of the normal 
growth of the system. At the present time the peak load is 2,996,000 
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kilowats. We have a capacity at the present time of 3,631,000 kilo- 
watts, 

Mr. Jonas. That is an excess of 700,000? 

Mr. Ciaytor. About 700,000. Of course we always need some re- 
serve. In 1956 we expect to have a load of about 4 million kilowatts 
and with the present capacity going in we have 4,116,000 kilowatts, 
but I would say within 3 months from now we will have our program 
of what we will do in 1956 and 1957 which has not quite materialized. 
There is a constant effort on our part to keep ahead of the demand. 

Mr. Jonas. Without the construction of any new facilities designed 
to provide TVA with power such as we have been discussing this 
morning, do you say that your company in 1957, just in the normal 
course of events, would be able tos upply TVA with as much power 
as you say you are able to supply today, or more ¢ 

Mr. Ciaytor. Yes, sir; probably more, but I know under our pres- 
ent program we could do what we have agreed we could do. 

Mr. Corron. When you speak of new plants in your system, you 
have referred here to a steam plant, but are you referring to both 
hydroelectric and steam plants or just steam plants? 

Mr. Ciaytor. Just steam plants. There are no hydro sites in our 
area that amount to anything. 

Mr. Corron. If the Federal Government would furnish you the 
money without interest and without taxes you would build any num- 
ber TVA might want? 

Mr. Craytror. We would be delighted. 

Mr. Anprews. Your present capacity is 3.6 million? 

Mr. Crayror. Yes. 

Mr. Anprews. Your present demand is 2.9 million? 

Mr. Crayror. That is correct. 

Mr. Anprews Is the increase in demand a normal increase ? 

Mr. Crayror. It is slowing up a little at the present time but we 
figure about a 6 percent annual growth. 

Mr. Anprews. When do you anticipate that your normal demand 
without any demand from TVA will catch up with or be equal to your 
present capacity ? 

Mr. Cuaytor. We think if we are smart we will never reach that 
point. 

Mr. Anprews. You want to keep a margin? 

Mr. Craytor. Always. 

Mr. Anprews. What margin do you think is reasonably safe? 

Mr. Craytror. With a system as large as ours we want not less than 
10 percent. We would like to have 15 percent. 

Mr. ANprews. Are you familiar with the cost of construction of 
TVA steam plants? 

Mr. Cuayror. I am not. 

Mr. Anprews. You do not know how your construction cost would 
compare with TVA’s construction cost ? 

Mr. Crayrtor. I do not, but I would be very pleased to put our con- 
struction figures for the past 3 years up against their or anybody else’s. 

Mr. Anprews. If you could put them in the record that would be 
very helpful, because as I seal the TVA costs are in the record. 

Mr. Criayror. I would be very glad to furnish the committee our 
costs over the past 3 years of new plants going in. 

(Information requested is as follows :) 
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Mr. Anprews. When you exchange power under agreements with 
TVA, I understand they buy power from you and you buy from them 
from time to time? 

Mr. Craytor. Yes. 

Mr. Anprews. Do you pay them the same as they pay you for the 
power you get from them ? 

Mr. Cuaytor. Generally speaking, yes. I cannot answer that ac- 
curately. It is always a question of negotiation across the table, and 
as I recall there has been no dispute between us on prices. 

Mr. Anprews. Do you have a formula in arriving at what they pay 
you and what you pay them? 

Mr. Craytor. The formula is very simple when we have to generate 
it ourselves or go out and purchase it for their account. We simply 
add our actual operating cost plus a percentage. When we trade econ- 
omy power with TVA, that is a little more complicated because TVA, 
having a large amount of hydro, can furnish us power during the day- 
time when we need it, and we pay it back to them at night when they 
can store up water. When they have to furnish us steam power, then 
it is done on exactly the same basis that we charge them for steam 

ower. 
: Mr. Anprews. You have been carrying on that kind of agreement 
with them for several years, have you not? 

Mr. Craytor. Yes. 

Mr. Anprews. Would you say over the period you have done busi- 
ness with them you have averaged paying them the same power for 
power purchased from them as they have paid you for power they have 
obtained from you? 

Mr. Crayrtor. I do not know if I can answer that accurately, but 
offhand I would not think there is very much difference. You under- 
stand, there have been times when TVA was extremely short of power 
due to deficiency in rainfall, and they have had to have additional 
help from the surrounding utilities and frequently, I know it is true 
in our case, that has meant starting up some generating stations that 
had not been run for a year or more and the cost may have been 15 
mills a kilowatt-hour. Whatever it was, it was passed on to TVA. 
TVA did the same thing when we needed power. They ran some old 
plants at Chattanooga and other places that were very costly and the 
cost was passed on to us. 

Mr. Anprews. I believe you said in the near future you could fur- 
nish them 150,000 kilowatts. 

Mr. Ciayror. We can immediately. 

Mr. Anprews. Immediately? 

Mr. Craytor. Yes, sir. 

Mr. Anprews. How long could you furnish them that with the pres- 
ent facilities you have ? 

_ Mr. Crarror. If we made a long-term contract, as long as they want 

it. 

i aie Awnprews. Do you have any plants under construction at this 
ime 

Mr. Cuayror. Yes. We have, going in right at the immediate pres- 
ent, 200,000 kilowatts at the Muskingum plant in Ohio. 

Mr. Anprews. When do you expect to begin generating there? 
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Mr. Crayror. That unit should be ready for service, I think, the 1st 
of June. We have another 200,000 kilowatts unit at the Tanners 
Creek plant at the extreme southwest part of our system. 

Mr. Anprews. That gives you the 4 million kilowatts? 

Mr. Crayror. Yes. That is all we have actually under construc- 
tion at the present time except that at the Philo, Ohio, plant we are 
adding a net 40,000 kilowatts. We are taking out an old unit and put- 
ting in a new very high pressure unit, 5,000 pounds per square inch, the 
only one that has ever been built. That will be in 1956. 

Mr. Anprews TVA furnishes the cities power in their area, as I 
understand it. Could you give any opinion as to how the power fur- 
nished that area from your system would compare in price to the 
price now being charged by TVA ? 

Mr. Crayror. I would say it would be considerably higher. I do 
not see how it could help but be. 

Mr. Jonas. I did not quite understand that last question. 

Mr. Anprews. I asked how the power furnished municipalities in 
the TVA area from his company’s system would compare in price to 
the price charged by TVA. 

Mr. Jonas. Why would it be higher? 

Mr. Crayror. I did not understand the question. I thought you 
said, Would the power we supplied to TVA be higher than the price 
charged by TVA to the cities? 

Mr. Anprews. As I understand it, TVA furnishes power to the mu- 
nicipalities in the so-called TVA area. If your company furnished 
power to TVA and they in turn furnished it to the cities, how would 
the rates for power furnished by your company compare with the 
rates charged by TV A ? 

Mr. Ciayror. That would depend on TVA, but I would think the 
power we furnish TVA would be higher than the power TVA is fur- 
nishing to the cities. 

Mr. Jonas. How do you account for that? 

Mr. Ciayror. I account for that by the fact that TVA can furnish 
power cheaper than we can when they pay no interest on the invest- 
ment and practically no taxes. Last year our company paid in Fed- 
eral taxes alone over $25 million. 

Mr. Jonas. What percentage of your gross power sales? 

Mr. Craytor. About 21 cents out of each dollar we take in. We 

aid in Federal taxes last year $25 million in round figures. We paid 
eg taxes, local taxes, State taxes, and property taxes, $16.5 
million. 

Mr. Jonas. Out of a gross of how much ? 

Mr. Crayror. Around $41 million. 

Mr. Jonas. Out of a gross of how much? 

Mr. Craytor. $220 million approximately. 

Mr. Jonas. Out of how many kilowatts? 

Mr. Criayror. I do not know what you mean by that. 

Mr. Jonas. For example, TVA last year, I think the record shows, 
produced 25 billion kilowatt-hours. 

Mr. Crayror. Our system produced 18 billion kilowatt-hours last 

ear. We happened to have had the largest output of any system 
in the United States outside of TVA. 

Mr. Jonas. Is TVA the largest? 
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Mr. Crayror. Oh, yes; the largest of any single interconnecting 
system. 

Mr. Jonas. Any other questions? 

Thank you, Mr. Claytor. 

Mr. Craytor. Thank you. As I understand, I am to furnish this 
committee with some of our construction figures for new power plants 
made on the same basis that TVA has made up theirs, for comparison 
purposes. 

Mr. Jonas. Yes, sir. 

Mr. Ciayror. Have they put in any figures recently ? 

Mr. Anprews. I think so. 

Mr. Crayror. Could I get those figures to see the way they were 
prepared? To get comparisons that are not misleading, I want to be 
sure we are doing it on the same basis. For instance, we speak of a 
200,000-kilowatt unit. Maybe that unit has a capability of 225,000 
kilowatts although a manufacturer’s nameplate rating may show only 
185,000 kilowatts. 

Mr. Jonas. I am not sure whether those figures are in the record. 
We can look at the record and if they are, furnish Mr. Claytor those 
figures. 

Off the record. 

(Discussion off the record.) 

Mr. Jonas. Mr. Sutton, we will be very glad to hear from you at 
this time. 

Mr. Sutron. My name is L. V. Sutton. I am president of Carolina 
Power & Light Co., an investor-owned utility company serving parts 
of the States of North and South Carolina with electric power serv- 
ice. We have a direct interconnection with TVA, and we have other 
indirect interconnections through other utility companies that are 
connected with TVA. In the event TVA needs dependable power 
and energy Carolina Power & Light Co. is able and willing to finance 
and construct facilities to furnish power and energy to TVA. 

Carolina Power & Light Co. is owned by approximately 30,000 
stockholders, a large part of whom live in the Carolinas. Its diree- 
tors, officers and employees are citizens of the two Carolinas. It pays 
large amounts of taxes each year to the Federal, State and local 
governments. In order to supply power and energy on a satisfactory 
basis at the lowest possible cost to the purchaser, an equitable arrange- 
ment could be made between the two parties which would include a 
contract of sufficient length to enable the new facilities to be financed 
on a reasonable basis, and the charges for power and energy should 
be sufficient to cover a reasonable return on the investment. 

I am here in response to a letter from the chairman of your com- 
mittee as to any information that we may have on the matter of 
power. Our company’s business is the manufactre and sale of electric 
power. 

Mr. Jonas. Thank you, Mr. Sutton. Do you have the American 
Gas map before you there? Can you point out there where you 
connect with TVA? 

Mr. Surron. Our direct connection with TVA is right where my 
finger is. 

Mr. Jonas. That is southwest of Knoxville? 

Mr. Surron. Yes, right near the State line and our Walters plant is 
some 25 miles east and south of Knoxville. 
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Mr. Jonas. Is that in North Carolina? 

Mr. Sutton. It isin North Carolina. Our plant is probably several 
hundred feet from the State line. 

Mr. Jonas. And what is the nearest installation of TVA? 

Mr. Sutron. A transmission line comes in from the Norris Dam to 
the Walters’ plants and also there is a line owned by the Appalachian 
Co. from the Walters’ plant to Kingsport. 

Mr. Jonas. You mean TVA operates a direct transmission line from 
Norris Dam to your Walters plant? 

Mr. Surron. Yes. 

Mr. Jonas. And it is over those lines that you have in the past fur- 
nished some power to TVA? 

Mr. Surron. That is correct. 

Mr. Jonas. Have you in turn taken power from TVA at times? 

Mr. Surron. We may at times have taken some small amounts of 
power from them; not recently. 

Mr. Jonas. With existing facilities, without expansion, are you at 
the present time able to provide TVA, subject to suitable contracts, 
any power? 

Mr. Surron. No appreciable amount at the moment. We have 
three plants under construction, one about 115,000 kilowatts this sum- 
mer, one of that same size next summer, and one larger, about 125,000 
or more, the third summer. I imagine we would have some small 
amount of power but to give them any substantial amount would re- 
quire additional facilities to be built. 

Mr. Jonas. Is the Walters plant a complete unit, or could additional 
units be added there? 

Mr. Surron. I doubt whether the water available at present would 
justify another unit. If another reservoir was built up the river to 
provide some storage, then possibly another unit could be added. The 
amount of power in a hydroplant is dependent upon the flow of water 
and putting in another unit would not increase the amount of power. 

Mr. Jonas. I think your statement covers this but, to be sure, I will 
ask the question : You say your company would be able, financially and 
otherwise, to construct ddditional facilities to provide additional 
power to TVA if a suitable contract could be entered into? 

Mr. Surron. That is correct; that is my statement. 

Mr. Jonas. You made some comment about the taxes paid by Caro- 
lina Power. Can you tell the committee or are any figures available 
showing, industrywide, the amount of the revenue dollar that private 
utilities pay in taxes? 

Mr. Surron. Yes. I have those figures available and I will be 
glad to give them to you. 

Investor-owned utilities, that is, privately owned utilities, of the 
United States had gross revenues last year of $5,923 million. The 

aid taxes of $1,328 million. That is about 22.42 cents out of each dol- 

ar of revenue that we took in. Of that tax, about 13.84 cents out of 
the dollar was for Federal income tax. The remainder, 8.58 cents out 
of every dollar of revenue, was State and local taxes. 

Now to carry that down to what the tax was per kilowatt hour sold, 
the utilities, investor owned, sold last year 361 billion kilowatt-hours. 
Of that 52 billion was sold to public bodies for resale, that is, munici- 
palities and REA’s. Now if you relate the tax we pay per kilowatt- 
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hour to the ultimate consumers other than Government and public 
bodies, it was about 4.3 mills per kilowatt-hour; but if you take that 
amount of taxes and divide it by the total sum, it is about 324 mills per 
kilowatt-hour sold. 

Now if its of interest, taking the July 1, 1953, report of the Tennessee 
Valley Authority and using what they said they paid in taxes of ap- 

roximately $3,400,000, that means about one-seventh of a mill per 
ilowatt-hour paid in taxes as against around our 4 mills paid in 
taxes. 

Mr. Jonas. Of course they say, when you consider their taxes, you 
must consider the taxes paid by distributors. 

Mr. Sutton. If you do that, you get a total tax of $8 million and 
that will be about one-third of a mill as against our 4.3 mills. 

Mr. Jonas. You mean one-third of a mill against-—— 

Mr. Surron. Against around 4 mills. I would say our tax per 
kilowatt-hour sold is somewhere between 324 mills as a minimum and 
—— as a maximum, depending on what you are going to use as a 

ivisor. 

Taking the total kilowatt-hour sales to all customers, you might be 
interested in this figure which I have, that since V—J Day—of course 
industry taxes have doubled, but industry has paid approximately 
$7.5 billion in taxes, $4,442 million of this amount to the Federal 
Government. 

Mr. Jonas. Mr. Sutton, this is a general question. We have been 
concerned in this committee about a possible power shortage in the 
Memphis area and various citizens of Tennessee have testified before 
this committee urging funds for the construction of a steam plant 
at Fulton, alleging that there is no power available, and a shortage will 
exist unless that plant should be constructed. 

Now do you know any cities in the United States of comparable size 
to Memphis that own their own steam plant, or generate power for 
themselves ? 

Mr. Surron. Yes, I do. There are quite a number. Memphis, 
according to the 1950 census, had slightly under 400,000 population. 
Los Angeles had approximately 2 million, and has a steam generating 
capacity that furnishes about 42 percent of their requirements. They 
have an installation of 425,000 kilowatts of steam. 

Now in the cities of Detroit and Cleveland private power com- 

anies serve part of the load, but the municipalities serve a part and 

th of those cities are larger than Memphis. In the case of Detroit, 

they have 120,000 kilowatts of steam and in Cleveland they have 
installed and under construction 137,000 kilowatts. 

San Antonio has 173,000 kilowatts of steam and about 85 percent 
of their capacity or their requirements is generated by steam. 

Mr. Jonas. Are there any other cities in the Southeast where that 
ist true? 

Mr. Sutton. Jacksonville furnishes all of their power with their 
own steam equipment. They have installed about 171,000 and Jack- 
sonville is a city of somewhat in excess of 200,000. 

Omaha, Fort Wayne, Kansas City, Kans., and Pasadena, Calif., are 
all large cities. As a matter of fact, according to the census of the 
Federal Power Commission’s Statistics of Electric Utilities, there 
are some 120 cities that furnish their own power by steam plants. 


\ 
¥ 


2892 


—— goes down to pretty small cities. I have a list here of those 
plants. 

Mr. Jonas. Now I would like to ask you a question about residential 
heating with electric power. 

Some testimony has been offered before the committee to the effect 
that some of the cities in Tennessee are now heating many of their 
residences with power. Do you have any information on that subject— 
as to whether that is a prevalent practice / 

Mr. Surron. There is not much information available on the matter 
of house heating in the TVA territory. But it is surprising that in 
their report where they talk about range sales and other appliances 
they talk very little about the matter of house heating. But the 
Chattanooga Times, in its issue of January 13 of this year, stated 
that there are more than 100,000 electrically heated homes in the TVA 
service area, and the Chattanooga Times has always been very friendly 
to TVA, so I imagine that is correct. 

Mr. Jonas. We asked the Governor of Tennessee when he was before 
the committee to furnish us with some information on that, and he 
agreed to do it. 

Mr. Surron. Now on this matter of house heating, that is an unusual 
type of load. A home that would probably use 4,500 to 5,000 kilo- 
watt-hours for all uses exclusive of heating would probably use about 
three times that much for heating, and it would be concentrated in 
the cold season. 

Mr. Jonas. At what time of day? 

Mr. Surron. Well, it would be more during the day than at night, 
because they probably would have thermostats to cut it off. Electric 
heating is a very luxurious, fine type of service, but private companies 
have never been able to get the rate so it could compete for house 
heating with other fuels, although it is much more convenient. 

Now the point I want to bring out is that the heating of these 100,000 
customers’ homes, assuming there are that number, will probably con- 
sume more than one-quarter of the total amount taken by the entire 
1,100,000 reidential customers that TVA distributors serve. Not only 
that, but the reason it is used is because of its subsidized rate. The 
TVA rate that the distributors charge the customers in the towns of 
Chattanooga and Knoxville, for example, has a certain block for the 
first 400 kilowatt-hours; then, after the consumer has used 400 kilo- 
watt-hours, which is quite often considered the amount of current 
necessary in the average home for all purposes except heating, then the 
rate has a block of 1,000 kilowatt-hours at 4 mills. After the thousand 
kilowatt hours, it goes up to 7.5 mills for the excess. 

But then there is another little factor in there that is interesting. 
I find it in the 1951 annual report which indicates it had been in effect 
up until that time. 

Mr. Jonas. The annual report of what? 

Mr. Surron. The Tennessee Valley Authority’s 1951 report and 
after quoting the rate that I have quoted, you will note this: 

Authority will adjust bill so that the energy charge shall be 2 mills per kilo- 
watt-hour for at least so much energy as may be sold by distributor under the 
residential resale schedule at 4 mills per kilowatt-hour. 

And then the report goes on. 

Mr. Jonas. Does that mean that TVA is subsidizing the distributors 
to the extent of 2 mills per kilowatt-hour ? 
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Mr. Surron. Yes. 

Mr. Jonas. For residential use? 

Mr. Surron. For all residential use that it sells at 4 mills. 

Now I would say, taking it as a whole, that approximately one-half 
of the consumption that is used by these heating customers will come 
at 4 mills, which is subsidized at 2 mills. 

Mr. Jonas. Will you repeat that, indicating specifically the part 
which is quoted ? 

Mr. Sutton. I am reading from page A-42 of the 1951 Annual Re- 
port of the Tennessee Valley Authority in regard to the matter of 
schedules of rates and charges on which they sell their distributors, 
such as Chattanooga and Knoxville, and it is headed “Allowance for 
sales to residential customers” : 

Authority will adjust bill so that the energy charge shall be 2 mills per kil- 
owatt-hour for at least so much energy as may be sold by distributor under the 
residential resale schedule at 4 mills per kilowatt-hour. 

Mr. Jonas. Before we leave that, did you say that the first 400 kil- 
owatt-hours carry a certain rate? 

Mr. Sutton. That is right. 

Mr. Jonas. And the next 1,000 kilowatt-hours carries this 4-mill 
rate 

Mr. Sutron. Yes; that is at 4 mills, and all in excess of that is 7.5 
mills, but this is something that, according to this report, is a subsidy 
of 2 mills, which makes the suppliers get the power that they sell at 
4 mills for 2 mills. 

If I may finish my statement at this time, you will see the reason. 
They may have changed the operation since then, but I have looked 
into it, and my associates have looked into the 1952 and 1953 report, 
and here is no indication of its having been changed, but as to whether 
it is in effect at all or in part now, I do not know. 

Mr. Jonas. There is no reference to that in the 1952 or the 1953 re- 

ort. 
Mr. Surron. I did not find any. 

Mr. Yates. Wherein does the subsidization take place? As I un- 
derstand it, it is a sale by TVA to a distributor and municipalities at 
a certain rate? 

ne Jonas. It says that TVA will adjust bills and reduce them by 
2 mills, 

Mr. Surron. No; if I may correct that impression. 

Mr. Jonas. Will you speak to that? 

Mr. Surron. TVA has a schedule on which they sell power, and 
that rate to these municipalities, according to their report, averages 
in the neighborhood of 4 mills per kilowatt-hour. 

Mr. Yates. May I interrupt at that point, and ask you whether or 
no this is a 4-mill rate for all purposes ? 

Mr. Surron. No. 

Mr. Yates. Just for heating purposes? 

Mr. Surron. No, sir; what I am referring to now is the schedule 
between TVA and the municipalities. 

Mr. Yares. Yes. 

Mr. Surron. They have a schedule, or a demand charge, and when 
they get down to the last excess block of energy it is a little less than 
2 mills. 
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According to their report, all of these distributors or municipalities 
average under this schedule a rate of about 4 mills. 

Now, this distributor is required by TVA to sell to the customers— 
residential customers—on one of several rates which are quite similar, 

The principal rate, though, which most of them sell on has a certain 
rate of so many mills for the first 400 kilowatt-hours used per month. 

Then, that schedule has a next step of 1,000 kilowatt-hours at 4 mills, 
and all excess at 7.5 mills. 

That proviso which I read states in effect that for every kilowatt- 
hour that the municipality sells for residential use at 4 mills, TVA 
will rebate 2 mills, so it will cost only 2 mills. 

Mr. Yates. So that it will only cost the residents 2 mills? 

Mr. Surron. Will only cost the distributor 2 mills. 

Mr. Yares. That is because there is a 4-mill rate ? 

Mr. Surron. The ultimate consumer is paying 4 mills. 

Mr. THomas. The distributor does not necessarily have to pass it 
on to the user? 

Mr. Surron. That 2 mills which the distributor receives is to reim- 
burse him for the cost of distribution; otherwise, he could not pay 
4 mills and sell it at 4 mills. The point I bring up is that this very 
large consumption in house heating, probably around one-half of it, 
comes on that 4-mill block of the residential customers, and TVA is 
really subsidizing it, and TVA is getting only 2 mills for it. 

Mr. Jonas. They cannot produce the energy at a cost of 2 mills; 
can they 

Mr. Surron. Why, of course not. That is the subsidy that the tax- 
payers of the country are paying. 

Mr. Jonas. Can you produce power and sell it at a 2-mill rate and 
make money ? 

Mr. Sutton. No, sir; you cannot do it. You can if you donate it. 

Mr. Jonas. Are you familiar with the terms of the basic law as to 
whether or not they have authority to sell power at less than cost? 

Mr. Surron. I'am not, but my guess is that if you take the matter 
over the years, every kilowatt-hour they sell is below cost. 

Mr. Yares. As I understand your testimony, TVA makes contracts 
with its distributors for the sale of power at a certain rate, and in the 
case that you cite, at 4 mills, with respect to the sales by the distributor 
to its customers, TVA states to the distributor for sales to residential 
users: “We will charge you 2 mills, rather than the 4 mills.” 

Mr. Surron. For the sales that the distributor makes at 4 mills. 

Mr. Yates. To a residential user? 

Mr. Surron. Yes; to a residential user. 

Mr. Yates. But, TVA will only charge them 2 mills? 

Mr. Moses. That is correct. You see, the first 400 kilowatt-hours is 
at the higher rate. It is in the report, and I will give you that, if you 
would like. 

Mr. Yares. I just want to clarify this in my own mind. 

Is this done for the purpose of inducing the distributor to engage 
in a wider distribution of the power for resident uses? 

Mr. Sutron. Yes; that is my understanding, and it is principally 
for house heating. 

Mr. Yarrs. Principally for house heating? 
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Mr. Sutron. That is my understanding. That is the reason I men- 
tion that in reply to the question that was asked me about house 

Mr. Yates. With respect to the 4-mill rate that is charged by TVA 
to the distributors, is dene enough return for TVA in charging the 
4-mill rate to offset the 2-mill rebate which it gives to the distributors? 

Mr. Surton. In my opinion it falls far short of returning enough 
revenue to pay for what it costs. 

Mr. Yares. What you are saying is that the citizens have to di 
into their own pockets to pay for the cost of distribution, even though 
they get a 2-mill or a 50 percent rebate ? 

Mr. Sutton. That was not my statement, but it is my opinion that 
that is so. 

Mr. Yares. It means that; does it not? 

Mr. Surron. I was talking about TVA policies on heating. 

Mr. Yates. What about that distributor? Apparently he has to 
sell it at 4 mills, and he has to pay his own costs of distribution and 
maintaining his lines and poles, and then give a rebate of 50 percent. 

Can he break even at that 50 percent ? 

Mr. Surron. In my opinion he cannot. 

Mr. Yares. Then, the taxpayers lose that much ? 

Mr. Surron. They lose some there, as well as at other places. 

Mr. Yates. According to your statement, then, the taxpayers of the 
United States lose because the power cannot be produced and sold and 
distributed at 4 mills; is that right? 

Mr. Surron. Yes, sir. 

Mr. Yates. Everyone loses, then? 

Mr. Surron. That is right; except the consumer. 

Mr. Yates. He loses also, because he is going to have to pay taxes , 
to the city. 

Mr. Surron. He gets greatly in excess of what he pays in taxes. 

Mr. Puitutes. I am not quite clear on one point. 

Are any of your attorneys here who can testify, who are familiar 
with the TVA Act? 

The TVA could not, of course, on the opposite swing of the pen- 
dulum, say that they are not permitted to sell power to these munic- 
ipalities at a cost which would represent more than the cost to them. 

Does the pendulum swing the other way in the basic act, and say 
they may not sell this power to these distributors at less than it costs 
the TVA? 

Mr. Suton. I cannot answer that question. It is my opinion that 
they are selling their power at less than it costs them to manufacture 
it. 

Mr. Yares. You stated that in your opinion they were losing money 
in making such sales. This is predicated upon certain costs; is it not? 

Mr. Surron. I think you asked the question about both the dis- 
tributors and TVA losing money on this? 

Mr. Yares. In response to Congressman Thomas’ question, you 
stated that in your opinion the cgay, “mg was losing money in 
selling the electricity at a 4-mill rate. You also stated, as I under- 
stood your response to the question of Mr. Thomas, that TVA was 
losing money at that rate. 
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Is that assumption predicated upon certain costs to TVA, and to 
the municipalities? Are the costs that you have in mind—the costs 
that soreuiity accrue under the present setup—to a municipality and 
to TV A, or do you have in mind the cost that would accrue to a private 
utility if it were distributing that service? 

Mr. Surron. It is my opinion that there is a loss to all of them 
on the basis of accounting without taxes or interest. 

As to whether they are losing money or not, I would like to quote 
from a paper of Mr. Thomas A. Allen, president of the Memphis 
Light, Gas and Water Division, city of Memphis, Tenn, Mr. Allen 
manages one of the TVA distributors. 

In Memphis the situation is different from most of the others. In 
Memphis the city owns the gas company, which is natural gas, and 
that service is furnished at a comparatively low rate. They have not 
pushed electric heating, but here is what Mr. Allen said in a paper he 
presented in February of 1950 on the subject of electric space heating : 

Unless adequate rates to compensate for the terriffe winter peaks are estab- 
lished, electric house heating will ruin the electric business. 

I quote that to back up my opinion. 

Mr. Jonas. Is there any substantial sale of power for house-heating 
prspees at the present time, by the investor-owned utilities? 

Mr. Surron. No; customers want it, and in some few cases they can 
use it. We have in the experimental or early development stage 
something in the form of a heat pump that we think is going to take 
care of that situation. 

Mr. Jonas. If there are no further questions, we thank you very 
much, Mr. Sutton. 

Mr. Surron. Thank you very kindly, gentlemen. 

Mr. Jonas. Our next witness is Mr. Hamilton Moses. 

Mr. Moses, will you give the reporter your full name and your 
position. 

Mr. Moses. My name is Hamilton Moses, and I live at Little Rock, 
Ark. I am chairman of the board of the Arkansas Power & Light 
Co., and have been general counsel of the company since 1919. 

Mr. Jonas. Do you have a prepared statement, Mr. Moses? 

Mr. Mosks. No, sir; I do not have any prepared statement, Mr. 
Chairman. 

I asked the ye of appearing at this time to make a statement 
in connection with the general TVA picture, and I am also here in 
response to a letter from the chairman in reference to the power supply 
in the territory. 

Our company is one of the Middle South utilities group which in- 
cludes Arkansas Power & Light Co., Louisiana Power & Light Co., 
vey a Power & Light &o., and the New Orleans Public Serv- 
ice Co. 

Our pe constitutes, from the standpoint of geographical loca- 
tion, a half-moon, around the western end of Tennessee, serving the 
region separating the Tennessee Valley from our. Arkansas Power & 
Light operations. 

r. Wilson, vice president of the Mississippi Power & Light Co., 
who testified last year, will also testify, and will give the testimony 
of the companies involved in the system down there, with reference 
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to the adequacy of power and the power that can be supplied to TVA 
now, and in the future. 

We live so close to it, and have seen so much of its operations. As 
president of the Arkansas Power & Light Co, for a number of years, 
and intimately connected with it since 1919, and president of the Ar- 
kansas Economic Council and president of the State Chamber of Com- 
merce, it has been our primary job to try to develop, as best we can, 
our inland State down there, and we still think in terms of securing 
measures—securing information about which you measure the econ- 
omy and the progress of the territory. 

We think we know some things with reference to TVA operations 
and in any type of operation like it which the committee ought to 
have. 

First, I want to say we are not. here fighting TVA or opposing it. 
As a system, it is in operation. It is already there; it is of age; 
we have all got to live with it; it has good management; our con- 
nections and our contacts with them have been satisfactory. 

We have sold and exchanged quite a number of millions of kilo- 
watt-hours through the years, but we do suffer some discrimina- 
tion in that territory from some Federal preference that we do not 
feel is well in anybody’s language. 

Perhaps this has been done legally, but certainly not morally, and 
we just wanted to call your attention to the conditions with which 
we have to live, as do other sections of the country. 

You might ask “What do you mean by discrimination and pref- 
erence, and against whom are the discriminations ?” 

I think it is primarily discrimination against the surrounding 


areas, and generally, against every other section of the country that 
is not included in the Tennessee Valley. I think the Tennessee Val- 
ley is enjoying preference in the way of expansion, and in the way 
of. getting industry located there, and in the way of balancing their 
economy that is so terribly needed, that no other section in Amer- 
ica has. I think it is ae out of the public purse, and eventually, 


out of the taxpayers’ pocketbook. 

That applies to us, first as to the rates they make. No private 
industry can successfully compete with this Government in the same 
type of business, with one being highly taxed and regulated, and the 
other untaxed and nonregulated. One, certainly, has only a token 
tax problem, and a negligible cost of money and no regulation. It 
just cannot be done; it just does not operate on the same basis. 

To give you some instances down there where our company has 
been up against it, we are the source of the aluminum there for this 
territory, and Senator McClellan called us to his office one time to 
say— 

I am getting tired of having the aluminum ore question put up to me, and we have 

got to get an aluminum plant in our territory, and I am told that the reason we 

have not had such a plant is because we do not have the power, and you tell me 

that is not a fact. 

‘ I have got the Arkansas delegation here, and I have the Reynolds Metals Co. 
here, and I want to know who is telling the truth. 


Well, it was pretty direct, and at that time the Reynolds Metals 
vice president spoke up and said: 


Well, Senator, I can answer that. If the Arkansas Power & Light Co. will 
give us the same rate as TVA, you can announce an aluminum operation in 
Arkansas this afternoon. 
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Well, we could not do it. Whereupon, the Senator stated : 


I have had a number of calls from citizens, and Mr. Moses, we have got a 
chance to get an industry in our State, if you can meet the TVA rate. 

Well, gentlemen, we cannot do it. If they put all the cost in their 
rate—all the out-of-pocket costs that someone is paying—we can do 
it, and we make the proposition that if we are allowed to operate like 
TVA we will meet their rates in the morning. But, of course, we 
cannot do it. 

Now, the Atlantic Monthly not long ago had a statement by Senator 
Kennedy with reference to the discrimination and the preference rates, 
as compared with the rates of industry, which would be interesting 
for this committee to read. 

Then, in addition to that, there is talk about a shortage of power in 
the TVA area. They say, “We have to have more power, and we are 
in desperate need.” 

Well, you notice that the General Services Administration comes 
along and locates a titanium plant right down there, in what is sup- 
posed to be the shortest power area in the country. They are going 
to ship the sand from Florida, and it is just as convenient to a number 
of other places where they do have adequate power. We do not quite 
understand that. 

For a number of years the Congress has been giving TVA a special 
development fund of from $2 million to $7 million a year which they 
use in exploiting the marvelous resources of the area. There is no 
doubt about that, using a type of economy that the surrounding States 
and no other section of the Nation can afford. 

Mr. Clapp stated in the Chattanooga paper last year that if the 
Congress did not give TVA this development fund, that they would 
have to take off their payroll 344 men who are devoting their time to 
building up the possibilities of the territory, and in expanding 
industry down there. 

In their annual report, they boasted a lot—and it is true—about 
having established 42 State parks. They are doing that out of money 
appropriated from the Federal Treasury. They have been putting 
out the forest fires in Tennessee, and planting so many millions of 
acres of forest land, which was needed, and there is a great amount 
of work to be done, and that, of course, adds to the economy of every 
citizen of the territory. 

But, in our State, we do not have but seven State parks, but we did 
the work and furnished the finances, and we never asked for the 
Federal Government to help us do it. We have a fine system of re- 
forestation which our own company and the States are doing in 
regard to putting out fires, and general reforestation, and so forth. 
We are doing our State development work ourselves. We do not 
have but 8 or 10 men working at it besides the chamber of commerce. 
They are asking you for that fund this year, and I am telling you 
it is not right to any other section of this country for you to give 
them that fund, and we have come to lay it on your conscience, and 
on your hearts with the knowledge that if you understood the situa- 
tion you would not do it. 

You might say “Why do you have that discrimination; why do you 
say this about the costs and why can you not sell power as cheap as 
they can?” 
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We can. There is no miracle in running a powerplant and no 
miracle in building a powerplant. There is nothing miraculous about 
it. TVA, with good management, can build them as cheap as we 
can and the people which we have can build these plants as cheaply 
as they can, and can operate them as cheaply as they can, but I want 
to call your attention to this matter of paying its way. 

Mr. Tuomas. Let me interrupt you a minute. You are a very fine 
advocate, but I have a question or two which I would like to ask. 

Mr. Mosegs. No, sir; I am a pretty poor advocate, as far as that is 
concerned. The only case which I ever pleaded was for myself, and I 
lost it. 

Mr. THomas. What about the construction of these plants? Did I 
hear you say that TVA can build them as cheaply as you can? 

Mr. Moses. Yes, sir; they can. One system of engineering and one 
system of contracting can build a powerplant about as c peanhy, = 
another syste mean, just like in the construction of a building. You 
might run across some special circumstances that would make it a 
little more expensive at one place than at another. 

Mr. Jonas. They do not contract this work. They keep their con- 
struction workers on this payroll all the time, do they not ? 

Mr. Mosss. I do not know how they do it, but some of the utility 
companies do it the same way, some by contracting the work and some 
by building it, depending on the size of the operation. Ordinarily, 
we have to have engineers and contractors together to do it at the big 
plants. It would probably be wise to do it that way. 

Mr. Yates. I am impressed with your statement that, by and large, 
TVA and the private power groups are pretty much in the same 
type of category as far as their operations are concerned; that one 
could operate as cheaply as the other under the same set of circum- 
stances. 

Mr. Moses. That is pretty generally true. 

Mr. Yates. What is the difference in cost, as you see it, in the opera- 
tions by the TVA and the private power companies ? 

What costs do you charge that TVA does not charge, and what 
subsidies do they receive that you do not receive ? 

Mr. Mosrs. Follow me on this chart. 

Mr. Yates. I want to do that. 

Mr. Mosgs. Here is the TVA operating statement for 12 months 
ending June 30, 1953, and of course, gentlemen, all the information 
which we have on TVA is information which we get from its own 
reports. 

te 1953 they took in $104,877,000. Their revenue is listed up here 
on the chart, as you can see, and that is their own statement. 

Their expense of operating, and so forth, according to their own 
statement, was this many millions of dollars—$82,165,650. Their pay- 
ment, in lieu of taxes, is $3,418,110. Their interest payments were 
$667,395, which appears to be at a rate of 2 percent interest on about 
$34 million. 

Including interest on bonds? That they have outstanding they had 
a total operating outgo from the TVA operation standpoint of $86,- 
251,155 or as they put it, and published it, a net income per TVA 
report of $18,626,714. 
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These are costs which they have incurred, but let us see about other 
costs which someone else is paying. 

Someone is paying interest on that money, which means, in effect, 
TVA had $834,489,000 advanced from the Federal Treasury. Those 
were Government funds which they had and, of course, being tax- 
payers’ funds, the Government received no interest. 

t has to come from the taxpayers or by the sale of bonds. There is 
$834 million on which they paid no interest whatever. What in- 
terest should TVA pay? We do not presume to put this in as any 
basis for their operations, or to suggest the way that Congress ought 
to try to make them proceed, but we put it in on the basis to get the 
facts before you. 

Mr. Yates. I would like to ask you whether the funds you are speak- 
ing about now were devoted solely to power purposes. 

Mr. Mossrs. Yes, sir; this is all power; it has nothing to do with 
these other matters. 

Mr. Yates. It has nothing to do with navigation or flood control? 

Mr. Moses. No, sir; this involves nothing but power facilities. I 
have been working with little business for a long time down in my 
State, trying to help our State get a little better place in the sun, and 
you charge little business 6 percent interest, and if anyone needed 

elp, little business does need help now. 

You charge the farmers 4.5 percent for money; you charge the 
veterans 4.5 percent, and what are you going to charge a Government 
operation in competition with private business? What interests 
should they pay? We do not presume to tell you that, but we just 
thought, certainly, if you figured this as a matter of illustration, on 
3 percent, you will see what I mean. 

T atended a White House conference not long ago, when the Secre- 
tary of the Treasury came before a group, and told the financial situa- 
tion of this country, and you know one of the main things they wanted 
done was for us to go back and get people to buy bonds. We are 
spending several millions of dollars a year, literally, begging the 
American people to buy bonds of the United States Government to 
keep our finances safe and secure, and it ought to be done; it is a 
fine thing. You can buy all you want now and get 3 percent. So, is 
it not fair to figure this at 3 percent? Bearing in mind that the 
Tennessee Valley is still getting a preference as private industry and 
private utilities have to have around 6 percent to finance their business. 
They have to have it if they are going to do a good job. 

Mr. Yates. When you say 6 percent, you mean that is what you pay 
on your bonded indebtedness? 

Mr. Moses. That is what we are allowed to earn on the amount in- 
vested in our properties—the overall amount—just like this $834 
million. 

Whatever our investment is, we have to earn around 6 percent. The 
law carries that regulation, and the other utilities in Tennessee are 
entitled to that under the law. 

Under our State law we can earn up to 6 percent and no more. 

Mr. Yares. You are talking about your rate of return ? 

Mr. Moses. Yes, sir; the rate of return on the money actually in- 
vested in the property, and devoted to the business. 

Figuring it at 3 percent on the money TVA owes the Treasury and 
on which they paid nothing, forgetting taxes and forgetting every- 
thing, last year they had a deficit of $6,407,000. 
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On the question of taxes, should TVA pay taxes? Well, that is a 
matter of political philosophy, of course, but VA is in competition 
with private industry, and if you are not going to discriminate against 
every other section of the Nation you have to put that business that is 
in competition with us on the same basis as the surrounding utilities 

ay. 

We tried to find out what that was, and we sent over to the State of 
Tennessee to find out what the State of Tennessee does in assessing and 
requiring their own private utilities to pay. We found that if the 
Tennessee Valley Authority had paid taxes on their properties based 
on other utility payments in Tennessee for 1952 that the tax payment 
would have been $79,623,000, bearing in mind that that includes both 
Federal and State taxes and everything. We have a pamphlet which 
I want to give every member of the committee which breaks that 
figure down. 

We have made a little chart, and here are the taxes paid by TVA, 
represented in this little stack right here, in 1952, an amount of 
$3,418,000. If TVA had been assessed like the other utilities in Ten- 
nessee, it would have amounted to $79,623,000, 

A little over one-half of it is State and local, and the rest Federal 
taxes, but look at the next line down there, which gets right down to 
the basic facts. 

Mr. Puitues. This, I think, Mr. Moses, probably should be put in 
the hearing, because it can be translated into figures. It is a little dif- 
ficult to put charts in the record. 

Mr. Mosrs. I shall be glad to do that. 

Mr. Puiuips. It has been suggested that this pamphlet be put 
in the hearings without the visual chart, just the tabular chart. If 
that has not already been done, it is authorized to go in. 

(The material referred to is as follows :) 


A NeteHsor Looks at TVA 


Based on statement by C. Hamilton Moses, chairman of the board, Arkansas 
Power & Light Co., before Memphis Public Affairs Forum, November 2, 1953 


The TVA is a question that affects the homes and business of every citizen 
in the South. Yes, and the pocketbooks of the Nation. We are not opposing 
TVA. We want to help, not hurt. We are your neighbors. We are your trade 
territory. We want to see you prosper. We will not become embroiled in a 
political controversy. This is not a question of politics. It’s too late for that. 
It’s a question of justice and sound business and neighbors dealing fairly with 
each other. 

TVA is already here. It’s now of age—apparently a long way from maturity. 
TVA is your baby. We must all learn to work and to live with TVA. We must 
not let TVA become another Mason and Dixon's line, where political antagonisms 
are engendered and feelings of discrimination and injustice arise to haunt the 
future. 

Our relations with TVA have been satisfactory. It has good management. We 
have never had any controversy. We have bought lots of power from and sold 
lots of power to the TVA. Our system is now selling TVA some 60,000 kilo- 
watts around the clock. It could have more if it needs it. 

In the last 10 years we have had various suggestions from different con- 
cerns—some proposing to invest millions of dollars and going to bring hundreds 
of employees to our State—saying to us: “Give us the TVA rates and we will 
locate in your State.” Folks, that’s not only tough competition, but it’s not 
right in anybody’s language. We cannot bid against our Government unless 
and until it includes all actual costs in its rates. 
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TVA and the tarpayer 


Now comes TVA asking the Federal Treasury to provide funds to construct 
a monstrous generating steam powerplant of 450,000 kilowatts at Fulton, Tenn. 
This plan is to cost $90 million. TVA could build this plant without any drain 
on the Federal Treasury by issuance of revenue bonds but TVA would have to 
pay interest. 

This property will not be on the tax books. TVA on its present basis would 
pay $306,000 annually in lieu of taxes on this property. If this powerplant 
were built by a private utility, and taxed on the same basis as the private utili- 
ties in Tennessee, the annual tax bill on this plant would be $7 million. Some- 
body will make up this difference. In addition, the private company would 
have to pay interest on the money invested in the plant. 


TWO VITAL QUESTIONS 


TVA claims its power operations pay its own way. This is not a fact. TVA 
operations are running in the red every year. It can never pay its just charges, 
like the other utilities in the area with which TVA is in competition, without 
substantially raising its rates, 

This raises two important questions : 

1. How much taxes does TVA really pay—how much taxes are being paid 
by other people in the area in competition to TVA—and how much taxes is TVA 
passing on to other taxpayers? 

2. What does TVA pay for its money—does it pay the cost of money to the 
Government, or is that cost passed on to the taxpayers of the Nation? 

These are two vital questions. We don’t believe the people of the great 
State of Tennessee want any preference. We don’t believe that they want to 
discriminate against their neighbors. We believe the people of the valley want 
to pay all costs actually incurred in their power rates. 

We give here the facts bearing on these two important questions. 


DOES TVA PAY ITS FAIR SHARE OF TAXES? 


Whether TVA is paying its fair share of taxes is a simple matter of dollars 
and cents, All citizens and businesses deserve equal treatment in respect to taxes. 
Certainly utility enterprises, whether a gas, water, telephone, or electric com- 
pany, should be taxed on a comparable basis. This is not true in Tennessee. This 
preference and multimillion dollar exemption for TVA is as follows: 


State and local tares 

State and local payments (in lieu of taxes) made by TVA for the 12-month 
period ended June 80, 1953, totaled $3,418,110... This is thirty-four one hun- 
dredths percent of TVA’s net utility plant of $1,009,165,2562 Five utilities op- 
erating in Tennessee * paid $1,784,470 in State and local taxes in 1952 on a net 
utility plant of $35,358,575. This is 5.05 percent of net utility plant. 

If TVA had been required to pay State and local taxes on its net utility plant 
on the same basis as the Tennessee utility companies were required to pay, TVA’s 
payment would have been $50,962,845 or nearly 15 times as great as they were. 


Federal tazes 

TVA pays no Federal taxes. 

Five utility companies operating in Tennessee paid $1,003,708 in Federal taxes 
in 1952 on net utility plant of $35,358,575 at December 31, 1952. This is 2.84 per- 
cent of these companies’ net. utility plant. 

If TVA had been required to pay Federal taxes on its net utility plant on the 
same basis as these Tennessee companies were required to pay, TVA’s payments 
for these purposes would have been $28,660,000. 


DOES TVA PAY ITS COST OF MONEY? 


The Government makes loans to other types of businesses and charges from 
41% percent to 6 percent interest. Privately owned companies must pay 6 percent 


1P. 11, TVA financial statement for year ended June 30, 19538. 

2? Pp. 4 and 5, same report. 

2 Kingsport Utilities, Inc.. Nashville Gas Co., Chattanooga Gas Co., City Water Co. of 
Chattanooga, and Memphis Street Railway Co., as reported to the Tennessee Railroad and 
Public Utilities Commission. 
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for their money. TVA’s financial statements for the fiscal year 1953 show that 
the net non-interest-bearing funds that the United States Treasury has put up for 
the TVA power program amount to $800,489,722 as of June 30, 1953. 

Any citizen can get 3 percent on Government bonds, If TVA is to retire the 
Government advances over a period of 40 years and pay 3 percent interest on 
such advances, it would require 4.326 percent on the principal amount of the 
loan. In this case TVA would have to pay, during this fiscal year, 1954, 4.326 
percent on the $800,489,722 of non-interest-bearing Treasury funds they had 
at June 30. This would require $34,629,185 for this current fiscal year, and 
every vear thereafter. 

Then if TVA makes a statement of its operations for the 12 months ending 
June 30, 1958, including taxes as paid by other utilities in Tennessee and including 
interest at 3 percent and amortization of the Government advances for the power 
program on a 40-year basis—this would be the operating statement : 


TV A—12 months ended June 30, 19538 
$104, 877, S69 
85, 583, 760 


| 


76, 205, 028 


Balance, deficit (loss) 56, 910, 919 
Add minimum interest and amortization on $800,489,722 of non- 
interest-bearing Treasury funds expended by TVA in power 
program, interest at 3 percent 34, 629, 185 


Minimum amount by which TVA failed to pay its way (loss)_---- 91, 540, 104 


Expenses, including 
Additional taxes, on basis that other utility companies in Tennessee 
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Tax expense of various utility companies, year ended Dec. 31, 1952 


Oklahoma 
|\Gas & Elec. 
Co. 


Alabama | Georgia | Kentucky Fy te Ark-Mo 
Power Co. | Power Co, |Utilities Co.) Co | Power Co. 


| 
Gross plant account_____- $309, 532, 907) $357 47, 183, 487) $112, 329, 115 $87, 627,321} $21, 300. 631/$152, 848, 056 
Depreciation reserve 216, 463) 51, 138, 886! 2, 750, 303 2, 997, 580) 17, 938, 183 


Net plant account. 316, 444| 305, O44, 92, 370, 0, 222 877, OLS 


18, 302, 773) 134, 908, 873 
‘axes: 
State and $4, 894, $5, 304, $1, 573,477; $1, 442 $400, 607 2, 492, 854 
Percent net plant 1.70 1. § 85 
Federal taxes__- $10, 566, $11, 136, is $5, 113, 800 $3, 875 2m 9 
Total taxes __- | $15, 460, 767 $16, 830, 4 $5, 687.2 277| 
Percent net plant_____| 6.00 5. 49} 7. 24) 


On comparable basis TVA 
would be: | | 
State and local $19, 174, 349) $17, 761, 502) $17, 155, 996) $19, 477, 102! $22, 100, 960 
41, 376, 226) 37, 642,274) 55,908,365) 2 17 4,412) 38, 146, 46, 


Total : 60, 550, 575) 65, 403, 776| 73, 064, 361 651, 60, 247, 822 


Times amount paid by 17.6 
| 


Source: Moody’s Manual for Public Utilities. 


Taxes paid by TVA and its distributors in 1952 compared with 5 Tennessee utilities 
and others 


Net utility 
plant 
| investment 


Taxes as 
percent of 
utility plant 


Tax pay- 
ments 


TVA ae 1952) ! | $814, 279,947 | $3,036, 000 
iv --} 302, 401, 059 4, 672, 000 


581, 006 708, 000 


Kingsport Utilities (1952) 2. 5 | 416, 228 
Nashville Gas Co. (1952) 2_____ a“ ais 77 939, 922 
Chattanooga Gas Co. (1952) is 5, "781, 435 275, 176 
City Water Co. of Chattanooga (1952) 2__ 10, 796, 992 324, 182 
Memphis Street Railway Co. (1952) 2 5, 634, 832 | 832, 670 


Arkansas Power & Light Co.?__...-___- 
Middle South System 3 ‘ 
Southern Bell ‘elephone “Telegr aph Co. (1952) 2 


112 months ended June 30, 1952, per published reports. 

2 Calendar year 1952 as reported to Tennessee Railroad & Utilities Commission. 

312 months ended June 30, 1953. 

4 Facts About TVA published by TVA, May 18, 1953, states (p. 6) that this amount for fiscal 1953 was 
$8.310,000 but does not state the amount of TVA distributors plant investment for that period. Since 
TVA has reported its payments in lieu of taxes for that period as $3,418,110, it follows that the distributors’ 
payments in the more recent period must have been $4,891,890 on an investment in excess of $300 million, 


TVA and distributor taxes if placed on same basis as other utilities 


TVA 


TVA 


| distributors Total 


Actual tax payments ! | $3, 036, 000 | $4, 672, 000 | $7, 708, 000 


| Private taxes 
Federal é more than 
| va 


local 


Taxes TVA would have paid ifon same basis as: | 
5 Tennessee companies. ...-.....----------- | $56,392,391 | $31,713,741 | $88, 106, 132 | 
M lddle South system | 30, 708,728 | 38,972,167 | 69, 680, 895 


35,733,792 | 48, 463, 956 84, 197, 748 
| | 


State and | 
| 


112 months ended June 30, 1952, per published reports. 


$18, 669, 761 
39, 559 709 
58, 229, 470 

| 

| 

0.37 
1.54 
9.76 
10. 58 
| 4.76 
3.00 
14.78 
Total, 5 Tennessee companies____- =~ 4 2,788,178 | 7.89 
167,577,931 | 7,339, 599 | 438 
_..------| 418,385,332 | 26, 112, 480 | 6.24 
898, 653, 473 | 67, 734, 887 | 7. 54 
Times 
11.4 
9.0 
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MORE FACTS: TVA TAXES COMPARED WITH NEIGHBORING UTILITY COMPANIES 


State and local tares 


Arkansas Power & Light Co. paid $2,843,942 in similar taxes during the same 
period, This was equivalent to 1.7 percent of the net utility plant of $167,577,931 
of the company. 

If TVA had been required to pay State and local taxes on its net utility plant 
on the same basis as was required of the company, TVA’s payments for these 
purposes would have been $17,155,809 or five times as much as they were. 

The Middle South Utilities Co. system, of which Arkansas Power & Light Co. 
is a part, paid $11,513,284 during the same period on its net utility plant of 
a oats at the same date. This is equivalent to 2.75 percent of its net utility 
plant. 

If TVA had been required to pay State and local taxes on its net utility plant 
on the same basis as was required of the Middle South System, TVA‘'s payments 
for these purposes would have been $27,752,000 or over eight times as great as 
they were. 

Southern Bell Telephone & Telegraph Co. paid $28,721,000 in State and local 
taxes during 1952 on net utility plant of $898,653,000 at the end of 1952. This is 
equivalent to 3.20 percent of its net utility plant. 

If TVA had been required to pay State and local taxes on the same basis as 
Southern Bell Telephone & Telegraph Co., TVA’s payments for State and local 
taxes would have been $32,293,000, or over nine times as great as they were. 


Federal taxes 

Arkansas Power & Light Co. paid $4,495,657 in Federal taxes during the 12 
months ended June 30, 1953. This was equivalent to 2.68 percent on the com- 
pany’s power assets of $167,577,931 at that date. This amount reflects a deferral 
of $650,348 due to company having certain rapid amortization certificates. 

If TVA had been required to collect and pay Federal taxes on the same basis 
as was required of the company, TVA’s payments for support of the Federal 
Government would have been $27,045,000 instead of nothing whatsoever. 

If Arkansas Power & Light Co. had not had tax amortization certificates by 
which $650,348 of Federal taxes were deferred, the Federal tax equivalent would 
have been 3.07 percent of utility assets and the amount TVA would have been 
required to pay on a similar basis would have been $30,981,000 or $3,936,000 more 
than equality would require with the certificates. 

Similarly, the Middle South system paid $14,599,196 in Federal taxes during 
the period. This amount was $1,632,000 less than it would have been if the 
system companies had not had the benefit of certain amortization certificates. 
This was equivalent to 3.49 percent of net utility plant after the benefit of these 
certificates by which $1,632,000 of Federal taxes were deferred, and would have 
been 3.88 percent if system companies had not received these certificates. 

If TVA had been required to collect and pay Federal taxes on the same basis 
as was required of the Middle South system, TVA’s payments for support of 
Federal Government would have been $35,219,000 with benefit of the certificates 
and $39,155,000 without benefit of the certificates. 

Southern Bell Telephone & Telegraph Co. (which operates in Tennessee) paid 
$39,013,000 in Federal taxes during 1952 on net utility plant of $898,653,000 at 
December 31, 1952. This is equivalent to 4.34 percent of this company’s net 
utility plant. 

If TVA had been required to pay Federal taxes on its net utility plant on the 
same basis as Southern Bell was required to pay, TVA’s payments for this pur- 
pose would have been $43,798,000. This added to the amount of State and loca! 
taxes TVA would pay on the basis of Southern Telephone and Telegraph would 
make a total TVA tax payment of $76,091,000. 


What's THE ANSWER? 
TREAT ALL CITIZENS ALIKE 


TVA electric power operations should be put on the same basis as the opera- 
tions of investor-owned utility enterprises with whom they compete. This is 
fair to everybody—taxpayer and consumer and citizen alike. It gives no group of 
citizens any preference and discriminates against no section. 
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TWO CHANGES WOULD PUT TVA ON FAIR BASIS OF OPERATIONS 
1. Pay taxes to local and State subdivisions and to the Federal Treasury on 
the same basis and to the same extent as are paid by their competitive non- 
Government power-producing enterprises. 


2. Pay annually the interest on the money invested in power facilities at the 
cost of that money to the Government. 


ARKANSAS Power & LigHT Co. 


Mr. Moses. The Southern Bell Telephone Co. operates in the same 
area. It is both wholesale and retail, if you want to call it that— 
dealing in long distance and local calls, and its assessments are made 
by almost the same regulatory bodies that assess the other properties, 
and which would assess TVA. The Southern Bell Telephone Co. 
plant is about the same size plant, and has about the same amount of 
property devoted to public use, and the Southern Bell, operating as 
a private industry, paid last year $76 million, in round figures, 43 
million of which was Federal, and $33 million of which was State and 
loeal. 

Now, if the TVA paid taxes on the same basis as the Southern Bell 
Telephone Co., their deficit in operations last year would have been 
$79 million. I do not know whether it should be on that same basis 
or not, but it should be on some reasonable tax basis, perhaps on the 
same basis as that of the utilities that touch that surrounding area. 
That looks pretty fair. You could pick out the 8 or 10 utilities com- 
panies operating in that surrounding area, and see what taxes they 
pay, on the average, and then assess TV A just like them on that basis; 
on that basis TVA had a deficit of $64 million. 

To be a little more realistic and a little more political—because if 
I had not done this, they would have said that the Arkansas Light & 
Power Co. taxes were less than anyone else down there, and they would 
have said that I would have not been fair about it. Our taxes in 
Arkansas are lower than those in Tennessee and the other States. 
That is something which the outsiders ought to realize when they get 
ready to locate plants, of course, but on the basis of the Arkansas 
Power & Light taxes, last year TVA taxes would have been $44,000,000, 
and they paid $3,418,000, and their deficit would have been $47,191,000. 
Think about that, gentlemen. Do you know how much money we 
would have to collect at their rate to pay the Federal interest, and 
additional taxes, if they were private utilities, and required to pay taxes 
on the Federal basis‘ We would have to collect about twice the 
amount from our customers, over what they are paying now, if we 
were going to pay the interest and taxes, based on the TVA operations. 

The Arkansas Power & Light Co., for the last 4 or 5 years, has made 
a return of less than 6 percent—around 5.5 percent, for those years, and 
we have not seen fit, yet, to ask for a rate increase. 

Our law permits us to accumulate up that red deficit, the same as 
it permits us to earn no more than 6 percent: they won’t let us have 
it, but they let us accrue this deficit; our deficit is around 3.5 to 4 
million dollars. If we collected that from our taxpayers under the 
present rate of taxes, we would have to collect twice that much money, 
and we would give the Government one-half of it, and we would keep 
one-half of it. 

Gentlemen, you cannot operate under those circumstances down 
there. 
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Mr. Yates. I do not understand your point, and I hope you do not 
mind these interruptions. 

Mr. Mossrs. No, sir. 

Mr. Yates. I was under the impression that your State commission 
permitted—you are operating under rates that were established by 
your State commission ? 

Mr. Moses. Yes, sir. 

Mr. Yarrs. Is your State commission compelling you to operate at 
a deficit ? 

Mr. Moses. No, sir; they are not. 

Mr. Yares. I gathered, or received the impression, that you were 
operating in the red. 

Mr. Moses. We lack earning the full 6-percent return, and we have 
not yet asked for a further rate increase. 

Mr. Puriuips, That is your return upon the investment, and that 
return is less than 6 percent? 

Mr. Moses. Yes, sir. 

Mr. Yares. That is, your return is limited to 6 percent? 

Mr. Mosts. Yes, sir; that is what we are entitled to earn. I think 
we could file an application for a rate increase, and get it, but if we 
got it, and if we make up our deficit of, say, 3 or 4 million dollars, 
we have to collect twice that much from our customers. That is one 
reason we have tried to get back to a situation where we can build up 
our territory so we can earn our 6 percent and not have to collect 
double the amount from our customers, and give one-half of it to the 
Government and keep the other half. ‘ 

This competition is tough. Anyone who is in competition with his 
Government, I am telling you, is up against the stiffest competitor on 
earth, which is the United States Government. The only reason for 
that is that TVA is not putting all of its cost in power rates which 
it is charging down there. 

Gentlemen, we cannot tell you what to do about it, or how to do it, 
but we place these facts before you in the hope that some way, some- 
how, if that operation keeps on going in competition with private 
industry, it will be on the same basis of private industry. The people 
of Tennessee say they do not want any preference. The representa- 
tives from Tennessee say they want to pay their way; that they do not 
want any preference and they have done an awful good job of selling 
the public on the fact that they are paying their way and that they 
make a profit, when they paid a small amount of interest, and token 
taxes. 

Mr. Pumures. Your testimony is that this refers only to their power? 

Mr. Moses. That is right. 

Mr. Puttures. In other words, beyond their power, any other activi- 
ties, and operating costs which would have to be financed in some way ? 

Mr. Mosss. Yes, sir. 

Mr. Pututes. And those costs should be added to the deficit? 

Mr. Moses. Well, that depends on whether you are going to make 
recreation and navigation, and the development of State parks, and 
things such as that, stand on their own feet, or not. I do not know 
about that. 
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Mr. Pututres. But, you are under the impression that someone has 
to pay for it? 

Mr. Moses. Yes, sir; someone has to pay for it; there is not any 
doubt about that, gentlemen, and there is not any doubt but what 
every other section of this country is helping to pay the bill for those 
electric consumers in Tennessee. 

Mr. Jonas. You are familiar with the rates in your territory ? 

Mr. Mosrs. I believe so. 

Mr. Jonas. How do your rates in Arkansas to cooperatives compare 
with those from the Tennessee Valley Authority ? 

Mr. Moses. Our rates to cooperatives are cheaper than TVA based 
on the present Arkansas consumption. 

I saw Senator Kefauver in the hall yesterday, and stopped him and 
spoke to him, and he said, so far as he was concerned, I could go back 
to Arkansas and stay. 

That is what I am fixing to do, if I can, this afternoon as soon as I 
finish here. 

Mr. Jonas. You started to make the statement that your rates to 
cooperatives compare with TVA rates. 

Mr. Moses. So far as cooperatives are concerned, our rates are 
cheaper than the Tennessee Valley rate or the SPA rate. For the in- 
formation of the committee I will submit a statement that deals with 
that question. It is a right smart cheaper. 

(The matter referred to is as follows :) 
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Mr. Tuomas. How do you do that, and pay taxes ‘ 

Mr. Moses. Well, we have given a preference to the cooperatives. 
They might propose another TVA over in the Southwest. This TVA 
story is a pleasing story and the people like to receive a little gratuity, 
and believe in it, and it gets to be a part of their political system. 

So, we are going to have to do an awful good job on operating and 
selling our own people over there, to keep from having a TVA in our 
territory, comparable to the SPA. 

Private business and Government-operated business cannot live side 
by side. 

My boss and I, when I was his lawyer, were in the Senate Chamber 
the afternoon that the TVA bill was passed, and no one then had any 
idea and no one dared dream as to what Congress would let TV A grow 
to in 20 years. They said $300 million was all you would ever need to 
give them. You have $1.7 billion in it now, and nearly $1 billion of it 
isin power. Mr. Clapp testified before you last year, in regard to this 
matter, and in the next 5 years you will have another $1 billion for 
power. You see what you are doing to that territory down there, and 
to the other sections of the Nation ¢ 

Gentlemen, it is not right. 

Mr. Prius. Is there anything in the TVA Act that authorizes 
TVA to expand beyond the present limits / 

Mr. Moss. I do not know anything about that. I understand TVA 
fixed their own boundaries and the act itself did not confine it. They 
took over all of the companies operating in the area, and when it was 
seen that they were going to take over a right smart slice of the utility 
operating area, the utilities made the best trade they could and con- 
fined TV A to 14 counties by negotiation, but not by any legal limita- 
tion. 

Why they did not cross the Mississippi River, I do not know. 

Mr. Priiures. Mr. Moses, a great deal of money has been spent by 
the TVA for the improvement of Tennessee and the States, I presume, 
in which it operates—but mostly Tennessee—through this what we 
call chamber of commerce activities, but also the claim is made that 
this cheap power put into the State of Tennessee and the immediate 
adjoining territory has materially improved the condition of the State 
of Tennessee. 

Do you find that the people of Tennessee now are that much better 
off in every way ; that people of Tennessee are much better off than the 
people and businesses of Alabama, Mississippi, Arkansas, Kentucky, 
Georgia, and so forth ? 

Mr. Moses. I have seen a good many statements and reports on that, 
and, being president of our state chamber of commerce, I would say 
that in Arkansas by using the 12 factors by which you measure the 
economy of the people, we are better off than they are, but you might 
get some dispute on that. 

I will say this: Tennessee Valley Authority is a good deal better 
off. TVA has 23,000 members—employees down there—which is 10 
times what we have, They have done a good job, Mr. Chairman, We 
do not come here to criticize their business, and I do not know if you 
can blame the people of Tennessee for getting everything they can 
get. 


A 
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We are up here begging every place we know of to get something 
for our State. 

Some time ago I was talking to the Secretary of the Air Force, and 
he said that when he was Secretary of Air he had to locate one of the 
large bases in the Tennessee Valley because it was the only place that 
had any power. 

Gentlemen, if there is any place on earth about which you can say 
that, it is not the TVA area. Phey have not had any power of any con- 
sequence since the start of the last World War. 

Mr. Putuies. It is all accounted for? 

Mr. Mosrs. Yes, sir; and a lot of their operations were carried on 
because we people in the United States were helping them carry on, 
which we were glad to do and there was no complaint about that. 
Our complaint is that Congress ought to stop giving preference to 
them. They have had enough preference, for these many years. 

Mr. Pumps. You want preference, or an even break 

Mr. Moses. We just want an even break. 

Mr. Jonas. The statement is often made that when TVA began, only 
a small percentage of the farms were served with electricity, and that 
now more than 90 percent are served with electricity. 

How does your situation in Arkansas compare with that ? 

Mr. Moses. Very favorably. What I think they have reference to is 
the date on which they started operations. They started operating 
back in 1932 when a very, very small percentage of farms down there 
were electrified, not only in Tennessee, but everywhere in the country. 

Back in 1932 the farmers were broke, and could hardly pay for 
anything. The Rural Electrification Administration has done a mag- 
nificent job, and it was one of the best laws we ever had. 

Mr. Jonas. I am asking you what have you accomplished in 
Arkansas? 

Mr. Moses. We have done just as good as Tennessee. Our little 
company down there has carried more lights to more farmhouses than 
all the cooperatives in Arkansas put together. In our territory we are 
about 90 percent saturated, so far as rural electrification is concerned. 

Mr. Prutiirs. We have run past our deadline of 12:30. Will you 
be able to be back this afternoon ? 

Mr. Mosrs. I would appreciate if you could finish with me now. 

Mr. Anprews. Could your company furnish any power to the 
TVA? 

Mr. Moses. Yes, sir; we furnish substantial amounts of power over 
there. Mr. Wilson is going to testify on that. 

Mr. Yates. Mr. Moses, what is the difference in costs that are 
charged by your company, and those charged by TVA? 

Mr. Moses. I would say that TVA rates, ordinarily, and this is a 
guess, but I am sure it is about 35 percent to 40 percent cheaper than 
ours for the reason that they do not have to pay the cost of money, 
and interest, which our company does have to pay, which is about 
43 percent of our total cost. In other words, on hint we take in we 
pay out about 48 percent for the cost of money and taxes. TVA pays 
about 4 percent. That is the difference. 

I made some calculations yesterday for all of the companies that 
touch the Tennessee Valley, adding up all of their gross revenues and 
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then adding up their cost of money and taxes; it is about 43 percent 
they pay. 

That is the difference in cost. 

Our operations are just as good, and just as economical—every bit 
as good—and our construction is just as good. We construct our 
plants just as cheaply. We have cheaper fuel than TVA, and given 
the same tax rates and the same costs of money, we will undersell 
them any day in the year; not much, but as a result of the difference 
in the cost of fuel. We cannot do it any better than they can, but 
our fuel costs less. 

Mr. Yates. The principal difference in your cost is in the fact that 
your cost of money is so great ¢ 

Mr. Moses. Cost of money and taxes. 

Mr. Yares. In connection with your analysis, let me say that, I 
asked Mr. Clapp earlier this year what the book value of TVA’s 
power account was, and he said $924,500,000. 

Mr. Moses. Yes, sir. 

Mr. Yates. That was approximate, and with a depreciation account 
of $121 million. 

Should the calculation that you have handed us take into considera- 
tion 6 percent on that, as being the return which TVA would nor- 
mally be entitled to in view of the fact that you said utilities are 
entitled to 6 percent? 

Mr. Mosrs. That is true, but if you are going to put them on the 
same basis, you would have to figure the interest at 6 percent, and my 
chart figures it at only 3 percent for just interest, and nothing more. 

Of course, private utilities cannot get their money for 3 percent. It 
costs us 6 percent to get our money, and we are operating on someone 
else’s money and paying them a charge on the money at the rate of 
6 percent. 

Mr. Yates. Since when have you paid 6 percent ? 

I was under the impression that your utilities were able to get their 
money at pretty cheap rates. 

Mr. Mosss. It depends on what you are talking about. Utility 
bonds are pretty cheap, but preferred stocks cost a good deal more 
and common stocks cost a good deal more. 

Mr. Yates. Is 6 percent the average cost ? 

Mr. Moses. Yes, sir; 6 percent would be the average cost, and it is 
the legal rate of return allowed on the basis that it is necessary in order 
to properly finance the property. That is a legal finding, and also a 
financial fact. 

Mr. Yates. In addition to what Mr. Clapp stated, I would like to 
go into this further question. 

Mr. Moses. I want to say this: These figures are taken from their 
1953 annual report, and this little pamphlet I am leaving here with 
you gives the information and the reference to the statement, and you 
can see where it came from. 

Mr. Yates. Mr. Clapp stated that in order to have a fair compari- 
son between TVA and a private utility, it would be necessary to in- 
clude within the TVA setup the distribution system that distributes 
TVA power. 

Do you agree with that statement? 
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Mr. Moses. No, sir: I do not particularly agree with it. I do not 
know that it makes any difference, but we have done that, and it does 
not make too much difference in the outcome. 

The distribution pays about 4 times the taxes that TVA pays and, 
overall, on their property account, TVA in 1952 paid thirty-seven 
one-hundredths of 1 percent. TVA distributors paid 1.54 of 1 percent. 
The average of the 2 is sixty-nine one-hundredths of 1 percent on taxes 
that they actually paid. The 5 Tennessee utilities paid 7.89 percent 
compared to 0.69 percent paid by TVA and the distributors Jointly. 

Mr. Yates. Mr. Moses, Mr. Clapp stated also this: 

The TVA was told by law to establish rates for resale by agreement with the 
distributors of TVA electricity in such a way as to get the widest distribution 
of electricity at the lowest possible cost. 

Mr. Yares. That is in the law? 

Mr. Ciapp. That is in the law. 

This being true, TVA cannot increase its rates ¢ 

Mr. Moses. Under the law they should not be restricted to that. 
They have never collected the costs. In the operation of any busi- 
ness, it includes necessary costs of money and taxes. 

Mr. Yares. That is the principal cost that distinguishes your opera- 
tion from TVA? 

Mr. Moses. Yes, sir; I think that is true. 

Mr. Yates. He said further: 

We were also told to give preference to States, counties, municipalities, and 
organizations of citizens not organized for profit. 

Are you required to do the same? 

Mr. Moses. No, sir; we are not required to do that. 

Mr. Yares. Then Mr. Clapp went further, and said this: 

Consequently, we even now are entitled to some criticism, I think, by virtue 


of the fact that the power system owned by the Government does more than break 
even. It earns a rate of return between 4 and 5 percent. 


Then I asked him this question : 


Are you saying that you are overcharging on the basis of the mandate set out 
in the law? 


He said: 


I think that a good case could be made that our wholesale rates are too high 
under the objectives set up in the law. 

Do you have any comment on that? 

Mr. Moses. Yes, sir; that is an erroneous concept of what cost is. If 
you are going to charge interest to the Government, why not charge 
labor ? hy not say your labor pays these costs, and have the bill for 
him sent in to the Congress and let them pay it? What is the differ- 
ence in the cost of what you pay as interest, and what you pay as labor? 
Or fuel, or the development of natural resources ¢ y not get a con- 
cept that we will let the Federal Treasury pay the cost of fuel ? 

Mr. Yares. In addition, Mr. Clapp mit this: 

The law told us to operate these facilities in such a way as to make them self- 
liquidating insofar as practicable. 

We have done more than that. We are not only making them self-liquidating 
in the sense that we are getting enough in our wholesale rate to pay back every 


dime of appropriated money that goes into it, but something left over. You can 
figure some as interest, but even so, we would have some left over. 
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You do not agree with that statement; do you ¢ 

Mr. Moses. No, sir; not’in the least. It is not correct, when they 
pay just interest, and only these token taxes. 

Mr. Yares. I am just reading what Mr. Clapp said in order to get 
your opinion. I think it is very good that these witnesses were called 
in, so that we could have both sides of the picture. 

I would like to have your opinion on another statement of Mr. 
Clapp’s wherein he stated : 

If you take the amount of money collected in TVA rates to the ultimate con- 
sumer, cover all the cost of distributing that electricity—that means the cost 
on the investment of the municipalities and rural electric systems, the cost of 
power as it is generated and transmitted by the TVA to them, the payments 
made in lieu of taxes by TVA and the municipalities and cooperatives, deprecia- 
tion, and then count the remainder that is available to the Federal Government— 
without putting labor on it—these are earnings—the electric consumer who sup- 
plied that money in return for the power he used puts into the hands of the 
Federal Government, after all these charges and costs have been met, about 
13 percent of the gross revenues for the whole business. 

Mr. Moses. That is not correct. 

Mr. Yates. I asked Mr. Clapp that question before, because I knew 
that cost of money was one of the factors, and he stated that after 
taking all that into consideration there was a return to the Govern- 
ment. 

Apparently, there seems to be a difference of opinion, and is it not 
predicated upon the fact that there is a disagreement as to what costs 
should be used as a basis for the comparison / 

Mr. Mosgs. There is a disagreement as to what should be used. 
They claim that they should pay only these token taxes, and they 
should not pay interest except what they have left over, and we say no 
business except the Government can operate that way, and when you 
do, it is a preference to that territory, and a discrimination against 
all other sections of the country. 

To get the facts, why should not this committee of Congress have a 
committee, or a group, study TVA and the whole picture, and see who 
is giving the right facts? 

"ee Yates. When you say “study it” what do you mean by studying 
it 

What studies do you want, specifically? You can study TVA from 
a thousand different angles. What specifically do you think this com- 
mittee should direct its attention to? 

Mr. Mosrs. There should be a study as to what interest should be 
paid on the power investment of TVA. It is a business operation, 
and is in competition with private industry. 

Second, what taxes should they pay, and then find some way to 
require that they pay those taxes, and pay such rate of interest so that 
the territory and the consumers themselves will be paying their own 
way, and bearing their own burden. 

Mr. Yares. I am interested in this statement of Mr. Moses, and | 
think also, Mr. Moses, we should consider the statement that Mr. Clap) 
made, wherein he said that in order to compare T'VA—to make this 
comparison that all of us want, and which everyone has been asking 
for these many years—that to compare the operation of TVA with a 
private utility, necessarily there must be consideration given to the 
distributor system. 
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Mr. Moses. That is correct, and that should be done, probably. 

Mr. Yates. That is, the distribution system used by TVA in getting 
the power to the consumer. 

Mr. Mosrs. Of course, as to what taxes the distribution systems are 
paying is really not too basic or fundamental to what taxes TVA 
should pay. I doubt if there is a dispute as to the tax that should 
be paid. 

Mr. Yares. Except that the private utilities have to pay taxes on 
the distribution system ¢ 

Mr. Moses. That is correct. 4 

Mr. Yates. Comparisons have been made in the past of municipal 
distribution and private-utility systems and I would think that would 
be a part of this. 

Mr. Mossrs. That should be taken into consideration, and this pam- 
phlet which I am handing to the committee has that set forth in 
detail—a combination of what the TVA and the distributors pay, and 
how that compares to all the other utilities in the area. 

Mr. Yartrs. And, this comparison should be made with respect to 
utility systems which are operating in the territory, including your- 
self as one, and others in the area. 

What is your suggestion in that respect ? 

Mr. Moses. I think that should cover all of those in the immediate 
competition—next-door-neighbor companies—and that would be Ala- 
bama, Georgia, Kentucky, Arkansas, Mississipi, and Missouri. 

Mr. Yates. They would be the companies I see listed here today— 
the Mississippi Power & Light; the southern companies; Carolina 
St & Light; Arkansas Power & Light, and American Gas & 
Electric. 

Would there be any companies in addition to those? 

Mr. Moses. Probably, as I recall, only the Arkansas and the Mis- 
souri power companies join them on the west. 

Mr. Yates. If we could obtain a comparison between TVA opera- 
tions and those of the companies that we have just named, it would 
serve a useful purpose? 

Mr. Moses. Yes, sir; it would serve an enlightening and useful 
purpose, and insofar as the taxes are concerned, I have listed those in 
this pamphlet. 

Mr. Yates. We tried to find out, Mr. Jonas and myself and Mr. 
Phillips and the other members of the committee, the basis for TVA 
payment in lieu of taxes. They of course made the contention through- 
out the hearings that the payments they made in lieu of taxes were 
more than sufficient on a comparative basis, to offset what taxes the 
utilities paid. I am not saying they made this contention successfully 
but that was their contention. 

Mr. Jonas. They always compared what they paid last year with 
what the private utilities were paying in 1933. 

Mr. Yates. Was that true? 

If that was true, of course, it is wrong. 

Mr. Moses. They said, I believe, they were paying as much in taxes 
as the utilities they took over were paying in 1983, and that is prob- 
ably correct. 

Mr. Yates. Well, I do not think that is a fair standard for com- 
parison. 
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Mr. Jonas. Then they used a percentage of increase, and said their 

Le of increase is greater than the private utilities in that same 
eriod. 

7 Mr. Moses. Why not take this comparison, and ask Mr. Clapp or 

some of his men to break it down to see whether or not it is wrong, 

and to see if there is any misconception ? 

Mr. Yates. Would it be ener in connection with the survey for 
the persons making the survey—assume that it is made either by GAO 
or possibly some independent office—would they have access to the 
books of the companies—utility companies, for that purpose ¢ 

Mr. Mosrs. Yes, sir. 

Mr. Yares. Would they make the books available ? 

Mr. Moses. Yes, sir; every company would do that, without any 
question. 

Mr. Yates. I think it would be a very good idea to do that. 

Mr. Puiiies. If there are no further questions, we thank you very 
much, Mr. Moses, for your very fine presentation. 

Mr. Moses. I thank you, of course, gentlemen, and when I return 
lam going to tell them that I am back there on account of the kindness 
and patience of a very fine congressional committee. 

Mr. Puiiirs. The committee will come to order, please. When we 
recessed at the morning session we had just finished listening to a very 
interesting statement by Mr. Moses, and the next witness is Mr. R. b. 
Wilson of the Mississippi Power & Light Co. Mr. Wilson, do you 
have a prepared statement ? 

Mr. Wirson. I do not have a prepared statement. 

Mr. Puitiirs. Proceed, Mr. Wilson. We are glad to see you. 

Mr. Wirson. Thank you. I am glad to be back. As you know, 
I am R. B. Wilson of Jackson, Miss. I am vice president of the 
Mississippi Power & Light Co., one of the companies which makes up 
the Middle South Utilities group consisting of the Arkansas Power & 
Light Co., Louisiana Power & Light Co., New Orleans Public Service 
Co., and my own company, and these companies are operated on a 
fully integrated basis. I speak for all these companies as well as my 
own, and I am here in response to Mr. Phillips’ letter. 

I have here a map which represents the systems of the Middle South 
Utilities companies and the operating area of each. You will note we 
operate in the western half of Mississippi, Louisiana, and Arkansas. 

The present total power resources of this group is nearly 2 million 
kilowatts and there is under construction an additional 487,000 kilo- 
watts which will be completed by July 1955, making a total capability 
of approximately 2,400,000 kilowatts. 

Mr. Puinuies. Will somebody point out on that map on the wall just 
about what this map will cover ? 

Mr. Witson. It is off the map. Here is Memphis, and we are down 
here. Last year the maximum load on our combined systems was 
1,433,000 kilowatts and it is estimated to be 1,627,000 kilowatts this 
year. 

Our system is interconnected with the TVA system at 3 points, 2 
near Memphis, and 1 at Batesville. You will see one of the lines 
crosses the river from the Arkansas Power & Light Co. and goes into 
the south Memphis substation and interconnects with the TVA line 
at the river. 
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A second line from the Mississippi Power & Light Co. interconnects 
with TVA at the Mississippi-Tennessee State line. 

There is a third interconnection, about 2 inches south of Memphis, 
on the map at Batesville, where our system interconnects directly with 
the TVA system, making a total of three points of interconnection. 

In 1951 a 15-year interconnection agreement was entered into be- 
tween TVA and our company which provided among other things for 
the interim sale of a large block of firm power to TVA, primarily 
for use by the Atomic Energy Commission at the Oak Ridge plant, 
and the sale and purchase of economy and emergency power. 

Since that time our companies have delivered power and energy to 
TVA to the extent of the thermal capacity of the interconnecting lines 
in amounts in excess of 100,000 kilowatts and over three-quarters of a 
billion kilowatt-hours per year. About a year ago when the power- 
supply problem for the TVA area, particularly that part adjacent to 
our territory, was headlines in the papers, our company wrote to TVA 
suggesting that since we have made substantial deliveries in the past 
we could be of some assistance then. Our proposal was that we would 
provide the facilities to supply TVA any amount of power desired at 
a rate which would produce a 6-percent return after expenses and 
taxes on the money invested in such facilities, and of course subject 
to the approval of the Federal Power Commission. 

Subsequent discussion with TVA, however, developed that they 
would only consider a specific and definitive proposal, and notwith- 
standing the fact that the only characteristics of the power desired by 
TVA were those obtained from the press, a definitive and specific pro- 
posal was made to TVA on October 15, 1953, which I would like to 
read to you. 

(The following letter was read by Mr. Wilson :) 


15, 1955. 
Mr. G. O. WESSENAUER, 
Manager of Power, Tennessee Valley Authority, 
Chattanooga, Tenn. 

Dear Wes: In our discussion in your office on June 15 and your letter of the 
following day, you requested us to make more definitive and specific our offer to 
supply TVA with a block of power on a long-term basis. 

You will recall that our previous reasons for not being more specific stemmed 
from an absence of data with respect to the quantities of power you require, 
points of delivery, load characteristics, the period for which you would be willing 
to contract, etc. We have also been conscious of the disadvantages to which we 
are put because of (1) the necessity that we pay local, State, and Federal taxes 
at the going rate, and which requires about 36 percent of the capacity charge in 
our subjoined offer, and (2) because we must pay the investing public for the 
use of its money, Which payments require about 38 percent of the capacity charge 
in our offer. 

We have, however, given the problem the further necessary study, and have 
presumed, as lately reported in the press, that you still require the equivalent 
of the previously requested Fulton installation. Accordingly, we propose to 
supply you with an amount of capacity equal to that you proposed at Fulton. 
We, therefore, hereby offer to construct near Memphis a station of not less than 
450,000 kilowatts capacity, and deliver to you at the Tennessee State line from 
this station the available capacity not exceeding 450,000 kilowatts, with interim 
deliveries from our other sources, under the following specific terms : 

Capacity to be supplied 

The available capacity of the plant, not exceeding 450,000 kilowatts of 3-phase, 
60-cycle, alternating current electric power from 2 generating units. Details of 
scheduling to be agreed upon. TVA also to have control of scheduling of over- 
hauls. 
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Delivery point 
At the Tennessee State line near Memphis, definite points to be agreed upon. 


Delivery voltage 

154 kilovolts unless other voltage is agreed upon. 
Delivery date 

If you elect a timely acceptance of this proposal, we can deliver 100,000 kilo- 
watts beginning January 1, 1954, another 125,000 kilowatts upon the reinforce- 
ment of certain transmission facilities, approximately eighteen months after your 


election, and the balance as quickly as the new station can reasonably be 
completed. 
Price 

The sum of capacity and energy charges, upon the completion of the station, 
will be as follows: 

Capacity charge: $14,298,000 per year, payable one-twelfth monthly. Until 
the completion of the proposed station the capacity charge for partial deliveries 
shall be prorated. 

Energy charge: 1.94 mills per kilowatt-hour delivered to the point or points 
of delivery, subject to increase or decrease at the rate of one-tenth mill for 
each increase or decrease of 1 cent in the average cost of coal received during the 
preceding 6 month period at the station to be built is greater or less than 20 cents 
per million British thermal units, provided, however, that until said new station 
near Memphis is in operation, any energy delivered shall be considered to have 
been furnished from the company’s delta steam electric generating station and 
the cost cf fuel above or below the base price, as experienced at said delta 
station, will govern. 

Term of contract 

20 years at full contract capacity with provisions for termination thereafter 
by TVA by reduction of contract capacity at the rate of not more than 50,000 
kilowatts in any 1 year, provided notice of any desired reduction is given 3 
years in advance. All obligations of both parties shall terminate not later than 
the end of the 40th year. 


Other conditions 

Rate is subject to regulation by Federal Power Commission or other govern- 
mental regulatory agency having jurisdiction. 

This offer is made subject to force majeure and acceptance within 6 months 
of this date. 

The foregoing price includes compensation for the use of capital at 6 percent 
per annum. It also provides for taxes at existing rates based upon a capital 
structure which conforms to standards normally required by the Securities and 
Exchange Commission and other regulatory authorities. This proposal and the 
provisions of any resulting contract are, of course, subject to regulation by the 
Federal Power Commission or other regulatory authorities having jurisdiction. 

We stand ready to further pursue this matter at your convenience. 

Kindest personal regards. 

Yours very truly, 
R. B. Wrrson. 


Mr. Witson. To that letter we had a reply dated October 23, 1953, 
as follows: 
(The following letter was read by Mr. Wilson :) 


TENNESSEE VALLEY AUTHORITY, 
Chattanooga, Tenn., October 28, 1958. 
Mr. R. B. WILSON, 
Vice President, Missippi Power & Light Co., 
Jackson, Miss. 

DEAR BAxteR: I wish to acknowledge your letter of October 15 containing your 
offer to supply TVA with a block of power on a long-term basis. After we have 
had a chance to examine your suggestion more fully, I will write you again. 

Very truly yours, 
TENNESSEE VALLEY AUTHORITY, 
G. O. WESSENAUER, Manager of Power. 
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Mr. Pups. Please give me the date of the last letter. 

Mr. Witson. October 23, 1953. 

Mr. Jonas. Do you mean you have not heard from them since ? 

Mr. Witson. No, sir. 

Mr. Jonas. Right at that point, if I may interrupt you. 

Mr. Puituies. Mr, Jonas. 

Mr. Jonas. I would like to call your attention to some testimony 
before the committee earlier this year bearing on that point. 

Mr. Puitures. Mr. Jonas is reading from page 227 of the transcript 
of testimony. 

Mr. Anprews. About how long would it take them to make that 
investigation ? 

Mr. Witson. Which investigation ? 

Mr. Anvrews. That he said in the letter he would make, analyzing 
your proposition. 

Mr. Wutson. I would have no way of knowing, but I should not 
think it would take over a month. 

Mr. Anprews. Have you seen him personally or have you had other 
communications with him? 

Mr. Witson. I have had no contact with him since that time. 

Mr. Jonas. I would like to read the following questions and answers 
into the record at this point and ask you to comment on them after 
that: 


Mr, Jonas. Did they (referring to power companies in this area) not send 
you a letter last June offering in writing to build that plant? 

Mr. CLAPP. The Mississippi Power & Light Co. sent us a letter. 

Mr. Jonas. You did not have to get that information from the testimony. They 
wrote you a letter and made a specific offer, did they not? 

Mr. Ciapp. They did not make a specific offer in that letter. The testimony 
is more specific than the letter and I was referring to the testimony because it 
was more specific. 

Mr. Jonas. You have not had any communications from them since? 

Mr. Ciapp. We have heard from them since but we do not have a firm power 
offer from them. 

Mr. Jonas. Did you not have a letter from them last fall offering to duplicate 
the proposed Fulton plant? 

Mr. Crapp. From whom? 

Mr. Jonas. From a power company. 

Mr. CrApp. I do not think we received a letter offering to duplicate the 
proposed Fulton plant. 

Mr. Jonas. Did you receive an offer from any power company to build the 
same type of plant you propose at Fulton? 

Mr. Crapp. We do not have any such commitment from any of them. 

Mr. Jonas. Do you have an offer? 

Mr. Crapp. We have had correspondence with them. What do you mean by 
an offer? 

Mr. JonAs. An offer to build the plant. 

Mr. Capp. At a price? 

Mr. Yates. You mean to serve the Memphis area? 

Mr. Jonas. That is right, to provide the equivalent amount of power that you 
would produce from the Fulton plant and to make it available to that area. 

Mr. Crapp. The Mississippi Power & Light Co. last June or some time last 
spring filed a letter but I would not call it an offer. 

Mr. Jonas. Have they not submitted a definite offer to build facilities that 
would duplicate the proposed plant at Fulton? 

Mr. CLApp. We have had further correspondence from one of the companies 
over in that direction. Whether you would call it an offer with a definite price, 
that would be subject to some debate. 

Mr. Jonas. Would you, think it would be proper to ask them to file copies 
of that correspondence, Mr. Chairman? 
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Mr. PHILLIPs. Yes. 

Mr. YATES. Would it not be better to bring somebody in from the Mississippi 
Power & Light Co.? 

Mr. Ciaprv. We will be glad to file the correspondence. 

Do you contend, Mr. Wilson, that this letter of October 15, 1953, is 
in the form of a definite offer to furnish this power? 

Mr. Witson. There is no question about it, Mr. Jonas. We made 
this specific offer as the result of a conference which we had in Mr. 
Wessenauer’s oflice back in June and it was made with the specific 
thought in mind that it was a definitive offer. 

Mr. Jonas. How does the offer you made in that letter with refer- 
ence to the gross power compare to the power to be developed at 
Fulton ? 

Mr. Wirson. According to the press it is the same amount. 

Mr. Jonas. Did you base you offer on the figures in the press as to 
the capacity at Fulton? 

Mr. Witson. Yes. 

Mr. Jonas. And were you proposing to make available to TVA the 
power they expected to generate at Fulton? 

Mr. Wixson. Yes, as we pointed out in the letter: 

Accordingly, we propose to supply you with an amount of capacity equal to 
that you proposed at Fulton. 

Mr. Jonas. That was in the form of a letter from you dated October 
15, 1953, and when was the reply from Mr. Wessenauer ¢ 

Mr. Wurson. October 23. 

Mr. Jonas. And you have had no further correspondence since? 

Mr. Witson. No, sir. 

Mr. THomas. Why? What is your guess? 

Mr. Witson. Well, I just could not guess. I do not know, sir. 

Mr. Tuomas. You would not have to use too much imagination 
to make a guess, would you? You set the terms at 6 percent interest 
net on the same quantity. How would that affect his rate structure? 

Mr. Witson. That is hard to determine offhand. 

Mr. Tuomas. It should not be too hard to determine. 

Mr. Witson. Our rate was based on a two-part rate, the fixed 
charges, taxes, interest, and other charges which go on whether the 
plant is running or not, and the second part is the fuel component 
of the rate. 

Mr. Tomas. He cannot buy any cheaper coal down there than you 
can, can he? 

Mr. Witson. I do not think so. 

Mr. Tuomas. That is a pretty definite yardstick to go on. How 
would your price, under that yardstick, compare with the price he 
is getting ? 

r. Wiutson. The energy charge in our offer was 1.94 mills per 
kilowatt-hour. The fixed charges, which consist of taxes, inter- 
est, payroll, and things of that kind which are there regardless of 
how much generation there is, according to our estimates of the cost, 
amounted to $14,298,000 per year. So we simply said, “You reim- 
burse us for our costs including taxes and cost of money.” 

Mr. Tuomas. What price would that pe the power to them as 
compared to what he is selling his own for ¢ 

Mr. Wuson. To determine this price per kilowatt-hour—— 
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Mr. Tromas. Within a reasonable proximity. 

Mr. Wutson. I think the price would vary between 6 and 9 mills 
per kilowatt-hour. 

Mr. THomas. What is he selling his for? 

Mr. Wirson. According to his report, 4 mills. 

Mr. Tuomas. Your price is about 60 percent higher than his. He 
cannot afford to do business with you, can he? 

Mr. Wirson. Of course he ought to do it cheaper than we do. 

Mr. Jonas. Do either of you gentlemen have a question on this par- 
ticular point ? 

Mr. Wutson. I think that explains our position in this matter. We 
stand ready, willing, and able to furnish any amount of power they 
may require in this area. We have assumed, in the absence of con- 
trary information, that the equivalent of the Fulton plant was what 
was required. 

Mr. Jonas. Aside from the power you could produce by putting in 
this new plant, how much power do you have now in the Memphis area 
that you could deliver to TVA? 

Mr. Wison. We could start immediately the delivery of 100,000 
kilowatts which we have delivered in the past. 

Mr. Jonas. That is available at present ? 

Mr. Wixson. At present with existing facilities. 

Mr. Jonas. Aside from this new duplicating plant and based on 
natural increases from normal activities what do you think you could 
supply TVA next year? 

Mr. Wirson. We think as soon as certain transmission lines were 
reenforced it could be increased by 125,000 kilowatts, making a total 
of 225,000 kilowatts. 

Mr. Jonas. That would be in addition to the 100,000? 

Mr. Wirson. The 125,000 would be in addition to the 100,000. 

Mr. Jonas. Making a total of 225,000 kilowatts? 

Mr. Wirson. 225,000 kilowatts total from our existing plants. 

Mr. Jonas. You touch the town of Wilson west of the Mississippi 
River north of Memphis? 

Mr. Wiuson. Yes. That is in the Arkansas Power & Light Co. 
territory. 

Mr. Jonas. Is that a transmission line? 

Mr. Witson. That is a transmission line. 

Mr. Jonas. What is the dotted line? 

Mr. Wirson. The Arkansas-Missouri Power Co. line. 

Mr. Jonas. How close is Wilson to Fulton ? ' 

Mr. Witson. My understanding is that Fulton is approximately 40 
miles north of Memphis, and from the looks of this map I would say 
Wilson is about opposite Fulton. That could be determined from a 
more accurate map. 

Mr. Jonas. At how many places do you cross the Mississippi ? 

Mr. Wiison. We cross the Mississippi at Memphis, at Lula, at 
Greeneville, and at Natchez. 

Mr. Jonas. As I recall your testimony last year, you furnish the 
line ry the center of the river and TVA joins you in the middle of the 
river 

Mr. Wirson. That is correct, at Memphis. 
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Mr. Jonas. So the facilities over the eastern half of the river are 
owned by TVA now? 

Mr. Wiuson. That is right, as is the case of the facilities north of 
the Mississippi line. 

Mr. Jonas. You mean near Horn Lake? 

Mr. Wurson. North of Horn Lake. 

Mr. Anprews. When was the first time you had a conference or 
conversation with TV A with regard to furnishing power to TV A? 

Mr. Wiison. That goes back a good long time. I believe about 
1950 when the atomic energy plant was being built at Oak Ridge we 
had a number of meetings with them. They needed some power in 
that area to help carry the load there and our company contracted 
to supply a firm amount of power up to 100,000 kilowatts. 

Mr. Anprews. Do you recall what was the price you asked at that 
time? 

Mr. Wison. The price as I recall, we sold them two different kinds 
of power, firm power and interruptible power and the price varied 
depending upon the source of the particular power, but as I recall 
it the firm power averaged about $40 per kilowatt-year. 

Mr. Anprews. What does that amount to broken down to kilo- 
watts? 

Mr. Wirson. On a 100 percent load factor my recollection is it 
would be between 414 and 5 mills. 

Mr. Anprews. I believe you said, according to the letter you wrote 
them in October, the price would be between 6 and 9 mills? 

Mr. Wixson. Yes. 

Mr. Anprews. That is based on $14,298,000 and 1.94 mills? 

Mr. Witson. Yes. Of course the difference between the two is 
that one was for an interim time and supplied from existing plants. 
The new proposal is for a long-term sare ene will be supplied from 
a new tal more expensive plant. 

Mr. Anprews. From a new plant? 

Mr. Witson. Yes, sir. 

Mr. Anprews. How much power can you furnish them at this time 
without new facilities? 

Mr. Witson. We could supply them 100,000 kilowatts today. 

Mr. Anprews. Would that be the total over a long period of time 
without new facilities? 

Mr. Wirson. Without new facilities, yes, but with the strengthen- 
ing of some transmission lines we could increase that to 225,000 kilo- 
watts. 

Mr. ANnpREws. Would that be surplus to your present needs? 

Mr. Wrrson. Yes. 

Mr. Anprews. What is your total capacity today ? 

Mr. Wixson. We have a total capacity today of nearly 2 million 
kilowatts. 

Mr. ANprEws. What is your demand? 

Mr. Witson. Our demand last year was 1,433,000 kilowatts. 

Mr. Anprews. Is your demand growing? 

Mr. Yes, sir. 

Mr. ANprEws. When do you estimate you will need new facilities 
for your own demand? 

r. Wirson. We are constructing new facilities now. 
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Mr. Anprews. What will that add to your total capacity? 

Mr. Witson. The present facilities will add 487,000 kilowatts, which 
will be completed by July of next year, and of course we continually 
make studies of the demands and requirements so as to keep well ahead 
of the demand. 

Mr. Anprews. You try to keep 10 percent ahead? 

Mr. Wirson, At least, and more. 

Mr. Puitiirs. Anything else, Mr. Wilson ? 

Mr. Wuson. I would just like to clarify that statement I made 
about the average cost of this power between 6 and 9 mills. That is 
based on a 50-percent load factor in the instance of the 9 mills and 
about an 85 percent load factor in the case of 6 mills. The rate would 
vary as the load factor varied. 

Mr. hate What do you charge the cooperatives for their 

wer? 
wn Wuson. They pay around 5 mills, between 5 and 6 mills. 

Mr. Anprews. They pay less than you propose to charge TVA un- 
der your letter of October 15, 1953? 

Mr. Witson. Again it depends on the load factor TV A would take. 

Mr. Anpbrews. Is it possible you could furnish TVA cheaper power ? 

Mr. Wirson. If TVA would take power on a 100 percent load factor 
it would be about the same, a little less than 6 mills. 

Mr. Anprews. How does your rate to co-ops compare with TV A’s 
rate to co-ops in that area ? 

Mr. Witson. I think it is just about the same. 

Mr. Yates. Was there a previous offer that was made by your com- 
pany to TVA for the construction of the plant at Fulton ? 

Mr. Witson. We made an offer last June. 

Mr. Yares. Is this the June preceding the October letter that you 
referred to? 

Mr. Wirson. That is correct; in which we proposed to build the 
necessary facilities to produce any amount of power they desired based 
on arate which would yield a 6-percent return on the investment and 
subject to the Federal Power Commission’s jurisdiction. That pro- 
posal was considered by TVA as not being a specific proposal which is 
the reason for our second proposal, 

Mr. Anprews. Your second proposal is in line with the first one 
so far as price is concerned ? 

Mr. Winson. Yes; except we assumed the 450,000-kilowatt load. 

Mr. Anprews. You said it would be possible to work out an arrange- 
ment with TVA to let them have the power at the same price you let 
the co-ops have it ? 

Mr. Witson. No, sir. I said based on the rate we offered if they 
used power at 100 percent load factor the price would probably be a 
little hove than 6 mills. 

Mr. Yarrs. What do you mean by 100 percent load factor ? 

Mr. Wirson. Take all we could produce. 

Mr. Anprews. I understood you to say you probably could let 
them have it at the same price you let the co-ops have it. 

Mr. Wuson. I did not intend to say that. 

Mr. Yares. Even with 100 percent load factor? 

Mr. Wuson. The rate would be different. This rate is based on 
the construction of a plant that would have a capability of at least 
450,000 kilowatts. 
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Mr. Anprews. You said you could supply them 100,000 kilowatts 
immediately without new facilities ? 

Mr. Wison. Yes. 

Mr. ANprews. At what rate? 

Mr. Witson. At the same rate prorated on the basis at 100,000 is 
related to 450,000. 

Mr. Anprews. Spell that out. What would that be? 

Mr. Witson. It would be 1/414 of $14,298,000 a year as the demand 
charge. 

Mr. Anprews. What does that amount to per kilowatt ? 

Mr. Witson. It depends on the load factor. 

Mr. Anprews. As I understand, you sell it to the co-ops at about 5 
mills now from your present facilities? 

Mr. Witson. Between 5 and 6 mills. 

Mr. Anprews. Why would it be necessary to charge TVA more than 
you charge the co-ops from your present facilities ? 

Mr. Witson. It would not be over the same facilities, in the first 
place. 

Mr. Anprews. I mean your present generating facilities? 

Mr. Witson. Our present generating facilities were planned on the 
basis of serving the loads in our area including the co-ops. ‘To serve 
the TVA load outside of the area is an entirely different proposition 
from serving the load in our own territory, and of course any genera- 
tion devoted to serving TVA load would immediately have to be 
replaced. 

Mr. Anprews. Would it cost any more to deliver power to TVA at 
one of your connecting points to Memphis than it does to furnish 
power to the co-ops in Mississippi ? 

Mr. Wirson. It would cost more to build facilities and furnish 
power to them, yes. 

Mr. Anprews. I mean from your present supply. 

Mr. Witson. I think we have to recognize there are two different 
propositions on this power supply business. The REA supply in- 
volves the economy of Mississippi. It involves a subsidy to help de- 
velop the rural areas of Mississippi, to raise the economy of the general 
area, and we are cooperating and working toward that end to bring 
about the complete electrification of Mississippi through the co-op 
lines on the one hand and our own lines on the other. That is our 
view toward the REA situation. The TVA situation is an entirely 
different proposition, because a large part of the TVA power goes 
to industry and business and it does not have the same aspects as the 
REA program. 

Mr. Anprews. You have more inducement to build up your State 
through REA than to sell power outside the State limits? 

Mr. Wirson. Our system was built with the plan to serve the terri- 
tory weembrace. We are in the power business and we will sell power 
where it is possible to do so and earn a return on the investment, and 
that is what we propose to do in the case of TVA. 

Mr. Yates. Did I understand your answers to Mr. Andrews cor- 
rectly that with respect to the 100,000 kilowatts surplus that could 
be sold to TVA the rate will be higher than to consumers in Missis- 
sippi? 
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Mr. Wirson. No. I said the rate for the interim 100,000 kilowatts 
would be the rate proposed prorated on the basis of 100,000 against 
450,000 that would be available when the new plant was completed. 

Mr. Yarrs. Have you ever offered to sell TVA the 100,000 kilowatts ? 

Mr. Witson. Yes, but that power we would sell to TVA we would 
immediately begin to replace. 

Mr. Yares. Then the 100,000 kilowatts is not a surplus? 

Mr. Wirson. The 100,000 kilowatts is a surplus for the time being 
until we can get a plant built, but we cannot dedicate that 100,000 
forever without making plans to replace it. 

Mr. Yares. I still get the inference from your statement that the 
100,000 kilowatts is not surplus to your present needs, presumably 
because you are expanding. Therefore, if you sell 100,000 kilowatts 
to TVA you will have to build a facility somewhere else to take care 
of your needs? 

Mr. Wirson. Because it takes 3 years to build a facility. 

Mr. Yates. What you are saying in answer to my question is “Yes,” 
is it not? 

Mr. Wirson. I am saying at the present time we have a 2 million 
kilowatt capacity and a load of 1,433,000 kilowatts. That is the 
situation as of now. We know that by next July that capacity will 
be increased to approximately 2,400,000 and our estimated load for 
this year is 1,627,000, which shows we have a surplus capacity but 
that surplus capacity is built to take care of our own growth and 
development and we are continually planning ahead to have the 
necessary reserve to take care of the growth in our territory. 

Mr. Yates. One of the questions before our committee is in con- 
nection with the request by TVA to take care of what they consider 
to be the needs of the Tennessee Valley. They say that they have 
to build these facilities in order to take care of the Tennessee Valley 
and that the only alternative is to go to existing utilities which sur- 
round TVA and get the power from those utilities. As T tnderstand 
what you have stated, you have 100,000 kilowatts available at the 
present. time ? 

Mr. Wirson. Yes. 

Mr. Yates. At what cost would that be available to TVA’ At the 
cost that was mentioned in that letter that you read to the committee 
this morning ? 

Mr. Wirson. Prorated on the basis of 100,000 as against 450,000, 
which would be a little less than one-fourth. 

Mr. Yates. Six to nine mills? 

Mr. Witson. Depending on the load factor. That was an interim 
roposition until the 450,000 kilowatts could be built and delivered. 
f they wanted 100,000 kilowatts from now on, we would have to make 

some plans to provide that much capacity to replace it for our own 
purposes, 

Mr. Yares. To maintain the reserve? 

Mr. Wiurson. That is right. 

Mr. Yates. When you say you have a surplus of 100,000 kilowatts, is 
that in addition to what is known as a standby system, or is this part 
of a standby system ? 

Mr. Wuson. This is part of the reserves. 

Mr. Yates. Part of the reserves? 
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Mr. Wiurson. That is the total reserves, the difference between the 
load and the installed capacity. 

Mr. Yates. If TVA bought 100,000 kilowatts from you today you 
would be almost up to 100 percent of your generating capacity ¢ 

Mr. Wirson. No; because we have about 600,000 to 800,000 kilo- 
watts surplus. 

Mr. Yares. Then you would still maintain a reasonable standby 
reserve for your operating territory ? 

Mr. Wuson. That is correct. 

Mr. Yares. Has the city of Memphis expressed any formal view- 
point on the question of supplying power to the city by your system 
or by TVA? 

Mr. Witson. Not to us. 

Mr. Yates. You do not know whether it has taken any position 
at all? 

Mr. Wirson. All I know is what I see in the papers. 

Mr. Yates. What do the papers indicate ¢ 

Mr. Wuson. Did you say did I know what the attitude of the city 
of Memphis was toward the supplying of its own power? 

Mr. Yares. No, whether it wants the city served by private utilities 
or by TVA. Has it issued any statement on that ¢ 

Mr. Wuson. The statement I have seen in the paper has been in 
of TV A’s position. 

Mr. Jonas. The Mayor of Memphis developed that. He was before 
the committee. 

Mr. Wirson. I would like to point out one thing that possibly T 
did not make clear in my previous testimony ; that is that in our capital 
structure it is only possible to finance up to 60 percent of our costs 
by bonds. ‘Those are the regulations prescribed by the Securities and 
Exchange Commission. The rest of the capital has to be obtained as 
so-called equity capital, which costs considerably more, and there was 
some discussion here this morning about the cost of money. That is 
the reason why it is higher than just the cost of the bonds. 

Mr. Yates. How much higher than the cost of bonds does equity 
capital cost you? 

Mr. Witson. Equity capital—again it depends upon a lot of things: 
the earnings of the company, future potentialities or the area, and a 
number of other things. 

Mr. Yates. Is the sale of bonds for new construction cheaper than 
equity capital ? 

Mr. Witson. Yes, sir. 

Mr. Yates. Is the same ratio maintained between construction 
through the sale of bonds and equity capital ? 

Mr. Wuson. We maintain that ratio in our entire capital structure. 

Mr. Yares. Is the cost of money to you overall about 6 percent, as 
Mr. Moses testified ? 

Mr. Wuson. We try to maintain earnings of 6 percent in order to 
be able to do the financing to carry on our construction. 

Mr. Yates. What are your bonds costing you and what does equity 
capital cost you for the facilities you are now building? 

Mr. Witson. About 3 percent; maybe a little more. 

Mr. Yares. For the bonds? 

Mr. Witson. Yes. 
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Mr. Yates. What does your equity capital cost ? 

Mr. Witson. We have some preferred stock. That is $6 preferred 
vem, and we have just recently sold some other preferred stock at 
4.56. 

Mr. Yarrs. Was this stock issued for the purpose of constructing 
new facilities / 

Mr. Witson. Yes; for the purpose of carrying forward our entire 
construction program down there. 

Mr. Anprews. Do you have any new $6 preferred stock ? 

Mr. Witson. No,sir, we do not have any available now. 

Mr. ANpbrews. What is your highest preferred stock ¢ 

Mr. Wuson. Six dollars. 

Mr. ANprews. I mean comparatively, now, in recent years—for 
other companies—four and a half? 

Mr. Witson. No: I think it ishigher than that. It is close to $5. 

Mr. Puiuips. The next witness is Mr. E. A. Yates, who I under- 
stand will probably be the last witness. 

Mr. Yates, you have waited patiently. Weare very glad to hear you. 

Mr. E. A. Yares. I have some maps here of our system, which T 
think we ought to distribute. 

My name is E. A. Yates; I am chairman of the board of the 
Southern Co. 

The Southern Co. is a holding company approved by the Securities 
and Exchange Commission. It owns all of the common stock of 
Alabama Power Co., Georgia Power Co., Gulf Power Co. in west 
Florida, and Mississippi Power Co. in southeast Mississippi. It has a 
plant value of about $750 million based on original cost. 

Mr. Puiuirs. You have a lot of power in Mr. Andrews’ State. 

Mr. E. A. Yarrs. Oh, yes, sir. 

Mr. Anprews. More than in any other State in the Union, I think; 
is not that right? Do not you have more power in southern Alabama 
than in any other State of the Union? 

Mr. E. A. Yares. I do not know about that. We have a lot of it, 
however. 

The Southern Co. has an annual revenue of about $175 million. 
And to give you some idea of the expansion in the territory in the 
last 6 years, that is, the 6 years since the Commonwealth & Southern 
Corp. was liquidated and the Southern Co. was on its own, we have 
expended about $450 million for expansion, construction of plants, 
and so forth. 

We now have about 2,600,000 kilowatts of generating capacity and 
are building 700,000 kilowatts at the present time. By the end of 
1956 or early in 1957 we will have in nameplate rating something over 
3,300,000 kilowatts. 

Mr. Puuittires. Whereabouts in your system are you developing new 
power—north or south ? 

Mr. E. A. Yarrs. There is a 300,000-kilowatt plant going in at 
Rome, Ga.; there is a 250,000-kilowatt plant—one unit is in and a 
second unit will be in later this year—that is going in just north of 
Mobile. There is a 150,000 unit now under construction at Gorgas, 
Ala., which is to the north and west of Alabama Power Co. This is 
quite a center of coal mining and generating plants of Alabama 
Power Co. 
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Mr. Anprews. Have you started operation at the Gorgas plant yet— 
at your new facility ? 

Mr. E. A. Yates. No. We have started construction, yes. 

Mr. Anprews. But it has not yet come into operation. 

Mr. E. A. Yarres. No. It won’t come into operation until the latter 
part of 1956 or early i in 1957. 

Mr. Anprews. When you start that operation, won’t it give you a 
big market for al over in Walker County, where they have so much 
unemploy ment 

Mr. E. A. Yarrs. I think so. We have been burning quite a lot of 
gas at Gadsden, Mobile, and in Mississippi and Georgia. We figure 
that gas is going to price itself out of the market as ‘far as generat- 
ing plants are concerned and we will then have to depend on coal. 
And we forecast that at the end of 10 years we may be buying as much 
as 14 million tons of coal. And I think a lot of that will come from 
Alabama. 

Mr. Putters. It looks to me as if you give pretty good service to 
Union Springs. They are running three lines in there. 

Mr. Anprews. That is a distribution point there; that is a headquar- 
ters. 

Mr. KE. A. Yares. That is right. 

Mr. Anprews. They have the lakes up there on the Tallapoos: 
River. 

Mr. E. A. Yares. Now I think you can follow the interconnections 
from the map. There are four high-tension interconnections with 
TVA. Inthe northwest corner of Georgia you will see two intercom- 
nections with TVA. 

Mr. Jonas. Chickamauga and Varnell. 

Mr. E. A. Yares. That is right. Then if you go into Alabama, you 
will see 1 a little northwest of Gadsden; then you will see 1 from 
Gorgas to TVA. That goes to TVA at Muscle Shoals. Then there 
are 2 connections in Mississippi, 1 a 110,000-volt line which goes to 
West Point, and then a secondary line north of it. 

Of course this system is interconnected with Middle South Util- 
ities, Inc., at two points. It is interconnected with Florida Power 
Corporation, with Savannah Electric & Power Co., with South Caro- 
lina Electric & Gas Co., and with Duke Power Co. 

Mr. Paruirs. Did you build that distributing line for 40 miles 
north of Haleyville just to deliver to TV A? 

Mr. EK. A. Yares. No. I will tell you how that happened. In the 
First World War, they started down at Muscle Shoals to build what 
is now Wilson Dam and the American Cyanamide Co. went in to 
build a cyanamide plant and they needed power almost immediately, 
or long before they could get it out of Wilson Dam. So Alabama 
Power Co. had a 20,000-kilowatt steam plant at Gorgas and the Gov- 
ernment built that line down there and put in a Government unit in 
our plant—it was done quite rapidly—so that they could get power up 
to Sheffield for the cyanamide plant. 

There is one interesting thing about that. The Government put it 
in and tagged every thing. They owned rights in our powerplant. 
And after World War I we talked to Mr. Weeks, Secretary of War, 
and he said, “Well, we will sell it to you” and he sent the Federal 
Power Commission auditors down there and some of the Army people 
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and they worked out a price and Secretary Weeks said, “That is the 
only salvage from World War I that we got 100 percent of our money 
on—that was repaid 100 percent.” : 

Mr. Jonas. Why do you go to TVA across the Mississippi line at 
two points’ They are not across there. 

Mr. E. A. Yarrs. No. You have heard of Tupelo. Well we for- 
merly served about half of the State of Mississippi. In the first 
place, we lost to TVA our Tupelo system. That was going to be a 
vardstick area. Then TVA worked on down south. We had this 

ine built into West Point which we served. West Point is not shown 
on the map here. That is the reason we ran that line there. 

Mr. Pures. It is not entirely clear to me, Mr. Yates, how they 
got the cyanamide line through. Did they buy it, or did they acquire 
it by condemnation ¢ 

Mr. E. A. Yarrs. Oh, they built it; the Government built it. They 
owned the line and put a unit in our Gorgas steam plant; then we 
bought it from them. 

You see, we bought power from Wilson Dam for quite a number of 
years, that is, Alabama Power Co. did, and that is the way the power 
came in, 

Mr. Jonas. Have you finished your statement ? 

Mr. E. A. Yares. I wanted to say in connection with the sale of 
power to TVA that we wrote Mr. Clapp on February 9 and offered 
to build a plant. 

Mr. Jonas. February 9, 1954. 

Mr. E. A. Yares. Yes, sir; and here are some copies of the offer 
[submitting]. We offered to build a plant of 200,000 kilowatts. 

Mr. Jonas. Where was that plant proposed to be built ? 

Mr. E. A. Yarers. Maybe I had better read the letter, if it is all 
right. We say: 

Dear Mr. Ciapp: As you know, the Georgia Power Co. has optioned acreage 
on the Tennessee River near Guntersville, Ala., with the expectation of building 
a steam plant to be owned and operated by that company for delivery of energy 
for use in Georgia. It appears that by reason of the low cost of fuel attainable 
at this site, this plant would be of great value to Georgia Power Co. 

You and your associates have been most cooperative in making available to 
us engineering information concerning the proposed site, explaining the regula- 
tions with which we would have to comply, and in other ways. We are pleased 
to acknowledge this cooperation and to express our appreciation. 

Now I might say that fuel in Georgia costs about $3 more per ton 
than it does in Alabama, largely through freight rates. e have 
worked out a program and I talked to Mr. Clapp 18 months ago about 
securing a site on the Tennessee River where Georgia Power Co. 
could build a steam plant, because our studies indicated if we built 
a plant of six, or seven, or eight hundred thousand kilowatts, as it may 
well be over a period of years, the saving in fuel alone to Georgia 
Power Co. and the State of Georgia will run $8 to $9 million a year. 
I put it up to Mr. Clapp and he indicated he was interested in the 
economy of the whole Southeast and, if there was any such saving as 
that, that they would be glad to go along. We have optioned 1,000 
acres; we have made our borings and are working on the general plans 
to build for Georgia Power Co. a steam plant so that we can convey 
coal from West Point by barge and cut the cost of generating power in 
Georgia. 
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Mr. Jonas. Do you have to get TVA’s permission to build a steam 
plant on the Tennessee River? 

Mr. E. A. Yates. I think we do, as they own part of the land. They 
were very nice about it. 

Mr. Jonas. From whom did you get this option? Did you option 
the land from TVA ? 

Mr. E. A. YatEs. No. The land was formerly owned by TVA and 
part of it has since been conveyed back to private owners. 

Mr. Jonas. Is that what you mean by this clause “explaining the 
regulations with which we would have to comply and in other ways”? 

Mr. E. A. Yates. That is right. Ithink TVA will have to approve, 
the same as the Army on a so-called navigable river has to approve, 
our intakes and discharges. I think TVA has that same power and the 
Army may have it, too, on the Tennessee River. I know that TVA 
does. 

The letter continues: 


The President’s budget message, in discussing appropriations included in the 
1955 budget for Tennessee Valley Authority, contemplates that some 500,000 to 
600,000 kilowatts of load in your service area will be supplied from other sources 
by the fall of 1957. As one of the companies located on the perimeter of the 
Tennessee Valley Authority area, we are willing to supply 200,000 kilowatts of 
such load if you so desire. 

While our studies for a plant on the Guntersville site on the Tennessee River 
are with a view to providing economical generating capacity for Georgia Power 
Co., we believe that additional capacity provided by us at this location, because 
of favorable fuel situation and proximity to the Tennessee Valley Authority 
system, would be an economical source of power to your system. 

The Southern Co., on approval of all necessary authorities, will cause the 
necessary generating capacity to be constructed at such loeation, in addition to 
any required for Georgia Power Co., and a contract to be entered into for the 
sale to Tennessee Valley Authority of 200,000 kilowatts of firm power at the 
plant at transmission voltage on the basis of a yearly demand charge of $25 
per kilowatt, payable monthly, and an energy charge of 2.15 mills per kilowatt- 
hour, resulting in an average rate of 5.32 mills per kilowatt-hour at an annual 
load factor of 90 percent. 


I might say that an annual load factor of 90 perent is using the plant, 
out of the 8,760 hours in a year, about 7,800 hours, or something like 
that. And, of course, as the use of that plant goes down to a lower 
load factor, the cost naturally goes up. 


* * * This offer is based on securing a 15-year contract with Tennessee Valley 
Authority, in form and substance mutually satisfactory, which will contain pro- 
visions for escalation upward or downward in demand and energy charges for 
variations in tax rates, in fuel costs (from a base of 20 cents per million B. t. u.), 
and in the wage and materials elements of construction cost. 

It is contemplated that this plant can be constructed within 3 years. In the 
meantime, to the extent it may be needed, the Southern Co. system is willing to 
continue to sell power to Tennessee Valley Authority under, and at the rates 
provided in, the existing interchange agreement. While there will be variations. 
depending upon availability and your requirements, you will recall that during 
1953 we supplied 446 million kilowatt-hours to Tennessee Valley Authority 
thereunder. 


_ That energy was supplied over these various tie lines which are now 
In existence, 

Mr. Puituips. That letter may be put in the record, which is signed 
by Mr. E. A. Yates as chairman. 

(The letter referred to is as follows :) 
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THE SouTHERN Co., 
Birmingham 2, Ala., February 9, 1954. 
Mr. Gorpon R, CuApp, 
Chairman, Tennessee Valley Authority, 
Knorville, Tenn, 

Dear Mr. CLAPP: As you know, the Georgia Power Co. has optioned acreage 
on the Tennessee River near Guntersville, Ala., with the expectation of building 
a steam plant to be owned and operated by that company for delivery of energy 
for use in Georgia. It appears that by reason of the low cost of fuel attainable 
at this site, this plant would be of great value to Georgia Power Co. 

You and your associates have been most cooperative in making available to 
us engineering information concerning the proposed site, explaining the regula- 
tions with which we would have to comply and in other ways. We are pleased 
to acknowledge this cooperation and to express our appreciation. 

The President’s budget message, in discussing appropriations included in the 
1955 budget for Tennessee Valley Authority, contemplates that some 500,000 to 
600,000 kilowatts of load in your service area will be supplied from other sources 
by the fall of 1957. As one of the companies located on the perimeter of the 
Tennessee Valley Authority area, we are willing to supply 200,000 kilowatts of 
such load if you so desire. 

While our studies for a plant on the Guntersville site on the Tennessee River 
are with a view to providing economical generating capacity for Georgia 
Power Co., we believe that additional capacity provided by us at this location, 
because of favorable fuel situation and proximity to the Tennessee Valley Au- 
thority system, would be an economical souree of power to your system. 

The Southern Co., on approval of all necessary authorities, will cause the 
necessary generating capacity to be constructed at such location, in addition to 
any required for Georgia Power Co., and a contract to be entered into for the 
sale to Tennessee Valley Authority of 200,000 kilowatts of firm power at the 
plant at transmission voltage on the basis of a yearly demand charge of $25 per 
kilowatt, payable monthly, and an energy charge of 2.15 mills per kilowatt-hour, 
resulting in an average rate of 5.52 mills per kilowatt-hour at an annual load 
factor of 90 percent. This offer is based on securing a 15-year contract with 
Tennessee Valley Authority, in form and substance mutually satisfactory, which 
will contain provisions for escalation upward or downward in demand and 
energy charges for variations in tax rates, in fuel costs (from a base of 20 cents 
per million B. t. u.), and in the wage and materia!s elements of construction 
cost. 

It is contemplated that this plant can be constructed within 3 years. In the 
meantime, to the extent it may be needed, the Southern Co. system is willing to 
continue to sell power to Tennessee Valley Authority, under, and at the rates 
provided in, the existing interchange agreement. While there will be variations, 
depending upon availability and your requirements, you will recall that during 
1953 we supplied 446 million kilowatt-hours to Tennessee Valley Authority 
thereunder. 

Sincerely, 
E. A, YATES. 


” Mr. Jonas. Have you had any reply to that letter? 

Mr. E. A. Yates. No, sir. 

Mr. Jonas. How does this rate you offer to furnish new power for 
compare with rates at which you sell power to your present customers? 

Mr. E. A. Yates. Well that rate is based on delivery at high voltage 
at the plant. TVA would have to build their transmission lines. 
The rate is based on our paying all taxes and receiving a 6-percent 
return on our investment. The 6 percent is based on selling a certain 
amount of bonds and a certain amount of preferred and equity stock. 

Mr. Jonas. I understand, but you do not answer my question. It 
is—How does this rate included in the proposal compare with the basis 
upon which you sell power now to your other customers ? 

Mr. E. A. Yares. I think it is probably a little lower. 

Mr. Jonas. Could it possibly be any higher? 

Mr. F. A. Yates. I do not think so; no. 
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Mr. Jonas. So it is not out of line, then, with what your present’ 
customers pay for power of a similar character ? 

Mr. E. A. Yares. I think it is right in line, because on the whole 
group we are earning about 5.8 percent on our plant investment of 
$750 million and we expect to earn 6 percent on this. 

Mr. Jonas. How close is your operation to Chattanooga ? 

Mr. E. A. Yates. Well Rome, I suppose, is about 50 miles south of 
Chattanooga and this site, I think, would be about 70 miles. 

Mr. Jonas. Is this Guntersville site within efficient transmission 
distance of Chattanooga ? 

Mr. E. A. Yates. Unquestionably; yes. 

Mr. Jonas. Is the plant at Rome within efficient transmission 
distance ? 

Mr. E. A. Yares. Yes. 

Mr. Jonas. I think Mr. Wessenauer stated 

Mr. E. A. Yates. More lines would have to be built, because I doubt 
if the existing tie lines would carry 200,000 kilowatts. 

Mr. Jonas. Do not you operate now right across the road from 
each other in Chickamauga Park ? 

Mr. FE. A. Yares. That is right—Georgia Power Co. does. 

Mr. Jonas. Have you had any communications from anybody in 
Chattanooga inquiring into the possibilities of that city acquiring 
power from your company ? 

Mr. EF. A. Yates. No, sir; I have heard of nothing. 

Mr. Purtiies. Mr. Yates seems to have covered the field very 
thoroughly. 

Mr. Anprews. Mr. Yates, how far along have you gotten in your 
plan to construct a steam plant on the Tennessee River ? 

Mr. E. A. Yates. We have optioned the land. We are pretty well 
along with the borings and tests of foundations. 

Mr. Anprews. You definitely plan to build that plant ? 

Mr. E. A. Yares. Well, I think, yes, we do. We are working on 
that now; yes, it is our plan to do it. 

Mr. Anprews. Do you have any legal troubles with TVA or any 
other Government agency ? 

Mr. E. A. Yares. I do not think we have with TVA, because our 
bee had a conference with them and, as I say in this letter 

Mr. Anprews. Do they cooperate with you? 

Mr. E. A. Yares. They said they would cooperate and go along 
with us. 

Mr. Anprews. If you build that plant on the Tennessee River, you 
propose to sell 90 percent of that output to TVA if they make a 
contract ? 

Mr. E. A. Yates. If we build a 200,000-kilowatt plant, we will give 
them 200,000 kilowatts; yes, sir. 

Mr. Anprews. Reference was made in this letter to 90 percent. 

Mr. E. A. Yates. That is just the measure of the average cost of 
the energy. If they took power at only 40-percent load factor, the 
average cost would be higher; if they took it at 100-percent load fae- 
tor the average cost would be lower. 

Mr. Puiuirs. I hold in my hand this map of the TVA power sys- 
tem as of June 1953. At all times, in the original act and in testimony, 
the words “within the confines of the TVA area” is indicated by the 
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map which they submit to us each year, the current map being the one 
on the wall in back of the witness. 

As I look at this map, which includes the distribution system, 
the distribution of TVA goes away south of Guntersville, which is 
the southern point on that map, and extends down to Bessemer, 
which is perhaps 40 or 50 miles southwest of Birmingham, and it 
goes down into the State of Mississippi away past—in fact, there 
is no extension indicated on TVA’s chart of past years—there 
is an extension not only to Tupelo, but that goes down through 
Macon, Louisville, and Philadelphia into what appears to be below 
the middle point of the State of Mississippi. 

Mr. E. A. Yates. That is right. 

Mr. Jonas. I think I can explain that. They show on the TVA 
map only projects that contribute to the power supply. They do 
not pretend to show the distribution system. 

r. Pumures. TVA does not show the distribution system, but the 
question raised in my mind is not only as to the propriety but the 
specific authority TVA has to extend its facilities so far outside of 
the area contemplated in the original act. 

Mr. Jonas. The act says they may do that within transmission 
distance; they may go the length of the efficient transmission distance. 

Mr. Puttuirs. Is the word “efficient” in there? 

Mr. Jonas. No; I do not think so. 

Mr. E. A. Yares. It is within transmission distance. 

_ Mr. Puttups. Transmission distance might be California, I would 
imagine. 

r. E. A. Yates. May I say this question has arisen 2 or 3 times, 
and I talked to Mr. Krug and Mr. Lilienthal at different times about 
north Georgia, north Alabama, and north Mississippi, and they 
never would indicate how far TVA will go. They said their terri- 
tory is “within transmission distance. If they have surplus power, 
they have to go there.” I will say, however, that in the past 10 or 
12 years, or since these boundary lines were established as shown on 
our map, they have not gone any farther into our territory. There 
have been demands for them to do so in 1 or 2 towns, but they 
said “We have not got the capacity to go.” But they will have to 
go if they have the capacity. 

Mr. Puiturrs. You seem to have been successful, Mr. Yates, in 
making some sort of an agreement to keep them out of your territory, 
and you, perhaps, out of their territory. Do you suppose if addi- 
tional steam plants were built like the one prop at Fulton, 
there would be some guaranty that we would not find them over 
in Arkansas, or all points west, at some time in the near future? 

Mr. E. A. Yates. Of course, I think all the utility executives around 
the perimeter of TVA would sleep a little better if there were a defi- 
nite rule, law, or commitment in some way that TVA could not go 
outside of its present territory. 

Mr. Pures. I am inclined to suggest that you give up the thought 
of sleeping for the time being. 

Mr. Yates. From this last statement you made, Mr. Yates, do I 
understand correctly that TVA is not invading your territory or pre- 
empting your territory ? 
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Mr. E. A. Yates. No; they have not since the original invasion 
when they took Tennessee and rorth Alabama and north Mississippi 
away fromus. They have remained there. 

As I say, there were requests from some towns for TVA power and 
Mr. Krug was very nice about it. He just told them they did not 
have the capacity. But they won’t admit they are prohibited from 
going anywhere within transmission distance. Now it may be that 
if it becomes feasible to transmit power at high voltages of three or 
400,000 volts maybe they would go to Chicago. 

Mr. Puiuirs. Mr. Yates had better not sleep either, then. 

Mr. Yares. I did not get that. 

Mr. Puttures. He said TVA might extend its lines to Chicago. 

Mr. Yares. No; I do not think they will do that. 

Do you buy power from TVA? 

Mr. E. A. Yares. We have in the past—a great deal of power. 

Mr. Yates. But you do not any more. 

Mr. E. A. Yates. We have a “when-as-and-if” arangement. When 
we need power, they give it to us if they have it, and when they need 
power we give it to them if we have it. 

Mr. Yares. If they need power you provide it to them? 

Mr. E. A. Yarrs. We pa them a lot of power last year, and in 
other years. 

Mr. Yates. You have a reciprocal arrangement with them. 

Mr. EF. A. Yates. Yes. 

Mr. Yates. Has that worked out pretty well ’ 

Mr. E. A. Yates. Yes; that works out all right. It has been a 
benefit to both of us. 

Mr. Yates. And a benefit to the people of the area? 

Mr. E. A. Yates. Naturally. 

Mr. Yates. Has industry come in as a result of that arrangement? 

Mr. E. A. Yares. No; I doubt that. I think the industries we have 
got, we got by our own efforts. We work with the railroads, and 
industry likes our territory and comes in. 

Mr. Jonas. Can you tell us what taxes your system in the whole 
area roughly comparable to TVA pays? You say you have a $700 
million investment. 

Mr. EF. A. Yates. Naturally we like to figure around and see how 
the other fellow is doing, so we took TV A’s report for the 12 months 
ending June 1953, and took statistics for the 12 months ending June 
1953 for the Southern and we compared them. Now we combined 
the distributors with TVA. The revenue of TVA and the distribu- 
tors was about $173 million; and that for the Southern Co. was about 
the same. 

The combined TVA system has about 1,200,000 customers; we have 
a little under 1,200,000. 

T have some figures here that I can show you. We sell about 12 
billion kilowatt-hours per year; I think they sold 22 billion kilowatt- 
hours last year. Their rates, of course, are very much lower than 
ours. 

Now you come to the question of taxes. I think that TVA pays 
about $3 million in local taxes. 

Mr. Jonas. $3,400,000 last year. 
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Mr. E. A. Yares. And they have a plant which they say is devoted 
to power of some $925 million, plus $330 million for the navigation 
and flood control part of their dams. We have a plant of about $750 
million, of which I think $125 million or $130 million is for hydro 
plants, too, but we have to pay the charges on the entire investment. 

Mr. Jonas. You mean you could not charge off any of your dam 
construction to navigation ? 

Mr. E. A. Yates. No, sir. Now on the question of taxes, whether 

ou call it $950 million or $1,250 million, or whatever it is that TVA 
ce they pay local taxes of some $3 million and we pay something 
over $12 million on the basis of $750 million plant account. Then, 
of course, on top of that we pay the Federal tax. So, in total, we 
pay about $38 million a year in taxes, which is something like 12 times 
what they pay. 

Mr. Jonas. Do not you think, Mr. Chairman, a chart showing that 
for the record would be good, if Mr. Yates can furnish it ? 

Mr. E. A. Yares. I have a tabulation right here. 

Mr. Yarrs. You have one in the record from Mr. Moses’ statement 
where he shows all parts of the TVA. 

Mr. Jonas. But it is a different statement and Mr. Yates’ statement 
is really very comparable to TVA on all major points. 

Mr. E. A. Yates. I have a statement here. It is rather involved, but 
it does give you a great many significant figures. 

We feel the electric consumers in Tennessee are getting a real sub- 
sidy in taxes; they are getting a real subsidy in their interest, because 
Uncle Sam is behind them. The Government can borrow money at a 
lesser interest rate than we can and the electric customer in Tennessee 
escapes that cost. What we did was to compare taxes and the cost of 
money and depreciation, and apply our costs per unit to TVA. We 
believe it gives an indication of the extent of the subsidy. 

Mr. Puitiies. I think that could be put in the record of the hearing, 
and if you will just give it to the reporter he will insert it. 

(The matter above referred to is as follows :) 
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Mr. Yares. You mentioned depreciation: Is your depreciation 
figured on the same basis theirs is? 

Mr. E. A. Yares. Pretty nearly; about the same percentage. 

Mr. Pumps. This covers in part the tabulation offered by Mr. 
Moses, but it does give it in a little more detail and I think it would 
be a good idea to have them both if there is no objection on the part 
of the committee. 

Mr. Yates. I think it would be a very good idea. 

Mr. Jonas. Do you sell any substantial amount of power in your 
system for residence heating ? 

Mr. E. A. Yates. No, although we have been working on the heat 

ump. 

: Mr. Jonas. But no substantial amount of your power is used for 
residence heating ? 

Mr, Barry. No; no great amount of power is used for heating. Of 
course there is some incidental heating, but that is all. 

The heat pump may prove in future years to be the answer to that. 

Mr. E. A. Yates. We have been spending money on the heat pump. 
We have made studies of it and have research people working on it. 

Mr. Yates. Do you feel the same way Mr. Moses felt, namely, that. 
the great differential in cost between TVA and private utilities lay 
in the cost of money and the taxes? 

Mr. E. A. Yares. I think so. I think they do a good operating job. 
We have worked very closely with them since we lost that lawsuit a 
good many years ago in the Supreme Court. We have been working 
with them and our organizations transfer power back and forth all the 
time. We think they do a good job; I think they do a good job of op- 
erating, and do a good job of construction. 

Mr. Anprews. You think it is a well-managed company ? 

Mr. E. A. Yares. I think so. We like them; they are good fellows 
and we get along with them. 

You can see from that table their electric plant account per kilowatt 
is very close to ours, about $300 per kilowatt of capacity. 

Mr. Puttirrs. $309 per kilowatt for TVA and yours is $291. 

Mr. E. A. Yates. I knew they were right close. 

Mr. Pures. I think you are more comparable to TVA operations 
than any of the other utilities that have talked to us. 

Mr. FE. A. Yares. Also in hydro generation, their cost is sixty-three 
hundredths of a mill and ours is six-tenths of a mill. But last year on 
steam generation, purchased and interchanged power expense, they 
were 3.52 mills and we were 3.13 mills. The cost of fuel is about the 
same. And operating expense, exclusive of power cost, is about $38 
million for wo It is pretty close to parallel. 

Mr. Puuuirs. I do not think the question was asked you whether you 
had any power available right now. 

Mr. b. A. Yates. We have, I would say, between 100,000 and 150,000 


kilowatts. We will probably have that same amount next year. In 
1956, we will have a lesser amount. 

Mr. Jonas. Unless you build the Guntersville plant ? 

Mr. E. A. Yates. We figure on building that plant. 

Mr. Puttires. Do you say the same thing Mr. Wilson did, that if 
you would sell your present surplus to TVA or to a Government plant 
direct, rather than through TVA, you would immediately begin to 
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build additional facilities so that you might havea cushion or surplus / 

Mr. E. A. Yates. I think if we sold to TVA firm power for more 
than 2 years—we have that surplus now—we would expect to build 
this plant for them. And, of course, if they wanted to increase the 
size of the plant and we could work out a program with them, I think 
we are perfectly willing to go ahead and sell them more power. 

Mr. Yares. Retertine to your offer to TVA, Mr. Yates, is this for 
the construction of facilities which you will not construct unless TVA 
enters into a contract with you? 

Mr. FE. A. Yates. Oh, yes. That is just an offer to TVA that we 
willl build a 200,000-kilowatt steam plant and sell them power on that 
basis at the station, at high voltage. They would take it away. 

Mr. Yarrs. I do not quite understand that. This letter refers to 
that Guntersville plant. 

Mr. E. A. Yates. There were two things I wanted to explain. We 
are trying to reduce the cost of fuel to Georgia Power Co. and we have 
optioned land on the Tennessee and drilled for foundations for a steam 
plant for Georgia Power Co. The offer to TVA is to build a plant in 
the same vicinity to serve them. Maybe it will be by a different com- 
pany; I do not know whether it will be owned by Georgia Power Co. 

Mr. Yates. You mean it is a different plant than the one you are 
building at Guntersville? 

Mr. E. A. Yates. It may be a joint plant with a chalk line down 
between the units to indicate different ownership. 

ew Mp ro It would be extending the capacity beyond the present 
ant? 
g Mr. E. A. Yates. It would be extending the capacity beyond that 
of Georgia Power Co.’s plant, and the additional capacity would prob- 
ably be owned by a separate generating company. 

Mr. Anprews. You definitely plan to build a plant at Guntersville ? 

Mr. E. A. Yates. That is our program. 

Mr. Anorews. If you get a deal with TVA, you will build 2 plants, 

Rec E. A. Yates. Well, we will add units to the Georgia Power Co. 
ant. 
. Mr. Putiures. Mr. Yates, we thank you very much. 

The committee will be in recess until 1: 15. 

Mr. E. A. Yates. There was some question this morning about the 
progress of Tennessee as compared to other States and I would like to 
run through these figures a minute. 

Mr. Puiuuies. I think that will be very interesting. 

Mr. EF. A. Yates. The Research Department of the Federal Reserve 
Bank of Atlanta issues from time to time a pamphlet entitled “Sta- 
tistics on the Developing South” based on various indexes covering 
the economic life of the States of Alabama, Florida, Georgia, Ten- 
nessee, Mississippi, and Louisiana; those six States. 

On population, in thousands, from 1930 to 1952, Tennessee’s popu- 
lation increased 24 percent, and that of the 6 States increased 30 
percent. 

On total income payments to individuals in millions of dollars from 
1930 to 1952, Tennessee has increased 394 percent, and the 6 States 
have increased 413 percent. 

Per capita income payments, 1930-52, Tennessee has increased 298 
ge and the 6 States have increased 294 percent. Tennessee is a 
ittle ahead of the six States. 
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On per capita long-term savings, Tennessee has increased, from 
1940 to 1952, 256 percent, and the 6 States 274 percent. 

On deposits in all banks in millions of dollars, 1935-52, Tennessee 
has increased 453 percent, and the 6 States have increased 550 percent. 

Mr. Puitures. This committee was under the impression that the 
benefits of the TVA to Tennessee were so great it had surpassed all 
the other Southern States ? 

Mr. E. A. Yates. That is the reason I wanted to put this in the 
record. 

Mr. Yates. I thought the statement was that Tennessee was behind 
the other States and that Tennessee had progressed relatively more 
than the other Southern States. 

Mr. Jonas. I think the contrast is more noticeable if you read the 
annual reports of TVA. All through the annual reports you will 
find language extolling the benefits that have accrued to the people in 
Tennessee because TVA was in existence. 

Mr. E. A. Yares. Bank debits, 141 centers, in millions of dollars, 
1935-52, Tennessee increased 498 percent, and the 6 States 523 percent. 

Business firms in operation from 1944 to 1951, Tennessee has in- 
creased 34 percent and the 6 States 50 percent. 

Mr. Putiures. How is Alabama doing? 

Mr. E. A. Yates. Alabama is even with Tennessee, 34 percent. 

On new businesses started, 1944 to 1951, Tennessee has increased 1 
percent and the 6 States 22 percent. 

On agriculture, total cash farm income in millions of dollars, in- 
cluding farm marketings and Government payments—I do not know 
what Government payments are—— 

Mr. Yates. We do. 

Mr. E. A, Yates. Anyhow, Tennessee has increased from 1935 to 
1952, 334 percent, and the 6 States 315 percent. Alabama is 283 per- 
cent, and Florida 374 percent, and Georgia 343 percent. 

On cash farm income from livestock, in millions of dollars, from 
1935 to 1952, Tennessee has increased 371 percent and the 6 States 538 

ercent. 

4 On wages of production workers in millions of dollars, from 1929 

to 1951, Tennessee has increased 334 percent and the 6 States 327 
recent. 

“Os value added by manufacture from 1929 to 1951, Tennessee has 

increased 301 percent and the 6 States 325 percent. 

Mr. Putiires. Would that include Federal investments? 

Mr. E. A. Yates. That is value added by manufacture. 

Mr. Putiurs. I imagine that is private manufactures. 

Mr. E. A. Yates. Manufacturing employment in thousands from 
= to 1952, Tennessee has increased 93 percent and the 6 States 

5 percent. 
otton consumption by textile mills from 1935 to 1952, ‘Tennessee 
has increased 50 percent and the 6 States 82 percent. 

On electric-power production from 1935 to 1952, Tennessee in- 
creased 1,228 rey and the 6 States 599 * pacer However, Missis- 
sippi increased 4,432 percent in that period. 

onstruction contracts awarded from 1935 to 1952—Tennessee in- 
creased 3,296 percent and the 6 States 1,392 percent. 

Mr. Puiures. That is what sort of construction, residential as 
well as everything else? 
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: Mr. E. A. Yates. The atomic-energy plant, the TVA, everything, 
resume. 
r. Pures. Do you have a table for the consumption of power / 

Mr. E. A. Yares. I have the increase in power production. Ten- 
nessee increased 1,228 percent from 1935 on as compared to 599 percent 
in the 6 States. 

Retail sales in millions of dollars from 1929 to 1948—Tennessee 
increased 228 percent and the 6 States 242 percent. 

Department store sales from 1935 to 1952—Tennessee increased 
433 percent and the 6 States 553 percent. 

Mr. Putures. Thank you very much. 

Mr. Jonas. Mr. Chairman, before you close the hearing I would 
like to make a statement for the record and quote certain portions 
from the TVA Act. 

Mr. Prmures. I shall be very glad to have you do that. 

Mr. Anprews. Off the record. 

(Discussion off the record.) 

Mr. Jonas. I have stated frequently since I have been on this com- 
mittee and have been dealing with appropriations for TVA, that 
I do not find any authority in the original TVA Act for TVA to build 
steam plants or to put in any installations on any river other than 
the Tennessee River or a tributary thereof. I made that argument 
on the floor last year when we had the Fulton proposal up. The ques- 
tion of whether TVA does have authority to build steam plants has 
never been tested directly in the courts, to my surprise. I have never 
seen any case in which that subject was the point at issue and there 
ran been no determination of that question that I have been able to 

nd. 

Mr. Smrru. The holding in the case of the Tennessee Electric 
Power v. T. V. A., which was the case that tested the constitution- 
ality of the act, was to the effect that the privately owned companies 
had no standing to make such a contest. 

Mr. Jonas. But the point was never determined, was it ? 

Mr. Smrrn. No; it was never determined. 

Mr. Jonas. If Congress should give a citizen a right to test that 
in court, it would be a case of first impression, would it not? 

Mr. Smirn. Yes. My only point was that it is hard to find some- 
body who could test it. 

Mr. Jonas. Am I correct in my understanding that there never 
has been a determination of that particular point ? 

Mr. Siru. I know of no such determination. 

Mr. Jonas. Certainly not by the Supreme Court of the United 
States? 

Mr. Smirn. No. 

Mr. Jonas. There is a dictum, I believe, in a district court case 
involving the condemnation of land, dealing with the subject only 
incidentally. There was no direct examination. 

In support of my idea that it was not within the contemplation of 
Congress that steam plants should be built or that TVA should expand 
its activities outside the Tennessee River Valley, I would like to read 
several sections of the act. I am reading now from the preamble on 
page 1 of the Tennessee Valley Authority Act: 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That for the purpose of maintaining and 
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operating the properties now owned by the United States in the vicinity of 
Muscle Shoals, Ala., in the interest of the national defense and for agricultural 
and industrial development, and to improve navigation in the Tennessee River 
and to control the destructive floodwaters in the Tennessee River and Mississippi 
River Basins, there is hereby created a body corporate by the name of the 
“Tennessee Valley Authority.” * * * 

Next I would like to read from section 4 (j), beginning on page 4. 
Among other powers conferred upon TVA by this act is included 
the following: 

Shall have power to construct such dams, and reservoirs, in the Tennessee 
River and its tributaries, as in conjunction with Wilson Dam, * * * will provide 
a 9-foot channel in the said river and maintain a water supply for the same, 
from Knoxville to its mouth * * * and shall have power to acquire or eon- 
struct powerhouses, power structures, transmission lines, navigation projects, 
and incidental works in the Tennessee River and its tributaries, and to unite the 
various power installations into one or more systems by transmission lines. 


I quote from section 10 on page 12 the following: 


The board (TVA) is hereby empowered and authorized to sell the surplus 
power not used in its operations, and for operation of locks and other works 
generated by it, to States, counties, municipalities, corporations, partnerships, 
or individuals, according to the policies hereinafter set forth * * *. 

Mr. Puitures. I call your attention to the fact, if you are not going 
to continue reading the act, that in other sections wherever power is 
authorized for sale it invariably specifies surplus power. Section 11, 
page 13, is an example. 

Mr. Jonas. I noted that same thing throughout the act. I think 
invariably wherever authority is given to sell power it speaks of sur- 
plus power, and I can only conclude from that that it was in the 
minds of Congress when this act was enacted that TVA, in its efforts 
to control the Tennessee River, had authority to build dams and 
from the waters impounded by those dams develop power and sell 
whatever surplus power was generated, and from that authority TVA 
has now expanded to the point where at the end of the current con- 
struction period TVA officials have testified that 70 percent of their 
power will be generated by steam plants and only 30 percent by hydro. 

Mr. Putiures. You have discussed the legal angle; let me discuss the 
accounting angle. I read from section 14, page 17: 

For the purpose of accumulating data useful to the Congress * * * the board 
shall keep complete accounts of its costs of generation, transmission, and distri- 
bution of electric energy and shall keep a complete account of the total cost 
of generating and transmission facilities constructed or otherwise acquired by 
the Corporation, and of producing such chemicals, and a description of the major 
components of such costs according to such uniform system of accounting for 
public utilities as the Federal Power Commission * * * shall prescribe * * *. 

My contention would be that the Congress did not put that in 
there merely as an academic record in the files of TVA, but that it 
had some thought that the same cost would enter into the sale of power 
by TVA as any other utility. I do not know if I can sustain that. 
You would have to be my attorney. 

Mr. Jonas. Mr. Chairman, I do not think you and I have much 
to debate. 

Mr. Puitures. We thank you gentlemen very much. It was very 
kind of you to accede to the request of the committee because we felt 
there were factors which had been left in doubt and we wanted to 
hear from the people to whom reference had been made. 
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Tuespay, Marcu 2, 1954. 
Tennessee VALLEY AUTHORITY 
WITNESS 


HON. RALPH W. GWINN, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF NEW YORK 


Mr. Puittirs. We have the pleasure of having as a witness this 
afternoon our colleague and friend of long standing, Representative 
Ralph Gwinn of New York. 

Do you have a prepared statement ? 

Mr. Gwinn. No, I have not at the moment, but I am preparing one. 

What I have to say with regard to TVA I am bold enough to present 
to you briefly, because generally it applies to all of our Socialist 
experiments. 

e have now had 20 years of experience with our first what might 
be called our pet experiment in socialism—TVA owned and operated 
by the United States Government. Its cost is $1,788 million taken 
by force from the people without their consent, like all Socialist 
experiments are financed. In this case the private propery of our 
citizens was taken substantially from 41 States and redistributed to 
7 other States. 

It may not be new to you, but it is new to me and I am sure it is new 
to many Americans, that this socialized area covers 1 million acres; 
that 660,000 of those are permanently flooded. 

Mr. Puuuies. If you will turn around and look at the map on the 
wall ~ back of you, you will get visual evidence of what you are talk- 
ing about. 

r. Gwinn. Yes. It looks to me like a black spot on the whole map. 
That is one and a half times the State of Rhode Island. 

It exempts itself from all local, State, and Federal taxes. But it 
has been shamed into paying what is called a token contribution or, 
about $3 million in lieu of taxes. It should be paying approximately 
$60 million in taxes. That is at the same rate that others pay. 

Mr. Putuurps. Have you figures to indicate how you arrive at that 
amount ? 

Mr. Gwinn. Yes; I have that and I will submit them in my state- 
ment. 

By the way, I want to call attention at this point, if you have not 
seen it, to a little study by the Arkansas Power & Light Co., Hamilton 
Moses, chairman of the board, entitled “A Neighbor Looks at TVA 
From Arkansas.” 

Mr. Puiuies. That is a very interesting booklet and, when Mr. 
Moses was here last Thursday morning as a witness before us, he gave 
us a copy. 

Mr. Gwinn. What I am saying here with regard to taxes TVA 
applies to every other Socialist experiment. It enjoys the full bene- 
fit of schools, streets, police, courts, health services, but won’t pay the 
cost. It has the services of a President and the Congress and this 
committee and enjoys the protection of the armed services, and it 
enjoys especially doing vou to others in the form of charity abroad. 
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It has all of the benefits that any of the rest of us have in the Federal 
Government, but pays not one dime of the cost. Neither it nor its 
1.480,000-odd power customers of the power project. 

Of course the reason it won’t pay its proper share of these taxes is 
that it would be out of business in 3 months, as Senator Norris the 
stepfather of this project admitted before he died. ar 

In passing we might mention what is also applicable to socialism 
generally, that 21 taxpaying private power companies that used to 
supply power in this area have been liquidated by TVA. 

Mr. Patties. Liquidated, or moved to the periphery outside of the 
area? 

Mr. Gwinn. But forced to sell, many of them—you remember all of 
that controversy with Wendell Willkie, at TVA terms. These 21 tax- 
paying companies that supplied power in that area before TVA and 
before there was a power shortage had sales forces on the road selling 
power, urging the people to use more power. All that lies buried 
under the 660,000 acres of water. 

Lenin is alleged to have said that socialism is electric power plus 
bookkeeping, meaning by that deception. Every one of our experi- 
ments carries out that definition. 

For example TVA has been able to hide its red ink by shifting the 
burdens of capital and operating charges from electric power over 
onto flood control and navigation. 

Now TVA flood control is largely a myth, if not worse than a loss. 
Instead of controlling floods, it has made a permanent flood on 660,000 
acres by filling up behind the dam. In the preamble of the legislation 
creating it, it says for “purposes of flood control and navigation” this 
legislation is asked. It did not mention power in the preamble of the 
first act. Later the making of water power came in and was made 
incidental to the main purposes of flood control. 

Mr. Puituies. It mentioned power in the sense that it was permitted 
in the act to sell surplus power created by the hydroelectric works that 
were involved in the original plan. 

Mr. Gwinn. As an incidental business. 

Mr. Puiiutrs. There was no mention of the production of power 
for power’s sake and certainly no mention other than hydroelectric 
poe which would be generated by the flood facilities that were to 

created, and the river facilities. 

Mr. Gwinn. The history of this legislation is interesting on that 
point. I said it did not recite in the preamble anything with regard 
to power. It was for the purpose of flood control, navigation, preser- 
ie ve of the natural resources, and it may have mentioned national 

efense. 

Mr. Jonas. Considering the fact that when TVA finishes its pro- 
gram now under construction 70 percent of the power it produces will 
come from steam plants and only 30 percent from hydro developments, 
peo not represent a significant change in the original concept of 

Mr. Gwinn. I think it is very significant and goes back more than 
20 years when the Public Utilit ague, which was organized by 
Socialists including Thompson, Nocaen Thomas, and others, divided 
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nists that were affiliated with them drew the legislation itself to be an 
out-and-out Socialist experiment. 

Mr. Privures. What year was that? 

Mr. Gwinn. That was in the twenties. 

Mr. Yarrs. Are you saying that Norman Thomas was a 
Communist ? 

Mr. Gwrnn. No; I say he and the Communists associated with 
them. I mentioned Thompson and Thomas as Socialists in that 
league. 

Now they presented this legislation to Senator George Norris of 
Nebraska dl he introduced it. Year after year it was turned down 
flat as an unconstitutional measure. Then they devised this scheme 
of controlling floods and preserving our natural resources and soft 
pedaling the power side of it. 

Mr. Jonas. I hate to interrupt you, but before you leave that point 
T wish to ask this question: Do you consider there is any legal au- 
thority in the act for the construction of steam plants? That is a 
problem that is worrying me. 

Mr. Gwinn. It was not contemplated in the beginning. No legal 
authority was intended and I believe none is in the act. When TVA 
was finally held out as a great source of waterpower they never 
dreamed they would have to resort to steam. At least, it was not 
mentioned in the debates as far as I can discover. 

The point I want to make before I come to coal is that they had 
to do a lot of manipulation to get Congress into the mood of passing 
a bill to make power. If Congress had no authority under the Con- 
stitution—and over and over and over again the Senate held there was 
nothing in the Constitution to permit such an operation even for wa- 
terpower—how could making steampower be constitutional? That. 
question, I take it, has never been decided. 

Mr. Jonas. I think several cases have been filed, but they were all 
dismissed on the grounds that the complainants did not have legal 
standing in court, because Congress had not given them the right to 
sue, 

Mr. Gwinn. Yes. 

Mr. Jonas. Therefore there has been no determination in court on 
the question of the legality of the construction of steam plants so far 
as I have been able to discover. 

Mr. Gwinn. I think you are right. 

Mr. Jonas. That question was raised in several suits, but they were 
dismissed. 

Mr. Gwinn. I am very much interested to find out where we are at 
the present time on the question. 

Now, I won’t dwell on the flood-control deception at length, except 
to say, as you men may know, that the Army engineers have found 
there would not be a serious flood of the Tennessee River once in 500 
years, It did overflow like many of our bottomlands are covered in 
the spring, but it was not a swift washing away of the soil. A sedi- 
ment which benefited the soil was left instead. 

Mr. Prmutrs. Testimony before this committee is that the amount 
of storage has been so used to its capacity to the extent that if there 
oe a severe flood, these flood-control projects could not hold the 
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Mr. Gwinn. As the debates have shown, we have been fooled to put 
on the statutes flood-control projects every year. We did not realize 
that when you build a dam and fill it behind with water for making 
power, that you do not have any reservoir to hold floods. 

Mr. Anprews. Will the gentleman tell us where we could find the 
engineers’ report about flood control, or the possibility of a flood being 
only once in 500 years? 

Mr. Gwinn. Yes. I think it is in this study by Dean Russell of the 
Foundation for Economic Education, Irvington-on-Hudson, N. Y., 
entitled “The TVA Idea,” and it is in other places. 

Mr. Prituirs. Does that book give the citation of the report ? 

Mr. Gwinn. I will give you the exact citation. 

Mr. Puitures. If you do not have it now, you can put it in the 
transcript. 

Mr. Gwinn. I will give it to you, because I have 2 or 3 references 
to it. 

That report also says that this land was some of the best in Ten- 
nessee, which rarely ever had a crop failure, and never had a total fail- 
ure of crops, and never had a serious failure of crops in years, and 
the total production amounted to about $27 million a year. 

Mr. Anprews. Is that also in the engineers’ report ? 

Mr. Gwinn. Iam not sure of that; but it is a part of the same study 
and I will mention that. 

Mr. Puiitps. At page 15 of the booklet called the TVA Idea by 
Dean Russell, I find this: 


In other words, once every 500 years the Tennessee River might flood as 
much land in Tennessee as TVA has permanently flooded or set aside for flood- 
ing in its flood-control program. 


That is a conclusion and then above that it says: 


Let us examine this flood-control picture from another angle. According to a 
report by the Corps of Engineers of the United States Army, a flood that would 
cover 666,154 acres of land may be expected in the Tennessee Valley once in 500 
years. 


And the citation is House document volume 32, part 1, Tist Con- 
gress, No. 328, page 731. 

Mr. Yarrs. As I understand your point, do you mean a flood, which 
would cover as much land as the dams back up water, will occur only 
once in 500 years? 

Mr. Gwinn. That is right. 

Mr. Putuirs. If you will turn your question around the other way, 
Mr. Gwinn’s point, as I understand it, is that TVA has permanently 
covered with water as much land as a flood of the Tennessee would 
have covered once in about 500 years. 

Mr. Gwinn. That is the 660,000 acres that is permanently flooded. 
It does not take into account the 1 million acres, or the difference be- 
tween the 660,000 and 1 million acres, which is owned by TVA but not 
now flooded. 

Mr. Yates. But does that take into consideration the question as to 
whether it is a controlled flood or an uncontrolled flood and the damage 
an uncontrolled flood would cause? 

Mr. Pururs. An uncontrolled flood was expected once in 500 
years on an average. 

Mr. Yares. Which would cover that much land? 
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Mr. Puitutrs. Which would cover that much land. But there 
presumably would be smaller floods that would occur more frequently 
on a lesser area. ' 

Mr. Gwinn. That is true. That is very flat land and there was a 
good bit of wash that came down from the hills into those bottoms, and 
like most of our bottom lands the people on the whole found it to be 
a benefit and it enriched the soil. Now that is gone and the $27 
million of farm production is gone, which is a definite loss to the com- 
munity as I will show later. 

Now, if you shift the capital investments, if you shifted half 
of the capital investments and half of the interest charges from power 
to flood control or navigation, of course you reduce the total burden on 
power, But you will do so under a myth by which you cannot possibly 
justify any such allocation. 

Now I won't go into detail on navigation, except to say that Dean 
Russell in the same report points out, and other studies have pointed 
out, that if you make the charge of capital and interest to navigation 
that the TVA wants to make, your freight rates for navigation will 
be between 3 and 4 times the rate by rail. Anyway there is compara- 
tively little navigation on the river except from Government sources. 

Mr. Puiturps. That reference is on page 25 of the booklet by Dean 
Russell which says: 

* * * But these “savings” could have been provided at about one-third the 
present cost to the taxpayers merely by paying the full freight cost to these 
favored merchants for shipping by rail instead of by the “free” TVA water road. 

That is based on information supplied in the General Accounting 
Office and the citation of that is page 589 of a statement by Mr. Stephen 
Ives, Director of Corporation Audits Division, General Accounting 
Office, in the Government corporations appropriation bill, 1949. 

Mr. Anprews. Would that statement be true with reference to other 
inland waterways? 

Mr. Gwinn. In regard to navigation ? 

Mr. Anprews. Yes. 

Mr. Gwinn. That I do not know, in regard to navigation. I do 
know in the same connection that we made a study of the cost of mak- 
ing power by water and found that where you have coal, as they do in 
Tennessee, there is very little excuse for making power by water. In 
the Northwest and other areas where they use water extensively it is 
because they have no coal. 

Mr. Anprews. Do you mean that steam power can be produced 
cheaper than hydropower ? 

Mr. Gwinn. That is right, where there is coal available as there is 
in Tennessee. 

Mr. Jonas. Mr. Gwinn, do you have any figures as a result of any 
study comparing navigation on the Tennessee River with navigation 
on similar rivers? We went into that briefly in the hearings. 

Mr. Gwryn. I have not. 

Mr. Jonas. Do you know of any study that has been made by any- 
on that subject ? 

r. Gwinn. No, I do not. 

Now in view of the showing that TVA appears to make by refus- 
ing to pay local and Federal taxes, which amounts to hundreds of 
millions of dollars, and their failure to pay interest and the alloca- 
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tion of proper charges, to navigation and flood control, still TVA 
fails in its purpose, namely, to supply enough power for the needs of 
the people. To fail in the supply is the test. The lower price charged 
by TVA after all its heer A and exemptions is unimportant 
compared to the fact that the people can’t get power at any price. 

Mr. Anprews. Is not that due to the fact that at this time Govern- 
ment agencies are taking 35 percent of the power produced by TVA 
and that by the fall of this year will be taking 50 percent 

Mr. Gwinn. Of course that aggravates the situation; but it is an 
interesting fact that there is no such shortage in other parts of the 
country where private companies are anticipating such demands and 
meeting those demands, 

Mr. Anprews. If it had not been for the AEC demand of power in 
that area, I do not think there would be any question but possibly that 
TVA would be producing too much power for that area; but it has 
been testified here before us—and I think it is undisputed—that at the 
present Government agencies, the Air Force and Atomic Energy Com- 
mission, are using 35 percent of all the power produced in the entire 
system of TVA and, by October or November of 1954, this year, they 
will be taking 50 percent of that power. 

Mr. Gwinn. To what extent that is true and whether or not private 
industries could have met the situation which TVA is not able to meet 
is complicated further by the fact that it does have to come to Congress 
every year. Being dependent on what this Congress will do from 
year to year is a very unfortunate position for anybody to be in. I 
doubt if any member of this committee would make plans for his life 
upon what this committee is going to do from year to year, and that is 
the position that TVA has been in for nearly 20 years. That’s a bad 
feature of socialism. Government owns and controls and the people are 
rendered dependent on it. And the answer is government is not 
dependable. 

r. Potiurps. May I call the attention of the members of the com- 
mittee to a rather interesting statement on the accounting end which 
Mr. Russell makes on page 27 of his booklet, without quoting but 
putting it in my own words, that by having an uneconomic policy it 
enables TVA to charge off its costs disproportionately to navigation 
which he says: 


This in turn helps TVA to show a “profit” on its electricity program. 


We have never, as I recall, investigated that point in this commit- 
tee—as to whether the actual charges of their different costs were made 
properly to the different functions of TVA, have we? 

r. Yates. I think this was testified to last year. 

Mr. Jonas. As I recall, it ran 30, 30, and 40. 

Mr. Yares. They told the committee how their charges were 
allocated. 

Mr. Jonas. It was roughly 40 percent to power, 30 to navigation and 
30 to flood control. 

Mr. Gwinn. That is right, I think. 

Mr. Yates. The question in your mind is whether or not that is a 
correct formula. 

Mr. Puuuirs. Yes. I did not recall that. 

Mr. Yates. He used that formula. 
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Mr. Jonas. Did you say there is no power shortage in the country 
outside of the TV A area ? 

Mr. Gwinn. Generally speaking we do not have the same complaints 
about being unable to get power as they do in the TVA area. 

Mr. Jonas. I read a report of a speech Mr. Clapp made in Chicago, 
and did not he say in that speech there was a shortage of power ? 

Mr. Gwinn. He did; he took in a broad area and made it apply to 
the country generally, but he cited no evidence and he talked about 
the shortage in the future if present trends prevail. 

Mr. Yarrs. I remember having seen an advertisement stating that 
the private power companies of America began a year ago to undertake 
approximately a $2.5 billion expansion of their facilities. 

Mr. Gwinn. That is right. 

Mr. Yarrs. Would they be engaged in that program if there was 
no power shortage ¢ 

Mr. Gwinn. They anticipate the need and the growth, and that is 
what business is financed on—the basis of meeting their needs when 
they arise. 

Mr. Anprews. And they do try to keep about a 10 percent reserve. 

Mr. Gwinn. That is right. 

Mr. Anprews. Certainly the demand for power is growing all over 
the country. 

Mr. Gwinn. That is right; it is. 

Mr. Anprews. The same thing is true in the area served by TVA, 
particularly in view of the Government demands which are so great 
there. 

Mr. Gwinn. Its demand for appropriations this year will be no 
more accurate than they have been heretofore. The statements of 
insufficient power have come out of the Tennessee Valley for some 
years like this. Senator Kefauver said: 

We are crippled because Congress does not do what it ought to do. 


Well, under the former administration, they did what they thought 
certainly would bé sufficient. 

Yet the Governor of Tennessee wrote up here only last year, you 
remember, on June 11,1953, and said: 


Our people in the Tennessee Valley live in dread. 
He said, further : 


The people are holding mass meetings, adopting resolutions and writing letters 
to friends everywhere in a citizen-to-citizen appeal for adequate power. 

And Mr. Clapp, as von indicate, Mr. Jonas, is making some speeches 
even now to the same effect. 

That leads me to what seem to me to be the vitals of the TVA ques- 
tion. After all, our great experiment has failed to meet the ple’s 
needs for power. Whatever the reasons or excuses the vital fact is 
it has failed. Our own out-and-out socialism of the American variety 
has failed. We would expect as Americans believing in a free econ- 
omy that it would fail to meet the needs of the people just exactly as it 
has failed. Why should we be surprised or disappointed. 

We fight wars on the theory that socializing and communizing econ- 
omy is bad for the people, and the reason for it is that it cuts down 
production; it fails to produce the thing that it promises to produce. 
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We take up arms to stop it abroad ; why don’t we stop fooling ourselves 
at home ¢ 

Now I call your attention to another study which is just out, based 
on the Edison Electric Institute report. It is contained in a booklet 
entitled “The Continuing Cost of TVA; A Study of the TVA Yard- 
stick by the National Resources Department, Chamber of Commerce 
of the United States.” 

Mr. Puitiies, The committee has a copy in its files. 

Mr. Gwinn. Let me call your attention to what seems to me, again 
applicable to all of our socialism, the documentary evidence of failure, 
namely, the falling off of production. 

On page 17 of that report, there is a study of the economic status 
of ‘Tennessee in relation to 10 Southeastern States. In 1930, before 
TVA started, the population of Tennessee ranked fourth among the 
10 States. In 1950, it was static—still at the same place. But in 1933, 
just a year prior to TVA, the receipts from farm marketing made 
Tennessee stand in fifth place among all of the States. In 1950 she 
dropped down to eighth place. 

The retail sales payroll in 1955 put Tennessee in third place in those 
States; in 1948 it had dropped to fifth place. Retail sales in 1929 put 
Tennessee in second place; in 1948 it dropped to fifth place. 

In manufactures—and this was a surprise to me, because I think the 
most of us have been lead to believe that manufacturing has moved into 
Tennessee from the north. But what do we find? We find that the 
value added by manufacturing in 1933 put Tennessee in third place 
and in 1947 it had dropped back to fourth place. 

Mr. Puitups. Mr. Gwinn, would you like to extend your remarks 
and put some of that in the record ¢ 

Mr. Gwinn. I will have this in my remarks. 

Mr. Puiturs. That is a very complete report that the committee 
las had presented to it before. 

Mr. Gwinn. Have you had these figures? 

Mr. Puiuuirs. Yes, we had all of those figures, and they are inter- 
esting and significant. 

Mr. Jonas. The figures we had were from the Federal Reserve bank 
in Atlanta and referred only to the States of Georgia 

Mr. Puiturrs. These are not the same ones ? 

Mr. Jonas. These are not the same figures. 

Mr. Puiuurps. Then I beg your pardon. Will you put those in when 
you extend your remarks ¢ 

Mr. Gwinn. Yes, I will. 

Mr. Puttures. Because what you are saying is interesting, in view 
of the testimony the committee has had on both sides of the subject 
this year. 

Mr. Gwinn. Now here is this interesting fact, though, that the per 
capita income of Tennessee in 1933 put Tennessee in seventh place in 
the southeastern States. 

(After a brief intermission :) 

Mr. Gwinn. Now, Mr. Chairman, this study shows a decline in pro- 
ductivity in all categories studied in the State of Tennessee compared 
to 10 other southeastern States that depended on private power. After 
20 years of TVA in Tennessee we have a falling off in production, just 
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as you have in Russia or England or France or any other place where 
you have socialism. 

In Tennessee with all of the toadying and with the exemptions from 
taxes given TVA and with all the outside contributions of capital— 
in spite of that, Tennessee as a State has gone back compared to other 
southeastern States. Those other States have relied on private power. 
The only place where Tennessee has gone ahead is in the per capita 
income. But that she did not produce. She got that by force from the 
other States. 

In 1933 Tennesse ranked seventh among the other 10 States, and 
in 1951 she improved her position by 1 point and went into sixth place 
in per capita income. Her per capita income taxes paid in 1937 put 
her in sixth place. She improved that by 1 point, and it put her in 
fifth place in 1951. The 41 outside States paid more than the wages of 
TVA’s 22,796 employees, amounting to $108 million a year, or nearly 
$5,000 per employee. Much more Government money went into Ten- 
nessee besides the annual subsidies of over $200 million for TVA. 
That accounts for her slight improvement, in per capita income. With- 
out that Tennessee would have been sunk by comparison, and she has 
been sunk by her own TVA. She has paid the price of giving ail the 
States a first-class example of our own socialistic, disastrous failure. 
Both manufacture and agriculture and the total productivity of the 
State, has seriously declined. She has been a tax eater instead of a 
tax producer. 

I want to conclude by pointing out, that Tennessee has gone back 
not only because she lost her economic freedom when she become de- 
pendent on TVA. She has lost her political freedom, too. The peo- 
ple in Tennessee say— 

“We are going to have to live under whatever rules you gentlemen 
in Congress make for us. The testimony over and over is ‘We are 
totally dependent in this area on what Congress does.’ Competition 
isdead. There is no place for us to operate.” 

Congressman Sutton last year, you remember, said: “Now it is 
up to Congress to decide whether or not we are going forward as a 
State in this Nation by means of the public power we have or to let 
somebody else take it over.” 

And that is the point I want to make. 

Mr. Jonas. Do you intend to discuss the so-called municipal as- 
pect? I have reference to this fact. In the little town where I live 
the municipality owns the distributing system. They buy power at 
wholesale, and we own our own distributing system. We make a 
profit on that power and help to support the schools and the other 
municipal functions. But that is not true in Tennessee, because TV A 
controls the resale rates of the distributors. 

Mr. Gwinn. That is right. 

Mr. Jonas. Do you care to comment on that? 

Mr. Gwinn. I suggest that this committee say to TVA, in response 
to her twentieth annual request for subsidies; to pay her deficits: 
“You have got to raise your power rates, so that out of your own 
operations you will make enough money to pay your local, State, and 
municipal taxes for streets, lights, courts, and education and your 
part of national defense. You cannot raid the rest of the States for 
that any longer. You cannot continue to hand the burden of local 
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and municipal services to the other private power companies and 
their customers who live across the street from you.” 

Now, Mr. Jonas, your municipality charges a rate that enables 
them to make a profit. ‘TVA does not make any profit at all and there- 
fore has no money by which it can pay for education or any other 
municipal service. She can’t wo! her facilities in the Tennessee 
area. So it goes back. 

Mr. Jonas. TVA will not permit the municipality to increase its 
rate. Does not TVA control the retail rate? 

Mr. Gwinn. It does by contract. Everybody that buys power from 
TVA enters into an exclusive contract agreeing to buy from nobody 
else. And TVA is short of power and says there is a possibility of 
shutting down. The municipality is helpless. Only mee can 
remedy the situation by taking by force from others and giving to 
TVA and its customers. Private companies cannot go into the TVA 
reservation. It is a superimposed state on the rest of us that we 
have down there. TVA puts its price of power down to half price 
so as to buy the votes and support of its customers in the rankest 
kind of political corruption. It exempts itself from taxation and 
forces by more political corruption its own competitors to pay 
approximately 23 cents out of every power bill paid by their customers 
to pay TVA deficits and provide municipal services for its customers. 

TVA would not have a President and Congress and the Armed 
Services protection but for the fact it makes private power companies 
provide for them. That’s socialism-communism in operation in these 
United States of America. 

Right across the street from each other one neighbor pays TVA 
half rates for power for his vote. The other neighbor pays twice 
that rate to a private company and gets a cussing and loses his vote. 

This committee should instruct this arm of our Government to 
charge an economic power rate to its customers and pay its bills for 
itself and quit robbing and fooling the people. Then TVA will have 
a proper rate that will be so high it will have to go out of business. 
That will be a most respectable burial for this our first pet socialist 
scheme. Bury it, too, under the 660,000 acres of water alongside of 
the competitors it liquidated. 

Mr. Puutites. This committee does not have comprehensive power; 
it has only the power of recommendation to Congress which decides 
by votes on the floor. 

If there are no questions, Mr. Gwinn, we thank you very much and 
we hope when you get the transcript you will fill it out with the 
figures you suggest, and anything else you want. 

Mr. Gwinn. I thank you for giving me the time. 


TENNESSEE VALLEY AUTHORITY 


(The following statement by Mr. Alex Radin was received by the 
committee and authorized to be inserted in the record :) 


My name is Alex Radin. I am genera! manager of the American Public Power 
Association, a national trade organization representing over 700 local publicly 
owned electric utilities in 38 States and Puerto Rico. A large number of the 
members of this association are municipally owned utilities which buy power at 
wholesale from the Tennessee Valley Authority and distribute it to residential, 
commercial, and industrial consumers. 


2956 


Because an adequate power supply is basie to the operation of any electric 
utility—publicly or privately owned—our assoiciation desires to support the 
request for TVA appropriations made before your committee on February 10 by 
the distributors of TVA power. 

It is clear from the testimony by Governor Clement, 8. R. Finley, and other 
witnesses from the TVA area that the amount presently included in the budget 
is not adequate to meet normal growth in the power requirements of the munici- 
pal and co-op distributors of TVA power. 

In this connection, it is well to note that the situation in the TVA area is 
unique in that Congress, by various acts, has committed TVA to become the sole 
wholesale supplier of electricity in the TVA area. The distributors of TVA 
power have no generating facilities of their own and must depend wholly upon 
TVA for their supply of power. If TVA is deficient in its power supply, the 
distributors—and hence the people of the TVA area—must suffer. 

That the present administration has recognized this power supply responsi- 
bility of TVA is indicated by the fact that the budget message of the President 
states that the administration is exploring the possibility of removing 500,000 
kilowatts of Atomic Energy Commission load from the TVA system so that this 
amount of capacity can be made available to meet TVA’s normal load growth. 

Although there is evidence to indicate that the supplying of the AEC load in 
this manner would be more costly to the Government, it is outside our prerogative 
to take issue with this course of action. 

However, insofar as the future welfare of our member systems in the TVA 
area is concerned, there is serious doubt as to: (1) Whether arrangements can 
be completed with other power suppliers to relieve TVA of 500,000 kilowatts of 
AEC load, or (2) whether TVA will have an adequate supply of power, even if 
such arrangements are successfully completed. 

In connection with the first point, it should be pointed out that 3 years is 
required to install new generating facilities, and if another supplier is to — 
facilities which will relieve TVA, by 1957, of 500,000 kilowatts of AEC load, 
arrangements would have to be completed with that supplier almost immediately. 

Yet, in a statement issued on February 12, 1954, Congressman Robert Jones, 
Jr., of Alabama, said he had learned from the AEC that no negotiations for such 
an alternate source of power are underway and that there is no pending pro- 
posal from any utility to furnish such power. He said further he had learned 
that the AEC is unhappy over the prospect of having to pay more for their 
huge power requirements. 

Furthermore, an article by Charles Bartlett in the Chattanooga Times of 
February 11 states as follows: “An extensive check shows there has been no 
negotiation en the effort to obtain a private source for the 500,000-kilowatt 
supply. The effert has been assigned by the Budget Bureau to the Atomic 
Energy Commission and queries at that organization disclose that to date no 
negotiations have been held.” 

Even if TVA is relieved of this load, however, it is important to note that the 
adequacy of TVA’s power supply is predicated on the assumption that no new 
defense loads will be located in the TVA area and there will be no additions to 
the load of the defense industries presently located in the area. 

Such a limitation on the Tennessee Valley’s ability to contribute to the defense 
program is not only unfair to the people of that area, but also appears to be 
highly unrealistic. It is said that some slight improvement or modification in 
the operating procedures of a defense plant may suddenly impose a requirement 
of large additional blocks of power. Are those improvements or modifications 
to be disregarded because an artificial ceiling is set on the power supply of the 
area? Wecannot feel that Congress would want to condone such a practice. 

For the reasons stated above, therefore, we support the requests made before 
your committee by representatives of the electric-power distributors of the 
Tennessee Valley area. These requests, we feel, have been made with extreme 
eare by the municipal and co-op distributors, for it is these distributors which 
in the final analysis will have to pay rates to TVA in an amount sufficient to 
amortize the Government's investment over a 40-year period. The distributors, 
therefore, do not want to be burdened with the construction of unneeded facilities, 
and for that reason we feel that their requests for additional facilities have 
received their most careful study and merit the approval of your committee. 
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Tuespay, Marcu 2, 1954. 
ComMentry Factuiries 
WITNESSES 


HON. HOWARD H. BAKER, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. STERLING ROBERTS, STATE SENATOR AND FORMER MAYOR 
OF KINGSTON, TENN. 


Mr. Jonas. The committee will please be in order. We have with 
us Congressman Baker, our colleague from the Second District of 
Tennessee, who has some witnesses here along with himself. They 
wish to discuss with the committee the subject of community facilities. 
Would you like to make a statement, first ¢ 

Mr. Baker. Yes. Before I present my witness I would like to say 
I was here, as you know, during the time that Leo Goodman was re- 
ferred to. I might say that he has worked with me a great deal on 
Oak Ridge housing. I want to say for the record that I think he is an 
authority on it. 

Now, Mr. Chairman, I deeply appreciate the privilege of presenting 
to this committee the urgent and indeed needs of the little city of 
Kingston, Tenn. 

Under Public Law 139 of the 82d Congress, as amended and extended 
by Public Law 94 of the 83d Congress, Kingston is a critical defense 
area. I now present to you a constituent of whom I am very proud, 
Sterling Roberts, a member of the Tennessee Senate and former mayor 
of this little city of Kingston. 

Mr. Jonas. Mr. Roberts, do you have a prepared statement ? 

Mr. Roserts. I am going to refer to it occasionally. 

Mr. Jonas. You do not have it in mimeograph form ? 

Mr. Roserts. No. Mr. Chairman and members of the committee, I 
would like to say first that I am deeply grateful for being heard be- 
fore this committee. It makes me feel extremely good to find that a 
country boy from a small country town can come to Washington and 
be heard. I was sent here by the citizens of my town to ask for Fed- 
eral assistance under Public Law 139 of the 82d Congress, as amended 
by Public Law 94 of the 83d Congress. I would like to say that my 
town is situated in a critical defense area. Oak Ridge, the atomiec- 
energy plant, is 8 miles east of Kingston, and the Kingston TVA steam 
ylant, which is one of the largest in the world, is 1 mile west of 

In 1949 we saw this influx of defense workers coming into our 
area. We purchased from Roane County their complete waterworks 
system for $33,000. We had to do that because Roane County was 
not able by State law to enlarge the existing water system. Later in 
1949 we issued $225,000 worth of bonds at 314-percent interest. At 
that time when we took the water system over we had 300 customers. 
Today the city waterworks reports to me we have 800 customers. 
There is under construction at the present time in our city 82 new 
homes. The consulting engineers forecast when the bonds were is- 
sued that we could not expect 800 customers before 1975. 

In 1940, to give you some idea of our growth, the population of 
Kingston was only 800. In 1950 the population was 1,628. The 
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present estimate, which we consider accurate, is 3,500. Of course, this 
terrific increase in population has been due to defense areas—Oak 
Ridge and the Kingston steamplant. 

von might well ask me, what has the city of Kingston done to 
help itself besides floating $225,000 for the waterworks. We have 
added 6 miles of roads for the new defense workers. The State en- 
gineers have told us that to pave and put these roads into shape it is 
going to cost $60,000. This the city of Kingston will bear. We have 
out of our own pockets added a $26,000 lighting system. We have 
equipped a modern fire department at the cost of $10,000. We have 
purchased a new police car and equipped the police department at a 
cost of $8,000. So you can see that the defense workers have cost the 
city of Kingston a little better than $300,000, to which must be added 
$60,000 for road repairs that will be made. 

In addition to this cast the influx of defense workers has over- 
loaded an already obsolete and weakened sewerage system. 

I would like to read excerpts from letters that I have. I have 
one from city planning commission, dated September 12, 1953. It is 
addressed to the city officials of Kingston and states: 

It will be impossible to go further with city planning and development unless 
immediate action is taken to rectify the serious, critical, and unhealthful sew- 
erage problem. 

Another letter from the city sanitary commission stated that after 
a survey made in September 1953 they were shocked to find a lar 
number of septic tanks overflowing in the city streets and a surprisingly 
large number of outside privies. They further stated that during the 
years 1952 and 1953 there had been several cases of polio and two fatal- 
ities, and that they were sure that a health hazard had been precipi- 
tated in the city and the situation was critical. 

Dr. J. C. Fly, director of the Department of Health of Tennessee, 
Roane County, stated to the mayor and board of aldermen by letter 
of September 1953: 

The sewerage situation in Kingston is critical, that an inspection has shown 
Septic plants were overflowing. That due to the influx of defense workers all 
new homes must be built with septic tanks, which will eventually give serious 
trouble. 

He further warned that unless this critical situation was corrected 
the State of Tennessee would force the city of Kingston to take reme- 
dial action. 

Faced with this serious health hazard, and with the knowledge that 
the State of Tennessee planned to take action against the city of 
Kingston, we consulted an engineering firm. Their completed plans 
and cost estimate is $300,000. They stated that from their past experi- 
ence with towns of comparable size it would cost the individual home- 
owner approximately $500 for a tap and line fee and would further 
necessitate a monthly sewage charge of from $3 to $5 for 30 years. 

I would like to say that even if the State law would permit the 
city to issue the bonds is could not do so because no more than one- 
fifth of our citizenry could afford this additional cost. 

Very few cities in the Nation are in a critical area as we are. I feel 
that the facilities as outlined in Public Law 139 show that the Federal 
Government is deeply interested in the health and welfare of towns 
and cities in critical defense areas, whose utility system is caused by 
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this fact, need urgent attention. I personally have full faith in the 
sincerity of the intent of this act, which I know was passed with 
the aid of many of the members of this honorable committee. 

Mr. Priuires. We thank you very much. I take it you are Mr. 
Roberts? 

Mr. Ropnerts. Yes. 

Mr. Puiutrs. That is a very interesting statement. Are you or 
were you in the State senate ? 

Mr. Roserts. Yes, sir. I am in the State senate. I represent the 
sixth senatorial district. 

Mr. Puiuirs. I served for 6 years in the State senate. So I have 
some sympathy for you. 

I was going to ask, Did you introduce anything into the State 
senate by way of legislation to take care of this situation in Kingston ? 

Mr. Roperrs. There was nothing we could do because of the heavy 
bonded indebtedness we have. Our citizens cannot carry this added 
expense. 

fr. Putxres. What caused the problem, the utilities to take care 
of the increased population 4 

Mr. Roserrs. To take care of the immigrant workers under the 
defense setup who have built homes. We are also faced with the fact 
that we have to spend $60,000 to pave and repair roads. We have 
bought a new fire department, equipped it together with a modern 
police department. 

Mr. Putuies. This committee has been led to believe over the 
years that now Tennessee has the TVA spreading out widely over its 
State everyone is so prosperous, the rates are so low, and the cities 
are so successful and well to do that they don’t need any outside help, 
that they are trying to get people from other parts of the United 
States to go down there to share in these benefits and conditions. 

Mr. Roserts. I would like to say that I think TVA has done a 
wonderful job, but I don’t personally feel that the Federal Govern- 
ment should subsidize it. It should stand on its own bottom. I feel 
very strongly about that. 

Mr. Jonas. Yes. Exactly how much of a loan are you interested 
in? How much is involved in dollars? 

Mr. Roperrs. There is $300,000. The engineers have estimated, and 
I have the plans here, that it will take $300,000 to put this system in. 

Mr. Puutures. This committee asked, through Mr. Cotton, who was 
then presiding, the HHFA for a statement on the situation regarding 
that fund and as it applied to the Kingston request. We have here 
a two-page reply, of which you may like to see a copy. It recites 
the fact that a total of $20,625,000 has been pea and is to all 
intents and purposes exhausted. The attitude of the HHFA was that 
no hope should be held out to you under present conditions of taking 
money from that fund for that purpose, you being a little low on the 
totem pole. 

Mr. Jonas. My recollection of the testimony was that they are 
liquidating that. 

Mr. Roserts. Here is the thing that we are unable to understand. 
These defense workers, and we welcome them, have strained our 
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finances to the breaking point. We must have Federal aid if we are 
to protect their health. What are we going to do it we don’t have the 
money to help ourselves? 

Mr. Baker. Under State law is it true that you can’t borrow any 
more money ? 

Mr. Roserrs. That is right. Under State law we can only borrow 
10 percent of our assessed valuation of the town. 

Mr. Jonas. You stated in your original testimony how large Kings- 
ton had grown. Would you restate it again? Did you say from 800 
to 3,500 g 

Mr. Roperts. That is right, or better. 

Mr. Jonas. That is within your city limits? 

Mr. Roserrs. That is right. 

Mr. Jonas. This sewerage system that you contemplate will be 
restricted to the city limits? 

Mr. Roperrs. Yes, sir. 

Mr. Jonas. What kind of housing do these people have? Have 
they become permanent residents? You speak of them as itinerants. 

Mr. Rorerrs. No. I said immigrant defense workers who now have 
permanent homes. They built $15,000 to $20,000 homes. 

Mr. Prous. I just handed a note to Mr. Jonas saying that Cali- 
fornia has that same problem all over the State. We have had about 4 
million people come in there in the last few years. 

Mr. Jonas. Why is the State law as restrictive as itis? Is it based 
upon your tax valuation ? 

Mr. Rosertrs. That is right. 

Mr. Jonas. What is your total bonded indebtedness ? 

Mr. Roperrs. $225,000. 

Mr. Jonas. You just issued that last year? 

Mr. Roperrs. 1949. 

Mr. Jonas. $225,000 is the total? 

Mr. Roperrs. Yes. 

Mr. Jonas. What is your total valuation ? 

Mr. Roberts. Around $500,000. 

Mr. Jonas. You mean, with this increase? 

Mr. Roperts. Yes. 

Mr. Puiurrs. Mr. Roberts, we thank you. We will consider this 
carefully. We hope that you realize down there you have a very ca- 
pable Representative in the Congress. 

Mr. Rozerts. We know that. We are going to send him back. 

Mr. GoopMan. Would you be willing to tell the committee of our 
efforts and desires to try to get some private enterprise in the housing 
in Oak Ridge? 

Mr. Baker. I would. Mr. Goodman has worked with me very close- 
ly for 3 years. The situation at Oak Ridge is desperate. I realize 
we have a Joint Committee on Atomic Energy, but I wish this com- 
mittee at a later date, if you can’t do it now, would go into that hous- 
ing situation. 

Mr. Puiups. I think we had better go down and look at it. 

Mr. Baker. I wish you would. 

Mr. Goopman. The situation is generally that the Atomic Ener, 
Commission control of these housing units is the most undesirable 
method of operating. This is Government housing complete. This 
is what we oppose because we believe it is the worst kind of control 
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of a person’s life, the allocation of house to his job. We believe the 
Government should get out of this AEC housing business. At Oak 
Ridge, where you have high incomes, you do nothing but drive away 
the skilled scientists that the plants need. 

Mr. Puiturres. What would you substitute ? 

Mr. GoopmMan. Private ownership. 

Mr. Pritts. We build the houses and let people buy them? 

Mr. Baxer. Something similar to the Thomas plan that I heard 
here this morning. 

Mr. Goopman. And the present occupants to purchase the present 
units if they want. 

Mr. Yares. What do you mean by the Thomas plan ? 

Mr. Jonas. How many did AEC ‘build ¢ 

Mr. Baxer. It is clear socialism. It extends even to the lawyer’s 
office, the drugstore. 

Mr. Puitures. This committee suggested to the AEC last year that 
it dispose of these places. 

Mr. Goopman. They haven't done it yet. 

Mr. Pricurprs. And I think we included the ones in Tennessee. 

Mr. Goopman. Some 6 years we urged that they come up with a 
recommendation for disposal. We understand that the Joint Com- 
mittee on Atomic Energy has been asking the same and to date 
there has been no final action on this. 

Mr. Baker. I introduced a bill last session to sell every one of them. 

Mr. Puiuurrs. That is always a good way to get it done. 

Mr. Jonas. Would these people be interested in buying these houses ? 
They are not sure they will be there permanently. 

Mr. GoopMan. Some would buy. Mr. Baker’s bill provides the tech- 
nique in which the community operations division could cut down 
its cost tremendously if they would follow his recommendation. 

Mr. Baker. I believe this committee could exercise a tremendous 
influence. I wish you would go to Oak Ridge. 

Mr. Putures. We will try. We are very glad to see all of you. 

Mr. Goodman, we are sorry to keep you waiting around. You can 
stay, if you desire to. 


Trourspay, Fesruary 11, 1954. 


MepicaL Center, Disrricr or CoLUMBIA 
WITNESSES 


CHARLES S. DEWEY, PRESIDENT, WASHINGTON HOSPITAL CENTER 

ADM. WARWICK T. BROWN, ADMINISTRATOR, EMERGENCY HOS- 
PITAL 

LEO G. SCHMELZER, ADMINISTRATOR, GARFIELD MEMORIAL HOS- 
PITAL 

LEONARD L. HUNTER, ASSISTANT SUPERVISING ARCHITECT, GEN- 
ERAL SERVICES ADMINISTRATION 

CHARLES G. PALMER, CHIEF ESTIMATOR, GENERAL SERVICES 
ADMINISTRATION 


Mr, Puturrs. We have the pleasure of having with us Mr. Charles 
S. Dewey, a former Member of Congress, who is here with his usual 
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—— powers to try to get us to appropriate money for the 
edical Center for the District of Columbia. 

Mr. Dewey. Mr. Chairman, you were kind enough to let me come 
up last year and I called this morning to take a little of your time. 

Mr. Putiures. Is this your team? 

Mr. Dewry. This is Admiral Brown, administrator of Emergency 
Hospital. This is Mr. Leo G. Schmelzer, administrator of Garfield 
Memorial Hospital, and this is Mr. Leonard L. Hunter, assistant su- 
pervising architect of the General Services Administration, and Mr. 
Charles G. Palmer, chief estimator of the General Services Adminis- 
tration. 

Mr. Priuties. How are you doing this year? 

Mr. Dewey. We are doing very well using the funds that were al- 
ready appropriated. On November 21 we let our first contract for the 
grading. 

Mr. Puitures. You have enough for the foundation ? 

Mr. Dewey. We have not enough for the foundation. We are do- 
ing our grading and putting in our road work and certain under- 
ground work pertaining to water and sewage and so on. 

It is estimated that work would cost about $300,000. We let the 
contract for $224,970, a saving of about $74,000 on that first bid. That 
work is progressing. 

Mr. Pumures. What are you asking for this year ? 

Mr. Dewey. $4.5 million was put in the budget by the Budget Di- 
rector. 

Mr. Puiiies. We gave you contract authority beyond the cash ap- 
propriation 

Mr. Dewry. We have contract authority, as I understand it, and I 
will ask Mr. Palmer, who is the chief estimator for General Services 
Administration, to comment on that. I think we had $2.2 million ap- 

ropriated ; good until expended. That was not increased in the last 
seal year. We now are asking and were allowed by budget $4.5 mil- 
lion to go ahead with the next contract. 

Mr. Prius. You have an authorization of $19.5 million ? 

Mr. Patmer. Yes. 

Mr. Putiures. That is the limit of appropriation ? 

Mr. Pater. $21,700,000. 

Mr. Puiures. You have a total authorization of $21,700,000? 

Mr. Parmer. Yes. 

Mr. Priturrs. Of which $2,200,000 has been appropriated ? 

Mr. Patmer. Yes. 

Mr. Puitires. And you were given contract authorization for $19.5 
million ? 

Mr. Parmer. Yes. 

Mr. Puiuies. And this year you come in and want $4.5 million to 
be charged against the $19.5 million? 

Mr. Patmer. That is right. 

Mr. Prius. What will you use that for? 

Mr. Patmer. So we can let the contract for the superstructure and 
foundations around October. 

Mr. Dewey. The hospitals are all full and the need is very great. 

Mr. Puttuirs. Do you have any other statement to make? 
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Mr. Dewey. No other statement. I would like to show you a picture 
of the model. That is the way it will look. That is the ground plan. 

Mr. Puiues. It is up near the Soldiers’ Home ¢ 

Mr. Hunrer. Yes; south of it. 

Mr. Puuuies. Where is the reservoir ? 

Mr. Hunver. The reservoir is here. And this is the nurses’ home 
and training school. 

Mr. Putvuirs. How many beds? 

Mr. Dewey. Eight hundred and three. 

Mr. Jonas. Off the record. 

(Discussion off the record.) 

Mr. Puituirs. Thank you very much, gentlemen. 

Mr. Dewey. I do hope you will consider the recommendation of the 
Bureau of the Budget. 


Tuourspay, Freruary 11, 1954. 


PaYMENT TO THE CrviIL Service Retirement Dtsapitiry 
FoR INCREASES IN ANNUITIES 


WITNESSES 


MARCELLUS C. SHEILD, CHAIRMAN, LEGISLATIVE COMMITTEE, 
NATIONAL ASSOCIATION OF RETIRED CIVIL EMPLOYEES 

HON. ADDISON T. SMITH, MEMBER, LEGISLATIVE COMMITTEE, 
NATIONAL ASSOCIATION OF RETIRED CIVIL EMPLOYEES 

THOMAS J. FITZGERALD, MEMBER, LEGISLATIVE COMMITTEE, 
NATIONAL ASSOCIATION OF RETIRED CIVIL EMPLOYEES 


Mr. Putuuirs. We have the pleasure of having with us today a 
group of witnesses who make us think this is home-coming week. We 
have Marcellus Sheild, who used to be senior member of the staff of 
the Appropriations Committee; Hon. Addison T. Smith, a former 
Member of the House; and Thomas J. Fitzgerald—all of whom, I 
presume, would like to talk about civil-service annuities, and who 
represent the National Association of Retired Civil Employees. 

Marc, we are glad tosee you. What can we do for you? 

Mr. Sueitp. Thank you, Mr. Chairman. I will not attempt to read 
this memorandum but will leave a copy for the record and try to para- 
phrase for you in a very short time just what is in it. 

We are here to urge on you the importance of appropriating the 
$29,623,000 for the fiscal year 1955 to continue the cost-of-living 
increase granted to resired employees of the Government and the 
survivors of retired employees and deceased annuitants under Public 
Law 555 of the 82d Congress. 

You may recall that those cost-of-living increases were based upon 
$36 for each full 6 months of service between the commencement day 
of the annuities and October 1, 1952. That meant that a person to be 
eligible must have retired prior to April 1, 1952, and no one was to 
receive an increase in excess of $324, or 25 percent of the annuity, 
whichever was the lesser amount, and no person was to receive an 
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increase to an extent which would carry the total annuity with the 
increase to more than $2,160 a year. "The act carried some stipula- 
tions for the cessation of its benefits under certain conditions. It was 
temporary, for a 3-year period at most. It also carried a stipulation 
that it should cease if the cost of living went back to the level of 
1948 or an index of 169.9. 

It further provided that the increase should cease if Congress failed 
to make an appropriation to the retirement fund for the fiscal year 
1954 or 1955. 

You gentlemen last year were good enough to carry the recom- 
mended appropriation of $31,397,000. 

Mr. Puicures. I think the amount next year is $29 million. 

Mr. Suerip. $29,623,000, and that will carry the increase to June 
30, 1955. Under the law, it will cease on June 30, 1954, unless there 
is an appropriation for the fiscal year commencing July 1 next. 

Mr. Puiiirs. Would it relieve you any if you were assured there 
was to be one? 

Mr. Suetp. It would relieve us considerably. While there is not 
any doubt, there always has been doubt on the part of the aged people, 
beneficiaries under these laws, until they see the written word and the 
President’s approval on these things. It is a certain source of satis- 
faction to them. And while none of the members here are beneficiaries 
under this act, we do speak for a very large group of people who are 
interested in it. <A little over 80 percent of the retired employees of the 
Government are beneficiaries under this act. The average increase 
under the act is $15.91 per month, and there are a little over 50,000 
survivors. The average increase to the survivors, of whom 73.5 per- 
cent are beneficiaries, is $7.03 per month. The average annuity of 
retired employees with this increase is between $1,400 and $1,500, and 
the average annuity of survivors is a little over $500. This amount 
gets progressively less each year. 

Mr. Puicirrs. $500 a year? 

Mr. SuHetvp. Yes; $500 a year for survivors, widows or minor 
children. 

The total cost of this program gets progressively less each year with 
the progressive mortality of retired employees, and with the mortality 
of the widows and the advancement of the minor children out of the 
dependency status. 

Bo that we are very much in hopes you will see your way clear to 
approve this appropriation and carry this increase for the next fiscal 
year. It automatically expires on June 30, 1955, and I notice Mr. 
Rees, chairman of the Committee on Post Office and Civil Service, has 
introduced a bill to provide for its continuance after June 30, 1955. 

Mr. Puuues. If there is no further legislative authorization, that 
is the end. 

Mr. Suemp. That is the end of it; yes, sir. 

Mr. Putiiires. The amount for next year is $29,623,000? 

Mr. Suey. Right. 

Mr. Puituirs. The committee has already expressed approval of 
that, and I think there is no question. 

Mr. Sueiwp. Thank you very much. We are very grateful for that. 


2965 


Mr. Pumuirs. Mr. Smith, have you anything to add? 

Mr. Sarru. I have nothing to add. We have entire confidence in 
our chairman here—Mr,. Sheild—and do not want to mix it up. 

Mr. Puicurs. He is a very persuasive man. 

Mr. Sairu. He has been doing a lot of work for Members of Con- 
gress and is continually doing some for them. 

Mr. Puituirs. I cannot remember what your district was. 

Mr. Smirn. The 2d District of Idaho. I served with Congressman 
Jonas’ father, who had an office across the hall from me 20 years ago. 

Mr. Jonas. You were very helpful to him. He always held you 
in warm regard. 

Mr. Puiurs. Mr. Fitzgerald, do you want to say anything? 

Mr. Firzceratp. No. I think Mr. Sheild has covered it completely. 

Mr. Puitutes. You mean you operate on the principle that when 
you have what you want, you stop talking? 

Mr. Firzceratp. Yes. To illustrate, when I was going to law 
school, my professor down there was Judge Gould, and he said when 
you had won your case to stop. He said he had one case where the 
awyer had a very compelling witness and he could not resist asking 
one more question, and he finally said, “You did not see Murphy bite 
Madigan’s ear off; did you?” He said “No; I did not see him bite it 
off, but I saw him spit it out.” 

Mr. Suerip. Thank you very much, gentlemen. 

(The following statement was submitted for the record.) 


STATEMENT OF Marceritus C. SHEILD, CHAIRMAN, LEGISLATIVE COMMITTEE, 
NATIONAL ASSOCIATION OF RETIRED CIvIL EMPLOYEES, ACCOMPANIED BY HON. 
AppIsON T. SMITH AND Tuomas J. FirzGeRALp, MEMBERS OF THE COMMITTEE 


Mr. Chairman and members of the subcommittee, we are grateful to you for 
this opportunity to appear as representatives of the National Association of 
Retired Civil Employees, an organization of 70,000 members with 400 chapters 
scattered throughout the United States, the Panama Canal Zone, the Hawaiian 
Islands, and the Philippine Republic. This group is typical of the entire body 
of retired civilian Federal personnel consisting of 190,000 retired employees 
and 50,000 survivors of deceased employees and deceased annuitants. Approxi- 
mately one-fourth of the total number of employee annuitants has been retired 
because of disability. 

We are here to urge upon you the great importance to this group of the appro- 
priation of $29,623,000, recommended by the President in his 1955 budget, for 
continuing, during the year commencing July 1, 1954, and ending June 30, 1955, 
the cost-of-living increases granted by the act of July 16, 1952 (Public Law 555, 
82d Cong.). 

You may recall that this act provided cost-of-living increases to annuitants 
and survivors on the basis of $36 for each full 6 months period elapsed between 
the date of commencement of their annuities and October 1, 1952. The law is 
applicable to those whose annuities commenced prior to April 1, 1952, and under 
the following conditions: The maximum increase is $324 or 25 percent of the 
annuity, whichever is the lesser, and no person receives any amount of increase 
which would carry the total annuity, with the increase, to more than $2,160. 

The act carried some further stipulations upon which these increases are 
contingent: 

1. They cease at the end of the second month following the third consecutive 
month for which the Consumers Price Index of the Bureau of Labor Statistics 
is less than 169.9 (the index for the month of April 1948). 

2. They also are scheduled to terminate unless certain conditions of appro- 
priation are met and I desire to quote the applicable provision: 

“On June 30, 1954, unless an appropriation is made to the civil service retire- 
ment and disability fund in the applicable annual appropriation act for the fiseal 
year 1955, or in any prior appropriation act, for the specific purpose of com- 
pensating said fund for the cost, as determined by the Commission, of increases 
provided by this subsection for the fiscal years 1954 and 1955.” 
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The Congress, upon the recommendation of this subcommittee, made the 
appropriation of $31,397,000 for this fiscal year and these increases are assured 
until June 30, 1954. Under the law they will terminate on that date unless, in 
the bill now under consideration you provide the appropriation of $29,623,000 
as recommended by the President. 

The average annuity of retired employees (including these increases) as of 
June 30 last was between $1,400 and $1,500 and the average annuity of the 
survivors was a litle over $500. Due to the limitation of $2,160 and the require- 
ment for participation that retirement must have taken place prior to April 1, 
1952, the number of annuitants and survivors entitled to the increase is consider- 
ably less than the total number on the roll. We are indebted to the Chief of the 
Retirement Division for the following data as of June 30, 1953, which shows the 
total number of annuitant employees and survivors, the number and percentage 
of those who participate, and the average amount of increase for each category : 


Annuitants on the roll, June 30, 1958 


| increase for 

annuitants 
‘ number in column 
Type of annuitant Number | Percent /(b) (month- 
ly) 


(a) (b) (e) (d) 


| With increases | Average 
| 


: 191, 378 79.3 14.18 


As time passes the annual cost decreases due to the normal mortality rate of 
the aged annuitant employees and surviving widows and the progress of minor 
children out of the dependency status. 

This appropriation for the fiscal year 1955 is the last under this law. The act 
automatically expires on June 30th next unless reenacted at this or the next 
session of Congress. We hope that the legislative committees, having jurisdiction 
of the subject, will, as soon as the recommendations of the Kaplan committee 
are received, proceed to consider its extension On an appropriate and permanent 
basis. 

An average increase of $190 a year to retired employees and $84 a year to sur- 
vivors does not seem very substantial in the light of present all-time high living 
costs. You may be sure, however, that there is a spontaneity of gratitude on the 
part of the recipients over the help it gives them. The problems of the aged 
trying to live on fixed incomes, particularly where medical care and hospitaliza- 
tion are involved, are appalling in many instances, and a bereft home with minor 
children is likewise an object of great concern. 

A large proportion of these recipients either made a career of the Government 
Service or were retired for disability arising during their service. This is an 
employer-employee relationship, not a general charitable or relief program. We 
are proud that our Government in the relationship with its employees, active and 
retired, has set an example for other employers. 

We are exceedingly grateful for this opportunity to present this request and 
urge upon you the great importance of this particular appropriation. You 
greatly encouraged us last year in granting the current appropriation and we 
feel confident that you will respond again generously this year. 


Turspay, Marcw 2, 1954. 
Crvit Service RerirEMENT FunD 
WITNESS 


JEROME KEATING, VICE PRESIDENT OF THE NATIONAL ASSOCIA- 
TION OF LETTER CARRIERS; CHAIRMAN, GOVERNMENT EM- 
PLOYEES’ COUNCIL RETIREMENT COMMITTEE 


Mr. Puiurrs. Our next witness will be Mr. Keating. Mr. Keating, 
you have waited very patiently. I think you had Mr. Walters here for 
a while, and then you came over to relieve him. 

Mr. Keatina. Yes. We were before the Post Office and Civil Serv- 
ice Committee. My name is Jerome Keating. I am vice president of 
the National Association of Letter Carriers and chairman of the 
Government Employees Council retirement committee. 

We are happy to see that the appropriation request includes an ap- 
propriation for the continuation of the increase for those annuities 
granted under Public Law 555, and we feel sure that the committee 
will approve—— 

Mr. Puiures. Shall we let you go on or shall we tell you we have 
already O. K.’d that? 

Mr. Keating. That is wonderful; fine. I am happy to hear that, 
Mr. Chairman. 

There is one other point I would like to discuss with you. I don’t 
know what the committee has done, but I know the budget request 
didn’t call for any appropriation for the civil-service retirement bund 
this year. 

Mr. Putuies. It is the same as last year. We took it out last year 
and didn’t put any in this year for the same reason, except, Mr. Keat- 
ing, this year there is an investigation going on and we presume recom- 
mendations will come out on how to handle these funds. 

Our feeling regarding that fund was that we should appropriate 
the money each year needed to make up the amount for the year. For 
a couple of years the money in the fund will be used for that, then we 
will have to appropriate, as Mr. Thomas has often pointed out, and 
we save no money in the long run. We do keep from having this 
accumulation all the time, money from the taxpayers on which we 
presume we are paying interest 

Mr. Keating. Of course, we feel, and we are not too much in dis- 
agreement, I think, on the philosophy, and we don’t believe it is 
necessary to have a fully funded mw You and I have discussed 
that a number of times. We do believe it is necessary to maintain 
a fairly substantial reserve to guard against budget difficulties —— 

Mr. Pures. And time. 

Mr. Keartne. Yes. We have always felt in order to sufficiently 
guard against changes that it would be wise to have enough money in 
the fund to — the present value and future benefits, plus the amount 
of the contributions of present employees. The fund is fairly close 
to that figure at the present time. 


2967 
) 
f 


2968 


Mr. Puitiies. Where wiil it be, we will say, at the end of 1955 if we 
appropriate no additional money this year and if the demands upon it 
run along the same estimated grade without unexpected increases? 
Where it will be at the end of that time? 

Mr. Keatrne. I don’t think the fund will decline particularly, but 
it will decline as far as the liabilities that I have mentioned are con- 
cerned because they are ever increasing. More people are being placed 
on the retirement rolls each year. The contributions of the active 
employees become greater every year. What is a safe balance point is 
the thing we are disturbed about. Last year we made an objection. 
We thought that perhaps it was good to get away from the other 
emphasis. The second year means there is $600 million that wasn’t 
appropriated. I don’t think the Kaplan report is going to be adopted 
by Congress at this session because they ie even made it yet. 
It is quite a controversial report. That means you will have another 
year and a third year. 

Mr. Puituirs. So long as the demands upon the fund are not much 
less or not much greater than the contributions we are not in a bad 
situation. 

Mr. Kearrne. I think we are not in a critical state, but I think we 
are in a state where we should be concerned. 

Mr. Pritts. I am not quite clear in my mind from an actuarial 
standpoint how far you want us to go. If we put the funds in a good 
actuarial condition, we will have to put a lot of money in it. That 
means that we take from the taxpayers and pay interest on it, and 
then it sits there and the Government uses it for its operations, and 
we don’t like that. 

Mr. Keatine. There are three alternatives: A strict pay-as-you-go 
plan, to which we are opposed; a strict actuarial plan, which we don’t 
think is necessary in a plan of this sort ; and a sort of a middle-of-the- 
road plan which provides for substantial emergencies and gives us 
a safe operating reserve. That is what we favor. 

Mr. Puiiurrs. Suppose instead of having a strict pay-as-you-go 

lan, which has a great deal of merit in the minds of some actuaries, 
But has the disadvantage that ae have already mentioned of timeli- 
ness, you might have a demand upon you and before Congress could 
get the money appropriated and paid and collected, how much would 
you want to go beyond a generous year’s estimate of the probable 
demand upon you? 

Mr. Keatine. We think that the proposal of having enough in the 
fund to pay the present. value of future benefits of those now on the 
retired rolls, plus enough to cover the contributions of the employees, 
would be a safe figure. We would like to see and we hope that Con- 
gress will adopt a yardstick of that sort, so that there won’t be this 
constant controversy about where you should place it. 

There are several dangers that you are up against that the fund 
has to consider. One is, which may or may not. be likely, a severe 
reduction in the number of personnel which would place quite a drain 
upon the fund. 

Mr. Puiures. That would be in two ways, that we stop the con- 
tributions and also we place a drain upon the fund. 

I didn’t want to interrupt you, Mr. Keating. Actually I haven’t 
any idea what is in the Kaplan report. Do you know, Mr. Yates? 

Mr. Yares. I haven’t seen it. Has he filed it? 
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Mr. Keartna. No, he has not filed it. We have met with the Kap- 
lan Committee a number of times. They haven’t discussed wee 
what their proposal is going to be as far as financing is concerned. 
We have discussed it with them. But they haven’t expressed any 
conclusion as to what they are going to recommend to the committee. 
They had a proposal which they haven’t released where they had a 
sort of combination program between civil-service retirement and 
social security. They say it is not a combination, but wherever you 
have a system where you have 1 employee paying into 2 separate 
funds and eventually drawing benefits from 2 separate funds, it is a 
combination system. That is what they have in mind. The last I 
heard of the report is that it has been sent around to the various 
agencies for their opinions. I don’t know whether it will be released 
soon or not. I believe the committee is required to report in April. 

Mr. Pures. April of this year? 

Mr. Keattna. Yes. 

Mr. Putuirs. I had put this out of my mind. I suspect other 
members of the committee had. I was going on the assumption that 
the Kaplan report was coming in and we would see then what their 
recommendations were. 

Mr. Keattne. It will come in this session, but I rather doubt 
whether there will be any action taken on it because there won’t be 
much time when it does come in. It is rather complicated. 

Mr. Puiirs. We thank you very much. I know I speak for all 
other members of the committee when I say for myself that we appre- 
ciate coming in. We are very much interested in what you 
say. e have a very high regard for your ability and your opinions 
in this field. We think it is a very difficult field. We are glad to 
have advice. 

Mr. Keating. Thank you very much, Mr. Chairman and members 
of the committee. 
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Tuourspay, Fesruary 11, 1954. 


Vererans’ ADMINISTRATION 


WITNESSES 

MILES D. KENNEDY, DIRECTOR, NATIONAL LEGISLATIVE COMMIS- 
SION 

T. 0. KRAABEL, DIRECTOR, NATIONAL REHABILITATION COMMIS- 
SION 

CHARLES W. STEVENS, ASSISTANT DIRECTOR, NATIONAL REHA- 
BILITATION COMMISSION 

DR. HYMAN D. SHAPIRO, SENIOR MEDICAL CONSULTANT 

EDWARD McGRAIL, CHIEF OF INFORMATION 

CLARENCE H. OLSON, ASSISTANT DIRECTOR, NATIONAL LEGISLA- 
TIVE COMMISSION 

JOHN CORCORAN, LEGAL CONSULTANT, REHABILITATION CoMm- 
MISSION 

CECIL MUNSON, CHIEF OF EDUCATION, NATIONAL REHABILITA- 
TION COMMISSION 


Mr. Prius. We have the pleasure of having with us today repre- 
sentatives of the American Legion—Mr. Miles Kennedy, director of 
the national legislative commission; Mr. Kraabel, Mr. Charles 
Stevens, Dr. Shapiro, Mr. McGrail, Mr. Olson, and Mr. Corcoran, and 
Mr. Munson, all of the national rehabilitation commission. You may 
proceed. 

Mr. Kennepy. We want to thank you for giving us the privilege of 
appearing before you today. I appreciate that time is of the essence, 
and Mr. T. O. Kraabel, director of our rehabilitation commission, is 
here and will present our testimony. Mr. Kraabel has a short state- 
ment. If it is your wish, Mr. Kraabel will be glad to read his state- 
ment. On the other hand, if you prefer to have Mr. Kraabel just 
talk on the subject matter and incorporate the statement in the record, 
we will be happy to do it. In other words, we will be very glad to 
abide by your wish. 

Mr. Puituirs. It is entirely up to you. 

Mr. Kraanet. Mr. Phillips and members of the committe, the points 
that appeal to our staff, in collaboration with the legislative staff, have 
been set forth in this statement, and there are 1 or 2 points that I would 
like to comment on. I think in the interest of effectiveness, we will 
have the statement filed and ad lib a little bit on 1 or 2 of the points, 
if that will be satisfactory. 

We are very much pleased with the action of this committee and 
the results of what you provided for what is termed hospital inpatient 
care for the current fiscal year. I thought it was quite significant—so 
did Dr. Shapiro—that after your extensive hearing here you and the 
VA authorities arrived at a figure for this important phase of the 
veterans’ program, namely, hospital inpatient care, and that that 
figure emerged from Congress and went through the Bureau of the 
Budget without any part of it ma in reserve or impounded, as they 
sometimes use the expression. That was quite significant to all of us, 
and we had a very favorable reaction the country over on the way we 
thought the program moved along. 
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Some of the beds that had been closed which you directed to be 
reactivated—those that were needed—that was done and there was 
enough to take care of those coming in in new construction. We read 
the hearings and read the report, and that part of it appealed to us 


much. 

e understand, as we read the big budget for 1955, there is an esti- 
mated operation bed figure of 117,700 for fiscal 1955. With an average 
of 90-percent occupancy, this will result in about 105,000 and some 
average daily load. 

Mr. Putures. I think their figure is about 86 percent occupancy. 
Am I right? 

Mr. Kraapet. That may be more on the basis of what the medical 
people themselves feel. I refer to the overall average. 

Mr. Puttiies. You may also have the average of the overall cate- 
gories, 

Dr. Suariro. The Bureau of the Budget has a figure of 86 percent 
in NP and TB. 

Mr. Pumutes. TB had 90 percent; general medicine and surgery 
was pretty near 96 percent. 

Mr. Kraazet. In connection with the allocation of funds for this, 
there is a relationship with the so-called campaign that has been 
carried on against the veterans’ hospital program. That started from 
the resolution of the AMA of June 3, 1953, preceding which, by the 
way, Dr. Shapiro, Dr. Booher, and I were there as witnesses for the 
program. The resolution is against the hospitalization of the so-called 
nonservice connected. The representatives and officials of the AMA 
call it their campaign to educate other men in medicine and the gen- 
eral public on their viewpoint. 

In one of their campaign kits, they have a declaration that their 
campaign is not lodged any more upon alleged abuses in the VA hos- 
pital system, nor upon the quality of VA medicine, but upon the prop- 
osition that the total program may be costing too much and that the 
distinction of a veteran should be done away with, especially nonserv- 
ice connected, so-called; and, if he cannot take care of hospitalization 
himself, he should go back on the county or municipality. The issue 
is, I think, definitely drawn. In our part of the controversy we went 
to work probing and doing some research on what the facts were, and 
we have put that out to our people and to many others who asked for it. 

In the meantime, our doctors have met with the State medical so- 
cieties and liaison groups in several States; and that has proved very 
favorable in reaching an understanding of what the true program is. 

We understand the board of trustees of the AMA are meeting here 
on Monday the 15th, at which time several subject will be taken 
up, among them this one. We do not know just what the effect of that 
will be. te may well come about that they will meet with the top of- 
ficials of the V-A or even with the Budget Bureau. We do not know. 

But we will say in this campaign of information we have tried to 
document all of our answers and all of our literature. The national 
commander, or whomever he or Mr. Kennedy designates, will be ready 
to appear before any committee that may have hearings on this point, 
if it aeets come up at this or any later session of Congress. ; 

There is one other point on outpatient care that is very interesting. 
We feel the action last September 29 on the part of the Budget Bureau 
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in reserving, as they call it, the amount of $2,793,000 out of that which 
you a pets for outpatient fee-basis medical care caused con- 
siderable confusion and delay in this part of the program that is 
devoted to exclusively the service-connected disabled. The final notice 
came to the VA, according to our record and the letter we have from 
the Director of the Budget Bureau, the last part of September. This 
is the last month of the first quarter, and when it came that gave the 
VA very little time to make an allocation for the second quarter. 
That, in turn, caused a flood of protests to come in. Then there were 
supplementals of around $350,000 in October, and $450,000 again 
in November. Then the latter part of December, we understand, the 
final amount of about $2 million was made available, so that the VA 
saw the way clear on this program for the balance of fiscal year 1954. 

Our point is this: In view of what they did last fall with the amount 
you put in for outpatient, fee-basis medical care, we sincerely urge 
your committee to put in the report safeguarding language as to the 
amount for outpatient care. We would have then the result that the 
VA can plan and allocate from quarter to quarter for 1955 without 
fearing reduction of funds for this vital program. 

We understand there are around 700,000 outpatient, fee-basis med- 
ical visits estimated for 1955. I got that on page 158 of the big 
budget. And for that they have estimated around $8,897,000, which 
1 find on page 157 of that budget report. 

That is our request on that point. We think in our committee, as 
well as all of us, that assurance should be established for the clientele, 
group recommended, namely, service-connected dis- 
abled. 

We have filed certain resolutions that govern our appearance here 
and our interest in the setup of the VA. We have also indicated we 
are studying other operations of the Veterans’ Administration—the 
claims, insurance, and education—but we have no particular comment 
to make on that at this time. We are watching the operation. 

The processes of reorganization are in their final phases, we under- 
stand, and it would be our conclusion or our thought that probably 
the savings refiected in the 1955 budget as proposed to you came about 
somewhat through the reorganization of the VA. We know that a 
consolidation of the district offices may still come about; in fact, we 
have word that the Dallas and Atlanta offices were to be consolidated 
some time ago, but they could not find space readily available for the 
consolidation. Since that time, we have heard it possibly would end 
up with Denver in the West and Philadelphia in the East as two of 
the district offices on insurance cases. We do not know. We are 
watching in the interest of service of those who are going to be served 
by those offices in insurance. 

With respect to the comment that there might be quite a reduction 
or a reduction in the number of regional offices, our alertness is in 
respect to those States where there are two or more such offices, and 
what their reaction would be to any move in that direction. 

Mr. Puiuips. We had the Veterans’ Administration up here for 2 
days. I do not recall any emphasis made on any reduction in the 
immediate future in the regional offices. 

Mr. Kraanet. We have not had anything, either, on that officially. 
However, the comment has been made from time to time, and we have 
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been asked by the field who heard rumors and ran them down, but 
the Administrator has assured us that nothing has been firmed up 
to date. I just want to place in the record that if and when it does 
come, up, these folks in the departments affected would want to be 
1ear 

If there is anything else in the medical or administrative line you 
ver to quiz us about, or Dr. Shapiro, we will be glad to try to answer 
that 

Mr. Thank you. 

Mr. Kraasev. In connection with our effort in the campaign on 
veterans’ hospitalization, National Commander Gough last year left 
with you some of our surveys. We have completed 2 or 3 more this 
past month, if you would like to have them for the record. 

Mr. Puities. Did you put those in the hearing last year ? 

Mr. Kraapev. Yes. 

Mr. Puiuies. Then we had better put these in. 

(The matter above referred to is as follows :) 


Survey of 76 non-service-connected GM &S patients \'A Hospital, Roanoke, Va., Jan. 
11, 12, 1954, by National Field Service, The American Legion 


Money spent 
Number | for private 


Pt. IIT cases (receiving poet and total non-service-connected disability 


Pt. Ill cases (claims pending) _ 

Service-connected claims pendin 

—— disability but hospitalized for non-service-connected 
sability 


88 


Employment status: 
Not employed 
Part-time employment 
Self-employed 
Employed 


Income status after onset of illness or hospitalization : 
Income stop 
Income not stopped * 
Receiving pt. III pension * 


Average number of non-service-connected patients hospitalized during 
dates of survey 


Patients on seriously ill list 8 
Patients not interviewed because of attendance at clinics, surgery, etc___- 7 
Patients interviewed 76 


1 — pre, veterans receiving pt. III pension. 15 veterans had some form of insurance 
covera: 

2Inc unemployed. 

8 Includes those receiving full pay or sick-leave pay 

* Permanent and total non-service-connected disability pension. 
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Survey of 154 non-service-connected general medical and surgical patients, VA 
Hospital, Kecoughton, Va., Jan. 14, 15, 1954, by National Field Service, The 
American Legion 


Money spent 
for private 


pension) .. 

Pt. III cases (claims pending)_ 

Service-connected claims pending. 

Having service-connedted 


Employment status: 
Not employed * 
Part-time employment 
Self employed 
Employed 


Total 


Income status after onset of illness or hospitalization 


Income stopped? 
Income not stopped * 
Receiving pt. III pension * 


Total 


Number of nonservice-connected general medical and surgical patients 
actually hospitalized on days of survey 
Patients on seriously ill list 
Patients not interviewed because of attendance at clinics, surgery, on 
leave, senile, ete 61 
Patients interviewed 154 
oa veterans receiving pt. III pension. 11 veterans had some form of insurance 
vera 
2In unemployed. 


* Includes those receiving full pay or sick leave. 
* Permanent and total non-service-connected disability pension. 


Number | 

care 
66 $29, 607. 00 
5 13, 230. 00 
3 1, 540. 00 
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Mr. Puiutrs. The attitude of this committee generally, and com- 
pletely informally, is very much that as expressed by you. There is 
a movement toward reorganization down there which is bound to be 
beneficial, although slow, and the only things that give us any con- 
cern this year come under three general heads. 

The first is our policy was to activate all of the beds necessary for 
the veterans and to activate them and operate them along the lines 
indicated by the Veterans’ Administration, and we are a little doubt- 
ful as to whether the Veterans’ Administration went in on a program 
of activation under Dr. Boone which was exactly what we had in mind 
and what I think your organization would have in mind. 

The fiirst thing the good doctor did was to send out a telegram 
which told the managers to go out and get patients to fill their beds. 
In several hospitals where beds were authorized—at least one I have 
in mind where beds were authorized—for one category, the beds were 
used for another category of patients. We are not complaining about 
that particularly. We just express a concern that it might be de- 
sirable for you people to look into it and see just what happened, 
how the beds were occupied, whether they were actually occupied by 
veterans who were deserving and had entitlement and whether the 
beds were used for the type of condition that we appropriated for. 

The second thing we are concerned about is what appears to be 
an attitude on the part of the VA administration which I think 
should interest all of the veterans’ organizations. Where opportuni- 
ties are shown to maintain the service to veterans but where im- 

roved management procedures are indicated and where money can 
re saved, I, as a long-time veteran, regret seeing the Veterans’ Ad- 
ministration resist efforts to provide that service at reduced cost. 
Our investigators gave us an interesting basic industrial report that 
was nothing in the world but an indication of how a business would 
analyze such a problem. There was nothing which said that “you 
have to do this.” It indicated that if the bottom 25 percent hos- 
pitals, eliminating all of the questionable ones, were operated as 
efficiently as the top 75 percent, then you would save millions. The 
savings were obvious. It was astonishing how close the hospitals 
are on all operating factors except the one factor of good manage- 
ment. If you would say to the managers, as I said to several last 
summer “How do you like the new system?” ‘They are pleased be- 
cause they have more responsibility. 

The third thing we are still concerned about, which has nothin 
to do, I suppose, with this year, is pensions and compensation. We 
have another study by GAO, taking a local area in which, ont of 28,000 
cases, it plucked out about 1,000 cases and studied them. You would 
be much interested in the results, because they went both ways. There 
were some veterans who had not received as much as they were en- 
titled to—quite a few—some had received too much. We should 
have some analysis of these compensation and pension benefits, es- 
pecially in those lower grades in the aggravated-by-service cases. 

Those are the things we have been giving some attention to this 
year. There were quite a few cases of arithmetical errors, of veterans 
overpaid, of veterans not called back for examination when they 
should be, of veterans paid beyond the ending date of their compen- 
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sation. On the other hand, some computations had not given the 
veteran what he was entitled to. 

Mr. Anprews. Who is responsible for that? 

Mr. Purmuirs. I am glad you asked that question, because that is 
very important. The most of those errors were due to the period 
following World War II when the program was suddenly laid on the 
compensation and pension section. We had inexperienced clerks 
who did not know the regulations and some apparently could not mul- 
tiply and add. 

r. Kraapet. May I comment on that? 

Mr. Surely. 

Mr. Kraanen. My first point is, does not the committee feel there 
have been steps taken along the recommendations we made and you 
made to the Veterans’ Administration ? 

Mr. Pures. Definitely. 

Mr. Kraapex. There is a definite improvement, I think. We have 
watched that, too. 

On the matter of these men investigated by the GAO in the investi- 
gator’s report we have a letter from one of the men who was this 
investigated. 

Mr. Puuties. Is this on pensions or hospitals? 

Mr. Kraazex. This is on hospitalization of the non-service-con- 
nected. He is one of those of the several thousands whose cards were 
pulled. He wrote a very interesting letter which I think is illumi- 
nating. I would like to present that for the record if you would 
like to have it. He brings out some points about the time and effort 
of the investigator in checking this man’s whole family history— 
income, illness, and everything—and he brought out most graphically 
just what was involved in this investigation. And, of course, they 
found the man perfectly eligible. 

One thing I did not mention—and that is in the statement with 
reference to outpatient dental. 

Mr. Puuuirs. IL have no hesitation about putting that letter in, 
except if we are going to have a number of those letters on the investi- 
gation, would it not be better to put them all in at the same place ? 

Mr. Kraapet. We have only the one. That is all we offer. That 
is very illustrative of the situation. 

On the dental matter, we are conducting a survey among our people. 
The most of them will be in here the first week of March, and they 
will tell us how this matter has worked out in the field. It is quite 
a barometer to know how the laws are applied and what effect it has 
on those directly affected. So far the response has been in a variety 
of answers. The conference may adopt recommendations on this 
which, in turn, will be acted upon by the Rehabilitation Commission. 

On the matter of the letter that Boone sent out, I think you would 
pig have a comment from Dr. Shapiro, because he made a study 
on that. 

Mr. Jonas. It was not a letter; it was a telegram. 

Dr. Suartro. That TWX I am familiar with. I have heard criti- 
cism of it from certain groups. I think if the TWX is read and one 
knows the background they can see it was done in the interest of good 
management and taking care of sick people. 

Mr. Putiures. Look, Doctor, if you had been here yesterday you 
would have realized that no matter what the intent was, it was not 
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very well worded, and Dr. Boone and Mr. Higley were trying to 
show what it meant instead of what it said. 

Dr. Suarrmo. We have certain people with the type of illness who 
could not be taken care of in the community, geriatric, and long- 
term cases which need care. On the second page of our statement 
we point out that as of December 31, 1952, there were 21,496 on the 
waiting list certified for admission, and on December 31, 1953, there 
were 17,856. 

Mr. Pures. It had been up to 24,000? 

Dr. SHariro. Yes. That shows that they were getting a good 
many off the waiting list and into the hospital. 

Mr. Anprews. I understand there are no service-connected cases 
awaiting hospitalization at this time. If a man is a veteran and has 
a service-connected disability, there is a bed for him ? 

Dr. Suartro. If it is an emergency they will take care of him 
right away. 

Mr. Anprews. Suppose he had a non-service-connected disability, 
that list is 17,000 plus; but suppose that non-service-connected case 
was an emergency case, would they not take him immediately ¢ 

Dr. Suapiro. If they have beds available. The question of what 
constitutes a medical emergency has been materially changed in its 
determination. 

Mr. Anprews. My experience with the Veterans’ Administration 
has been very satisfactory. If I call and tell them of a case where 
a man is suffering from a non-service-connected disability and that 
it is an emergency case, that the man needs immediate hospitaliza- 
tion, I have known them to call from Washington a local doctor and 


if that local doctor says that the man needs immediate hospitaliza- 
tion, they will send for him and put him in a hospital. 

Dr. Suarriro. That is generally true. 

Mr. Anprews. My question is this, in these 17,000-plus cases where 
they are it tray | hospitalization, are there any cases where a man 


needs immediate hospitalization ? 

Dr. Suaprtro. Yes. For many years we had around 2,100 TB 
cases awaiting hospitalization. 

Mr. Anprews. That number is down? 

Dr. SHartro. Yes, it is down to about 600. They were not con- 
sidered emergency cases. 

Mr. Anprews. Forget tuberculosis. 

Dr. Suartro. Now I am coming to the NP cases. There are a 
substantial number of very bad psychotic cases and in my opinion 
many of those are emergencies. But, unless the man is so homicidal 
or suicidal that it apparent in the offing, he is not considered an 
emergency. 

Mr. Anprews. In G. M. and S. cases where a man needs immediate 
hospitalization, even if he is non-service-connected, has it not been 
the policy of the Veterans’ Administration to take him immediately ¢ 

Dr. Suartro. Yes. As of December 31, 1953, out of the 17,856 cases 
awaiting hospitalization, 12,361 are psychotic, insane, and 2,372 are 
other types of mental cases, so you can see the largest part of the 
waiting list is in the mental category. A little over 2,000 are G. M. . 
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and S. cases and TB cases are down to 585. So the waiting list is 
being pretty well taken care of except in the mental cases. 

Mr. Anprews. Do you think the hospital condition today is better 
than it was a year or 2 years ago? 

Dr. Suariro. Yes, sir. 

Mr. Put.irs. What do you mean by this: 

Whereas the entire program of rehabilitation of American veterans and 
their dependents is acutely jeopardized as a result of reduction in appropriations 
for the Veterans’ Administration for vital services. 

Mr. Kraapet. Where is that? 

Mr. Resolution No. 535. 

Then in resolution No. 5 you state: 

Whereas numerous veterans suffering from service-connected disabilities have 
been denied treatment, or treatment has been delayed for a considerable length 
of time, for the reason that the Veterans’ Administration has been without 
funds to pay for the required treatment. 

Mr. Kraasen. Those expressions were made in midsummer at con- 
ventions and at that time the situation with respect to outpatient 
service-connected cases was acute, and that is what they said and that 
went through the national convention. 

Mr. Puiuies. I think you write your resolutions the way Dr. Boone 
writes his telegrams. 

Mr. Kraapet. We did not write them. 

Mr. Jonas. Who wrote Resolution No. 535? 

Mr. Kraaser. I do not have that information. 

Mr. Jonas. The national convention adopted it? 

Mr. Yes. 

Mr. Jonas. Were your people there? 

Mr. Kraapev. Yes. 

Mr. Jonas. Did you know this language was in the resolution ? 

Mr. Kraasew. This has reference to the reduction in appropriation 
that affected outpatient treatment. 

Mr. Jonas. That is not Resolution 535. 

Mr. Kraapnen. That was the imminent thing, the reduction in out- 
patient treatment. 

Mr. Jonas. This does not deal with outpatient treatment. Resolu- 
tion No. 5 is the one that deals with outpatient treatment. 

Mr. Kraapen. This represents their overall knowledge of it in mid- 
summer when there were the department conventions. There is a 
change and our statement today recognizes that. 

Mr. Kennepy. I would like to explain that we as employees have 
nothing to say about that. These resolutions are handled at the 
convention by one man from each State. They have their own com- 
mittees and act on them and we do not know what is passed until 
they are handed to us after they are mimeographed. 

Mr. Put.uirs. Have you anybody else who wants to say anything? 

Mr. Kennepy. I would like to incorporate this letter Mr. Kraabel 
referred to in the record. 

Mr. All right. 

(The letter referred to is as follows :) 
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JANUARY 19, 1954. 
AMERICAN MEDICAL ASSOCIATION, 
Chicago 10, Ill. 
(Attention : Secretary-manager. ) 


GENTLEMEN : I like to give credit where credit it due. Accordingly, please 
accept my thanks, in the spirit intended, for your part in causing me to be 
singled out for investigation by an agency of the Federal Government under 
sponsorship of a congressional committee. I am informed by the investigator 
that the fires under this committee are kindled by your association. 

Be it distinctly understood that reference to “you” in this letter are directed 
to the association, through its managing officials, and not to any one person, 
particularly not to those in your professien with whom I have dealt since 
December 1950. 

I am investigated by processes and methods, the details of which must bring 
someone in your association much satisfaction. 

A representative of the Office of Investigations, of the General Accounting 
Office, under the Comptroller General of the United States, has visited me at 
my place of employment. Because of this latter fact, he had to introduce him- 
self to the head of the organization, present appropriate credentials, and secure 
permission to interview and question me, at Government expense and on Govy- 
ernment time, and secure permission to audit my records of earnings, leave, and 
make such other checks which he desired. I was also told to be careful to tell 
only the truth, because my income-tax returns would also be checked. My home 
was also visited and scrutinized carefully, presumably for evidence of extrava- 
gance or obvious wealth. Have you ever had this happen to you? It’s such a 
nice comfortable feeling. 

I have been required to give detailed statements regarding my earnings during 
the past several years, to date; tell of all other income from other sources; 
tell the value of my home on today’s market; the make, model, and value of 
my car on today’s market; whether or not I own an electric refrigerator, wash- 
ing machine, television, clothes dryer, etc.; what is the value of my furniture 
on today’s market and how much taxes I pay on it; hat are my other assets, 
if any, and what they are worth on today’s market; where my checking account 
is, how much I had in it on certain dates; have I a savings account, can I 
confirm whether or not I did, and if the answer is yes, how much was in it; 
what investments have I in stocks, bonds and other, if any; given written authori- 
zation to visit my bank and review by accounts over the years; how much I 
owed on my home on various dates, and what are my monthly payments; what 
other notes do I owe, and what are my payments; what other bills did and do 
I owe; and on and on into the depths of my life, my soul, and my income-tax 
filings. 

Be it further distinctly understood, this is no reflection on the investigator. 
As such, he, or some other investigator, would apparently have bad to obtain 
all of this intimate detail for the sponsoring committee, I am informed, to serve 
your purposes. 

I am already under embarrassment before my friends and associates because 
it is alleged (and, frankly, I do not believe it) that certain Federal employees 
in Washington have avoided Federal income taxes—this has received wide notice 
around the Nation. Assuredly, the Bureau of Internal Revenue has countless 
easily enforced legal means of collecting overdue taxes. Apparently no other 
group of citizens of the Nation is involved, all being simon pure, because none 
other is mentioned in this article. So, as a Federal employee, I am first under 
a general stigma. Now, before my friends and associates I am under a specific 
stigma, because I am under special investigation. 

Perhaps you ask why all of this? The answer is simple. I am a veteran 
of World War II, and have had my life saved in a veterans’ hospital, after 
several outside medical authorities had failed to accomplish a simple diagnosis 
over a period of nearly 2 years of trying, and had given up. One of these learned 
gentlemen called the veterans’ hospital, in fact, and made arrangements for 
me to be admitted. Apparently, instead of going to the veterans’ hospital, I 
should have waited another 60 days and died, as assuredly I would have. 

All of this started, gentlemen, because my friends and neighbors selected me 
to represent them in the Armed Forces, while they got their deferments, and 
went to work on farms and in defense industries. I had no objection to going. 
At least, unlike those obtaining deferments, I shall never need to wonder who 
went in my place and whether or not he lost his life. 
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Here, gentlemen, is a most interesting phase of this whole business. It never 
occurred to anyone to investigate my financial status to see if I could afford 
to serve in the Armed Forces. No one asked if I had a home, how much | 
owed on it, what my payments were, did I have a checking account, its balance, 
a savings account, its balance, or a deep freeze, or what I owed and how I planned 
to pay my obligations. No one interviewed my employer, checked my pay records, 
examined my income-tax filings, visited my bank and looked over my accounts, 
asked for confirmation of balances, checked the payments on my property, 
inquired as to the sales value of my home, my furniture, my car, my bicycle, or 
my kiddie car. 

No, not one of these checks was made. I did have a home—a new home, 
in tact—and a small quantity of furniture, a new car, a new job, new mortgage, 
new bills, and all the usual encumbrances, including a new daughter. The latter, 
be it distinctly understood, was not a draft exemption; she was the normal 
result of a happy planned marriage, and I took pleasure in refusing the draft 
board, in writing, to claim her as a cause for exemption or deferment. 

My wife’s health at that time (as now) prevented her from putting the baby 
in a day nursery and going to work in order to maintain the home. So, as a 
matter of necessity, the home was sold on forced sale, the furniture and the 
car likewise, the job was given up, and my family went to live with relatives. 

Are you interested in all of this? Are you interested in what all of this cost 
me then, and whether or not I could afford it? Are you interested in what it 
cost all of the millions of others? Your interest in my hospitalization indi- 
cates no. 

Are you interested in the fact that while in the service I spent several weeks 
in the Fitzsimons Army Hospital—under the care of doctors of wonderful abil- 
ity—with paralyzed face, fractured rib, and pneumonia, resulting from mistakes 
or indifferences of some of your profession with questionable ability? 

Skipping a multitude of intervening incidents, important to me, immaterial 
to you, are you interested in the fact that I took examinations and tests for 
approximately 2 years before going into the veterans’ hospital, all given by 
reputable practicing members of your profession, thereby giving them first chance 
at my business and that not one of them could diagnose my trouble? One even 
went so far as to tell my wife that my only trouble was that I was neurotie and 
also she was an overanxious wife. Her answer to this was, “Perhaps, but it’s 
the first time it ever made him sick.” 

Are you interested in what all of this cost me, and the fact that I paid cash 
on the barrelhead for everything, and never once questioned whether or not the 
ailment was service connected? 

Are you interested in the fact that I went to the veterans’ hospital in despera- 
tion, that arrangements to enter were made by our then family physician, and 
that I went there as a last act because I learned they rated as good or better 
than Mavyo's or Johns Hopkins, and that I would have gone to either of these 
only by again selling or mortgaging to the hilt everything I owned? 

Are you interested in the fact that at the veterans’ hospital I was given im- 
mediate and competent examinations, and—this you may accept or reject, at 
your pleasure, it’s a fact—the admission doctor diagnosed my trouble correctly 
in less than 5 minutes? Are you interested in the fact that I was confined im- 
mediately to bed, and that I was told I must live in it for 4 to 6 weeks before a 
badly needed operation could be performed? 

Are you interested in the fact that it took 64 days of application of the most 
competent medical skill before I was ready for operation? Are you interested 
in the fact that even then, though the operation was performed by men of the 
highest skill and caliber. I suffered respiratory failure—dead to the common 
people—but was saved by the skill of those in whose hands I had trusted my 
life, and required a second operation? 

Are you interested in the fact that had your profession, outside the veterans’ 
hospital, diagnosed my condition properly when I first went to them, I would 
never have set foot inside the veterans’ hospital in the first place, and so placed 
myself in line for your charming investigation processes? 

Are you interested in the fact that all of the doctors I have consulted with in 
this matter, state that they do not know the cause of what was wrong, and, 
therefore, could not say with authority that it was or was not caused by inci- 
dents occasioned by military service? 

No, I must presume you are not interested in these facts. Is your interest in 
the fact that many men who served in the Armed Forces at terrifie financial loss— 
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with countless thousands losing either their lives or their future health and 
parts of their bodies—may spend time in a veterans’ hospital at a loss of a few 
hundred dollars in fees to some private physician or hospital? 

Have you one single man in your entire profession who can state, with ab- 
solute knowledge and authority, in every case, whether or not an ailment is 
service-connected or is caused specifically by something else? You know there is 
not. Please, gentlemen, exactly what is your interest? 

Can it be that you are indignant at the loss of these few fees? Has this seri- 
ously hurt the pocketbooks of some of your membership? Sincerely | hope it 
has not. Could you afford to stand an inquisition such as I am now subjected to, 
to prove you have sustained a loss, the same as this inquisition is attempting to 
prove whether or not I am able to make up a loss to the medical profession—a 
loss which is vet unproven? Gentlemen, I cheated the undertaker—delinitely 
not you. All doctors of my acquaintance now have as much or more bus'ness 
than they can reasonably handle, and nonveteran hospitals are crowded to the 
rafters, without seeking to blackjack the relatively few veterans who may, by 
manipulated statistics, be proven able to pay, but who have, in fact, paid all they 
could to those in private practice—as I have—before they resorted to the vet- 
erans’ hospital. I wonder how many doctors, as individuals and without any 
pressure from organized lobbies, would approve the action now being taken 
against other veterans who have used the veterans’ hospitals? 

The answer may be that you are against socialized medicine, and its claimed 
evils. While its claimed evils are not yet proven, I, too, am bitterly against it, 
probably more than you are. 

If your interest is in economy in Federal expenditures, then why do you select 
this particular target? Why did you not pick on such juicy plums as foreign 
aid, subsidies to business, parities to farmers, or even educational aid to return- 
ing veterans? Under the latter, countless thousands of students—more than 
will ever do a doctor or a hospital out of a fee by going to a veterans’ hospital— 
received years of free schooling, including tuition, books, subsistence, and so on. 
Why not investigate schools and colleges, some of which sprang up overnight, 
some of which taught horseback riding, some of which taught such things as 
determining the sex of a chicken while yet in the egg, to see if they cannot be 
accused of nibbling at the public teat? Why not investigate all of the bus'ness 
houses, large and small, throughout the United States, which forced returning 
veterans to accept jobs only on an “on the job training” basis, so that they could 
get Uncle to pay part of their salaries—and find out how many of these veterans 
were already more than well qualified for the jobs for which private business 
collected great subsidies. These are among the great swindles of all time, 
gentlemen—aren’t you interested in them also? 

Why do you not have those in the medical profession today, who received all 
or part of their schooling and subsequent training under the GI bill of rights and 
other free sources—paid by Uncle—investigated to see if they really needed this 
training, and whether they could have afforded to attend a private medical 
college? They, gentlemen, are no different from me, and don’t you think they 
should be exposed? At least one of those doctors to whom I went for many 
examinations before going to the veterans’ hospital was one who received such 
training. 

I submit to anyone that the investigation to which I am being subjected is 
narrow, biased, unfair, and completely prejudiced. I have nothin to hide, and 
have cooperated completely with an investigator in his soul-searching analysis 
of me, my family, and our private lives. I have even gone so far as to suggest 
processes whereby he could check my financial status, processes of which even 
he was not aware. 

This investigation is being performed, I understand, as an act apparently 
designed to prove something for the direct financial benefit of the AMA, and, at 
what cost tothe AMA? Is the AMA paying the bill for any of this investigation? 
You apparently complain of veterans improperly being in veterans’ hospitals who 
should be in other hospitals—this complaint is made apparently to the Congress 
of the United States—there apparently is not sufficient proof of your complaint, 
or the Comptroller General’s men would not now be out gathering proof for your 
benefit. Apparently you have great power and influence with the Congress to 
cause the Comptroller General to do this, and the Comptroller General is investi- 
gating to confirm the accuracy of this complaint—or is it a charge—at the 
expense of the taxpayers. Most assuredly, gentlemen, this cost is terrific. 
Couldn’t you afford to pay it yourselves? 


Frankly, I am quite shocked at the action you have set in force, gentlemen. 
For individuals who have made such truly wonderful progress in medicine and 
its related fields, you are quite a disappointment. 

Please ponder in all seriousness the several questions I have asked in this 
letter, and consider carefully if someone in the AMA isn’t swallowing a came} 
and straining at a gnat. Then, please tell me whether or not, if I return to the 
veterans’ hospital for further checkup and treatment, if need be, you will send 
out another investigator to interview my friends. 

With my very best wishes for your intellectual awakening. 


Mr. Kennepy. I also ask, in connection with funds for the Civil 
Service Commission that the statement of Mr. Ralph H. Lavers, 
director of the national economic commission, the American Legion, 
be inserted in the record. 

Mr. Puituies. Without objection, it is so ordered. 

(The statement referred to is as follows:) 


STATEMENT OF RALPH H. LAvers, Director, NATIONAL ECONOMIC COMMISSION, THE 
AMERICAN LEGION 


Mr. Chairman and members of the subcommittee, the American Legion is vitally 
interested in seeing that the Civil Service Commission is supplied with sufficient 
funds to operate in the interest of better Government and see to it that provisions 
of the Veterans’ Preference Act of 1944, as amended, are lived up to. 

The appropriations for the Civil Service Commission have been based on the 
assumption that the turnover in Federal employment for the fiscal year 1955 
will be far less than it has been in recent years. The placements in this field 
will not be of such a great number as in the past. 

The amount of money requested by the Commission this year is somewhat 
smaller than that appropriated for the fiscal year 1954, based upon the afore- 
mentioned facts, however, the Commission has two things before it which may 
mean that additional funds may be necessary during the fiscal year 1955. 

The American Legion urges that the Whitten amendment be repealed. In the 
event that this is undertaken, there will be a large conversion of indefinite and 
temporary employees to permanent status. This, in itself, will create a consider- 
able number of problems for the Commission and may necessitate additional 
funds. It is also hoped that if this amendment is repealed, that veterans’ prefer- 
ence will prevail in the conversion program. 

At the request of the American Legion and other organizations, the Civil 
Service Commission has originated a counseling service for veterans, which is 
eonducted under the Veterans’ Counseling Service Division of the Civil Service 
Commission, While no additional funds are requested by the Commission at this 
time, as this program is in its infancy, the development of the program may, of 
necessity, require a deficiency appropriation. 

The investigation service of the Civil Service Commission has never had suf- 
ficient funds, and while the Commission feels that the appropriation as requested 
is ample to take care of the situation as it now exists, it is believed by those of 
us who are working in the field of employment and veterans’ preference that this 
item could stand readjustment upward. 

We are appreciative of the cooperation given to the veterans’ organizations, 
particularly the American Legion, by Chairman Young of the Civil Service Com- 
mission, in the attitude shown to veterans, and we urgently request that the Con- 
gress supply the Civil Service Commission with the appropriation requested by 
the Bureau of the Budget, and that no further cuts be made in this office. 

The American Legion appreciates this opportunity to present this statement 
before this subcommittee. 


Mr. Kraaset. Our good friends in the field look upon the situation 
and feel keenly about it as they see and experience it at the time. 
Sometimes the resolutions they pass do not match up with the facts 
that are later developed. But they do express reactions to actual sit- 
uations preceding State conventions. Our statement today reflects 
experiences and developments since last summer. 

fould it be possible to comment further on the adjudication mat- 
ters? 
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Mr. Kennepy. I see no necessity of going into that at this time. 

Mr, Putiures. Gentlemen, we thank you. The statements you have 
submitted will be made a part of the record. 

(The following statement was submitted for the record:) 


STATEMENT BY T. O. KRAABEL, Director, NATIONAL REHABILITATION COMMISSION, 
THE AMERICAN LEGION 


Thanks to the chairman, Mr. Phillips, and the members of this Subcommittee 
of the House Committee on Appropriations for an opportunity to present a 
statement on the Veterans’ Administration budget for fiscal year 1955. 


LEGION’S INTEREST IN VA BUDGET 


The American Legion has been interested in appropriations for the several 
veterans’ programs and benefits administered by the Veterans’ Administration 
ever since the days of World War II. We have found it a most difficult and 
yet challenging task to try to analyze the budget requests for this agency, and at 
the same time appraise the operations of the various programs as they apply 
to the veterans and their dependents. The tapering or leveling off of money 
requirements for these programs in the post-World War II period was marked 
with rather violent repercussions. Reductions in force and curtailment of funds 
had their effect upon the efficiency and promptness of service to veterans and 
their dependents. This was felt by the beneficiaries themselves, and recognized 
by others interested in veterans’ affairs. In appearing before the President’s 
Committee on Veterans’ Medical Services on June 19, 1950, we had opportunity 
to comment on this and to submit that “certainly the work of the Veterans’ 
Administration as given it by Congress is sufficiently important to call for and 
justify a permanent policy of understanding on the part of the Administrator 
of Veterans’ Affairs, the Budget Bureau, and Congress as to the amount of money 
needed and the number of people required to do their business.” We are here 
this year in consonance with national convention resolution 535, copy of which 
is made a part of this statement. Briefly, this asks that there be an adequate 
budget each year for administration, medical, hospital, and domiciliary services, 


INPATIENT CARE 


The National Rehabilitation Commission of the American Legion appreciates 
very much the action of this committee and of Congress in appropriating funds 
for the maintenance and operation of hospitals during fiscal year 1954. We 
have noted that the hearings and deliberations on this important item of the 
budget were of such force and effect that the Budget Bureau made allocations 
of the full amount without restriction. This has resulted, as the committee well 
knows, in the activation of more beds, with a consequent reduction in the 
certified waiting list. As of December 31, 1952 there were 21,496 on the waiting 
list certified for admission. A year later the number had been reduced to 
17,856. We sincerely submit that the realistic estimate of needs which this com- 
mittee and the Veterans’ Administration officials arrived at has been justified ; 
and we entertain the hope that a similar joint appraisal this time will assure 
equally adequate funds for the coming fiscal year. The estimated number of 
beds in operation during the coming year, we understand, will be 117,700. This 
reflects the additional number of beds which will come into being through the 
eompletion of some of the construction previously authorized by Congress. On 
an estimated bed occupancy of 90 percent this will result in approximately 
105,000 average daily load. 


CAMPAIGN AGAINST VETERANS’ HOSPITALIZATION 


With reference to the congressionally established veterans’ hospitalization pro- 
gram, we might comment briefly on the campaign thus far conducted by certain 
officials of the American Medical Association. As this committee knows, the 
house of delegates of that organization adopted a resolution at the annual meet- 
ing in New York on June 3, 1953 to the effect that the hospitalization of so-called 
non-service-connected disabled veterans be discontinued. During the past several 
weeks certain officials of that organization have gone about the country advocat- 
ing this program, and endeavoring to educate medical people and citizens 
generally to that point of view. Fact kits and other campaign literature have 
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been prepared and disseminated. Area meetings have been conducted. It is 
officially alleged in one of their issues that their campaign is not based upon al- 
leged abuses nor the quality of VA medicine. It is based upon their contention 
that the program costs too much and that the so-called non-service-connected 
sick veteran who does not have the means of paying for his own medical and 
hospital care should be the responsibility of the community, county or State. 

The American Legion, in keeping with resolutions and instructions from the 
national convention and national executive committee, has conducted research 
and probed extensively for the purpose of getting factual data. This has been 
arranged and issued in the form of rehabilitation bulletins, clipsheets, news items, 
and the printed pamphlet entitled the “Q. & A. Book.” Members of the staff have 
met with various local and State medical societies for the purpose of bringing out 
the facts and reaching an understanding. These meetings have proved enlight- 
ening and beneficial. It is quite apparent that many practitioners of medicine 
are not in agreement with the AMA resolution. Others give the impression of 
not being too much concerned, and in 2 or 3 localities they are actively against 
the veterans’ hospitalization project as conducted under the present law. 

We understand that the board of trustees of the American Medical Association 
will meet in Washington on Monday, February 15, for the purpose of dealing with 
several subjects, including this one. As for the American Legion, research and 
factfinding are being continued. The national commander or his designates will 
be prepared to testify before any committee of Congress where this issue may 
come up. During the week of March 1, 1954, the annual national rehabilitation 
conference will be held. Reports from rehabilitation commission members and 
full-time service officers from every State in the Union will be received. Deter- 
mination will be made as to the future conduct of our campaign of information. 

Although it has been indicated by the opponents to the veterans’ hospitalization 
program that they will not attempt any amendatory legislation in this session, 
we are remaining alert to any trend in that direction. We are also continuing 
bedside surveys of hospitalized veterans to ascertain their reasons for being in a 
VA hospital. Some of these reports were filed with your committee last year. 
We are pleased to file two additional ones at this time covering studies just 
completed. The charges of extensive abuses hurled against this program in the 
past 2 years have been soundly rebutted by not only the findings of the American 
Legion but by others. We are at the moment awaiting results of a special check 
made by the House Committee on Veterans’ Affairs as to the 336 hospitalized 
veterans referred to by the special General Accounting Office investigators a year 
or so ago. 

Much more could be said about this problem, but suffice it to say that the 
American Legion is determined to see that the congressionally established hos- 
pitalization program for veterans is maintained and administered as we 
understand Congress intended. 


OUTPATIENT CARE 


We note a considerable reduction in the amount allocated for outpatient care 
for the coming fiscal year. It may be needless to repeat that outpatient care is 
restricted to service-connected disabled beneficiaries of the Veterans’ Adminis- 
tration. The big reduction, as we read the text of the budget on this point, is 
accounted for in the outpatient fee basis dental care program. 

May we first comment on the medical phase of this program. We sincerely rec- 
ommend for the consideration of your committee some appropriate language in 
the report on the appropriation bill that will assure full allocation to the VA 
of funds appropriated for the outpatient care program. Last year there was a 
withholding or reserving of a portion of the appropriation. As the record shows, 
$2,793,000 of outpatient medical funds were impounded by the Budget Bureau 
in September 1953. The Administrator appealed from this decision but it was 
confirmed. This notice came late in the first quarter of the fiscal year, with very 
little, if any, time for the VA to make adjustments for the second quarter. As a 
consequence, drastic reductions were indicated, which in turn generated a flood 
of protests from the field. Supplemental allotments were granted in October and 

in in November, which eased the situation. More recently we are informed 
the Budget Bureau reinstated most of what had been reserved last September. 

Upon taking this up with the Budget Bureau we received this information: 
“The appropriation contained $2.79 million more than had been included in the 
VA 1954 budget for this program. Nothing in the reports of the appropriations 
committees indicated the reasons for inclusion of these additional funds above 
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the amount requested.’ This is the point that leads us to the request of your 
committee that safeguard language be placed in connection with the amount you 
appropriate for this purpose the coming year. 

We cannot escape the fact, as previously stated, that this program is devoted to 
the service-connected disabled. The withholding or reducing of funds that have 
been appropriated by Congress after careful calculations of needs affects them 
directly. In response to an inquiry about this, our department commanders last 
fall pointed out that travel cost to the Government may exceed charges for com- 
parable professional service when a service-connected veteran residing in a re- 
mote area is ordered to report to a VA facility for outpatient treatment. More- 
over, curtailment of fee basis medical funds, computed as necessary and appro- 
priated by Congress, will create backlogs in many stations in the completion of 
examinations for compensation and pension purposes. This in turn delays the 
adjudication of claims, again adversely affecting the service-connected disabled. 
We sincerely hope that Congress will insert a nontampering clause with respect 
to the funds appropriated for this program. 

With reference to the dental program, we have a variety of reactions from 
our coworkers in the field. There are those who believe that teeth found de- 
fective within 60 days should have the benefit of service connection; others ask 
for a 6-month presumptive period, and still others for 1 year. There is possibil- 
ity of inequity or injustice under the new restricted program. This is illustrated 
by the case of the veteran who lost all his teeth while in service in the Aleutian 
Islands. There was no question about service connection. He was furnished 
with a set of artificial teeth. Now the gums have receded and the first set are ill- 
fitting. He has been denied further treatment. 

There will be additional evidence on how this temporary restrictive program is 
working when representatives of all 48 States meet at the National Rehabilita- 
tion Conference the first week in March. It is recognized that it has been in 
effect for only a few months. Ali factors will be taken into consideration during 
the deliberations of the conference. Such recommendations as may be made will 
be acted upon by the National Rehabilitation Commission and the national exee- 
utive committee. In the meantime may we respectfully suggest to this committee 
that there be careful reconsideration of this whole question. The temporary re- 
strictions placed upon this program through annual appropriation acts are not 
conducive of full understanding or satisfaction on the part of the veterans af- 
fected. Moreover, there arises uncertainty as to what may be planned beyond 
the tenure of the current fiscal year as to this phase of the veterans care pro- 
gram. We submit that it is of sufficient importance to justify adequate hearings 
before the appropriate committees of Congress having to do with the basic law. 


RESOLUTIONS 


In addition to the resolution cited above, we respectfully submit copies of three 
additional expressions coming from the last national convention and the last 
meeting of the national executive committee. 

Resolution 5 urges that sufficient funds be made available for the purpose of 
providing medical and dental treatment and out-patient treatment for veterans 
suffering from service-connected disabilities. 

National Executive Committee Resolution 22 requests the Executive Office of 
the President to allocate all funds appropriated for the purpose of outpatient fee 
m5 medical care. This has been substantially accomplished for fiscal year 

954. 

Resolution 474 asks that there be adequate staffing of the contact service in all 
VA hospitals, and that funds for the maintenance of such service be allocated 
from appropriations other than those for the Department of Medicine and 
Surgery. We understand this is to be done in the coming fiscal year. 


CONCLUSION 


Again may we express our appreciation to this committee for an opportunity 
to be heard. We sincerely offer our cooperation on the important task which is 
yours. There are many subjects that could be discussed. The final phases of 
the. VA reorganization are being accomplished. There is a possibility of further 
consolidation of district offices. We have heard rumors that the number of 
regional offices is to be reduced. In regard to this we reaffirm the long time stand 
of the American Legion that it believes and has confidence in the regional office 
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system. Any proposal that looks to the reduction in number of such offices wil! 
have the careful scrutiny of this organization. Officials and representatives of 
the Legion from those States that may be affected will certainly want to be 
heard, and will be prepared to submit testimony on the question insofar as it 
affects veterans in such areas. 

The National Rehabilitation Commission and the department service officers 
are continuing their vigilance on the operation of claims adjudication, appeals. 
insurance, and education. It goes without saying that our whole interest in these 
activities springs from our conviction that the American people, the United 
States Congress, the Administrator of Veterans’ Affairs, and organized veteran- 
dom, as exemplified by the American Legion, want prompt and efficient service 
for the Nation's defenders and for their dependents. 

As best we can determine, the budget submitted to Congress for veterans 
programs in fiscal year 1955 has been carefully computed. It is what might be 
termed a “tight” budget. To the extent that needs for fiscal year 1955 can be 
based upon past experience and estimated workloads, we believe this request is a 
reasonable one. We respectfully urge and sincerely hope that the studies by this 
committee of the funds requested for the various veterans programs and adminis- 
tration thereof will lead to full approval, and that Congress will take action and 
have this appropriation confirmed before the end of the current fiscal year. 


19538 NATIONAL CONVENTION OF THE AMERICAN Lecton, St. Lovis, Mo., 
Avcust 31-SepremMBer 3, 1953 


No. 535 


Committee : Rehabilitation. 
Subject: Adequate VA budget for administration, medical, hospital, and domi- 
ciliary services. 

Whereas the entire program of rehabilitation of American veterans and their 
dependents is acutely jeopardized as a result of reduction in appropriations for 
the Veterans’ Administration for vital services; and 

Whereas these veterans served their country honorably and well during time 
of war and in many instances suffered grievous wounds as a result of this sery- 
ice; and 

Whereas, traditionally, America has provided adequate compensation and hos- 
pitalization for its defenders throughout its history ; and 

Whereas we feel that America is morally obligated to provide the same high 
type of service to the survivors of those of our servicemen who made the supreme 
sacrifice: Now, thérefore, be it 

Resolved, That the American Legion, in national convention assembled in St. 
Louis, Mo., August 31 to September 3, 1953, go on record as being opposed to any 
reduction in appropriations which would result in inadequate benefits, and urge 
that hereafter there be an adequate budget each year for administration, and 
for medical, hospital, and domiciliary services. 


REsotvuTIon No. 5 


Committee: Rehabilitation. 
Subject: Medical and dental care and outpatients’ treatment for service-con- 
nected disabilities. 

Whereas the Congress of the United States has approved certain laws per- 
taining to veterans of the various wars in which this country has been engaged ; 
and 

Whereas these laws specifically state that veterans suffering from service-con- 
nected disabilities are entitled to outpatient treatment and to whatever medica- 
tion and medical attention might become necessary in the treatment of these 
disabilities ; and 

Whereas numerous veterans suffering from service-connected disabilities have 
been denied treatment, or treatment has been delayed for a considerable length 
of time, for the reason that the Veterans’ Administration has been without funds 
to pay for the required treatment : Therefore, be it 

Resolved, That the American Legion, in national convention assembled Aug- 
ust 31 to September 3, 1953, urges the enactment of immediate legislation whereby 
sufficient funds shall be made available for the purpose of providing medical and 
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dental treatments and outpatient treatment for veterans suffering from service- 
connected disabilities. 


NATIONAL EXECUTIVE COMMITTEE OF THE AMERICAN LEGION MEETING HELD 
OcroBer 15-17, 1953 


RESOLUTION No, 22 


Committee: Rehabilitation liaison committee. 
Subject: Funds for outpatient fee basis medical care for service-connected 
disabled war veterans. 


Be it resolved by the national erecutive committce assembled at Indianapolis, 
Ind., October 15, 16, and 17, 1958, That the American Legion strongly protests the 
action of the Bureau of the Budget in withholding funds for the program of out- 
patient fee-basis medical care for the service-connected disabled war veterans; 
and be it further 

Resolved, That the Executive Office of the President be respectfully urged to 
allocate all funds appropriated for this purpose by the United States Congress as 
may be determined essential by the Administrator of Veterans’ Affairs and the 
Chief Medical Director of the Veterans’ Administration. 


1953 NATIONAL CONVENTION OF THE AMERICAN LEGION, St. LoutIs, Mo., AuGusT 
81-SepTeMBER 3, 1953 


RESOLUTION No. 474 


Committee: Rehabilitation. 
Subject: Adequate staffing of the Contact Division of all Veterans’ Administration 
hospitals be maintained. 


Be it resolved by the American Legion in convention assembled at St. Louis, Mo., 
August $1-September 3, 1953, That adequate stafling of the Contact Division of 
all Veterans’ Administration hospitals be maintained to assure that all hospital- 
ized veterans are assisted and advised on matters pertaining to benefits to which 
they are or may be entitled; and be it further 

Resolved, That the Administrator of Veterans’ Affairs be asked to allocate 
funds for maintenance of the hospital contact service from appropriations other 
than that for the Department of Medicine and Surgery, as it is a service which 
should not be considered an item in the per diem cost of operating hospital beds. 


Tuourspay, Fresrvary 11, 1954. 
VETERANS’ ADMINISTRATION 
WITNESSES 


DR. PAUL E. JONES, FARMVILLE, N. C., MEMBER, COUNCIL ON LEG- 
ISLATION, AMERICAN DENTAL ASSOCIATION 

FRANCIS J. GARVEY, CHICAGO, ILL., SECRETARY, COUNCIL ON 
LEGISLATION, AMERICAN DENTAL ASSOCIATION 


Mr. Priurrs. We have the pleasure of having with us Dr. Paul E. 
Jones, Farmville, N. C., a member of the council on legislation of the 
American Dental Association, and Mr. Francis J. Garvey of Chicago, 
Ill, secretary of the council on legislation of that association. 

Dr. Jones, you want to talk about veterans’ teeth? 

Dr. Jones. Yes, sir. 

Mr. Priarirs. You may proceed. 

Dr. Jones. As the chairman has already stated, I am Dr. Paul E. 
Jones of Farmville, N.C. Iam here today as a member of the council 
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on legislation of the American Dental Association to present the 
views of that organization with respect to those appropriations of the 
Veterans’ Administration which touch upon the dental care program 
of that agency. With me is Mr. Francis J. Garvey of Chicago, Ill., 
secretary of the council on legislation. 

Last year when the association appeared before your committee it 
recommended that the sums to be expended for dental use be specifi- 
cally earmarked for that purpose. The association wishes to com- 
mend you for adopting that suggestion. 

Mr. you, roster, We thought it was a good 
at the time. 

r. Jones. Enactment of the fiscal 1954 appropriation act, with 
the earmarking language, resulted, we believe, in a more efficient op- 
eration of the program, We are informed that money was available 
to the field offices when needed and in amounts adequate to provide the 
dental care authorized by law and regulation. 1e situation which 
existed in former years whereby money was made available to the 
Dental Service on a catch-as-catch-can basis, usually too late in the 
quarter to be properly expendable, appears to have been corrected. 
The American Dental Association requests that the funds to be pro- 
vided for the program again be specifically earmarked in order to 
continue this salutary effect. 

In the discussion with your committee last year we pointed out that 
the association objected to including substantive legislation in the 
language of appropriation bills and we told you that we hoped to be 
able to present to the Congress in the near future a program for cor- 
recting this situation by amendment of the substantive law. Your 
committee nevertheless did include limiting language with respect to 
eligibility under the program and, after some adjustment by the 
Senate and in conference, this language became law in the text which 
a meg at page 157 of the fiscal 1955 budget. 

‘he effect of including this language was to eliminate a great many 
people from the program by removing from eligibility for outpatient 
ental services those persons who had dental disabilities of less than 
10 percent who did not apply for treatment for such dental disability 
within 1 year after discharge or by July 27, 1954. This limitation 
was not made toa ply to adjunct outpatient dental services stemming 
from some other die vility which had been service incurred. 

The effect of this limiting language was twofold: First, the poten- 
tial dental caseload for fiscal 1954 was increased in that the rider served 
notice that persons who would be affected by the limiting language 
would be forever barred from the right to dental treatment unless they 
made application by July 27, 1954. Second, attention was focused 
upon the nucleus of the problem and constructive thinking with respect 
to it was done for the first time by many interested organizations which 
had previously ignored it. The rider did not of itself correct the fal- 
lacies in the program which were a source of concern to the American 
Dental Association. However, these were remedied to a large extent 
by two subsequent actions of the Veterans’ Administration: (a) The 
so-called presumptive rule was rescinded; and, (b) the regulations of 
October 1, 1953, issued at a time when the house of delegates of the 
American Dental Association was considering positive recommenda- 
tions for substantive action on this program, eliminated what, in our 
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testimony last year, we termed the “tooth entity theory.” This means 
that under the existing regulations the Veterans’ Administration no 
longer assumes lifetime liability for the oral care of an individual who 
happened to have one tooth with a service-connected lesion. 

The association has noted that the proposed appropriation for dental 
outpatient care has been reduced from the $23 million provided in 
fiscal 1954 to $5,810,000 for fiscal year 1955. The association has 
further noted that the President, in his budget message, has indicated 
that this lower appropriation is based upon a recommendation that the 
limiting language of the 1954 appropriation rider be continued in fiscal 
1955. While thoroughly in accord with the purposes sought to be 
accomplished both by the limiting legislative language and by the 
two administrative regulations previously mentioned, the association 
is surprised by the low estimate for the forthcoming fiscal year. 

This estimate of needed funds for the hometown phase of the dental 
program appears to be predicated upon the estimated number of 
examinations to be made and treatments to be given during fiscal 
year 1955. The figures shown on page 158 of the 1955 budget indi- 
cate that only 86,000 dental examinations will be made during the 
year. This is only about one-quarter of the number which had been 
estimated for 1954. It is difficult to comprehend that the present 
regulations could have had such an immediate and radical effect con- 
sidering the continuing creation of new veterans by the demobilization 

rocess. 
7 Mr. Puitures. Doctor, we have had some testimony that they have 
reorganized themselves. 


Mr. Garvey. No. They still have the obligation of doing a great 
deal of work which the claims department should be doing. The 
claims orpemmnent has lost a lot of poopie, and the bulk of the work 

n 


they should be doing has to be done by the dentists. 

Dr. Jones. Similarly, the budget estimates that there will be a 
total of only 148,000 treatments in fiscal 1955 as against 256,000 esti- 
mated for fiscal year 1954. The association understands that as of 
this time there is a backlog of some 200,000 cases awaiting treatment. 

Mr. Putiures. Have they all been examined for entitlement? 

Mr. Garver. Yes, sir. 

Dr. Jones. Assuming that 60,000 new treatment cases will result 
from the 86,000 examinations to be made in fiscal 1955, we find that 
it will be necessary to treat 260,000 cases between now and July 1, 
1955. This is roughly comparable to the actual caseload during fiscal 
1953 when 260,409 cases were treated (1955 budget, p. 158). How- 
ever, during that period 200,000 of the cases were treated by private 
dentists and only 60,000 in VA clinics. It is probable that this esti- 
mate is low because many additional treatments will be authorized 
each month during the balance of fiscal 1954. 

Assuming, however, that the total treatment load for the next 17 
months will be 260,000, and assuming that seven-twelfths of the fiscal 
1954 budget has already been expended, the amount remaining for 
dental care would be about $9.5 million. Adding to this the amount 

roposed to be appropriated for fiscal 1955, we find that there will 
be available during the next 17 months $15,300,000 for outpatient 
dental care for an estimated 260,000 patients. This caseload is rough- 
ly equivalent to the caseload of fiscal year 1953, but during fiscal 1953 
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200,000 treatment cases were handled outside of VA facilities and 
only 60,000 in such facilities. The actual cost of the 200,000 cases was 
$25,233,656 (1955 budget, p. 157). It is now proposed to handle the 
equivalent caseload for $10 million less, and two-thirds of the total 
amount available must be expended within the next 5 months. 

Since the cost of work done in VA facilities is not included in the 
meee riation for outpatient treatment, it is apparent that any saving 
in budgeted expenditure for two patient loads of comparable size can 
result only from increasing the amount of work to be handled in VA 
facilities while simultaneously decreasing the amount delegated to 
private dentists. If the reduction of $17.2 million from $23 million 
to $5.8 million for this item is realistic, then the VA facilities must 
be able to absorb a much greater share of the total patient load than 
they have previously. Let us examine what is proposed to be done 
in this respect in the light of past estimates of performance versus 
reported completed performance as shown by the annual budgets. 
The following tabulation will illuminate the comparison : 


Intramural | Intramural 
Fiscal year treatments | treatments Source 
estimated completed 


90, 000 76,036 | 1952 budget, p. 129; 1953 budget, p. 155. 
83, 000 60, 589 | 1952 budget, p. 129; 1954 budget, p. 142. 
76, 000 61,745 | 1954 budget, p. 142; 1955 budget, p. 158, 
| RTS ES ae 76, 000 149,000 | 1954 budget, p. 142; 1955 budget, p. 158. 
98, 000 1955 budget, p. 158. 

1 Estimated. 


Mr. Puiurs. Let me see if I understand it. You have taken the 
amount of money appropriated for fiscal year 1954 and added to it 
the amount requested for 1955? 

Mr. Garvey. Only the balance unexpended. 

Mr. Putturrs. The balance unexpended as of now? 

Mr. Garvey. Yes. 

Mr. Puties. Then you have calculated that there will be in money 
for that period $15 million available for 17 months? 

Mr. Garvey. The $9.5 million balance of the 1954 appropriation 
must be expended by July 1 and we are informed it will be. 

Mr. Pures. Would it help your case any if we would make the 
present money a carryover ? 

Mr. Garvey. No, because it will be used. 

Mr. Puituirs. Where do you get this $25,233,656 ? 

Mr. Garvey. That was the amount expended in fiscal year 1953 
when the total caseload was roughly equivalent to what is presently 
on the books. 

Mr. Purtuips. And you expected to do 76,000 in 1953 and actually 
did 61,745? 

Mr. Garvey. These figures are what was accomplished in VA facili- 
ties instead of outside. 

Mr. Purirs. In 1953 you expected to do 76,000 and did 61,745. In 
1954 you expected to do 76,000 and did only 49,000. That is quite 
a difference. 

Mr. Garvey. That is because of the limiting rider requiring a 
review of all cases. 
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Dr. Jones. That was also true in 1953 to some extent. 

Mr. Puiturrs. And you are estimating there will be 98,000 cases in 
1955 ¢ 

Dr. Jones. Yes. 

The above chart indicates that estimated ability to perform does not 
square with actual performance. However, it is only fair to note 
that during this period the VA facilities were handling more than 
200,000 examinations per year, whereas this year the VA anticipates 
only 75,000 examinations in its own clinic. Undoubtedly, this decrease 
in examination workload will increase the potential for treatment 
workload. However, it is impossible to ignore the fact that demands 
are still made upon the VA dentists to expend time upon the reviewing 
of claims for dental treatment, a chore which normally is performed 
by dentists in the employ of the Claims Department. 

Mr. Puituirs. You mean that is a temporary condition? 

Mr. Garvey. It will continue for some time. It has been going on 
for 2 years. And the burden of doing the entitlement determination 
will continue to rest on the Department of Medicine and Surgery for 
the dental. 

Dr. Jones. Personnel reduction in the Claims Department in the 
past few years have thrown an increasing burden upon dentists in 
the Department of Medicine and Surgery and have decreased the 
amount of time which they have available for chairside work. 

Last year it was indicated in our discussion with the committee 
that your then intention was to appropriate about $15 million for the 
program, based upon the VA justification. After you had heard the 


testimony you increased this to $23 million. In wom ds before your 


committee last year Admiral Boone, in a colloquy with Mr. Yates, 
indicated that $52,427,000 would be needed for outpatient dental 
needs during fiscal 1954 (hearings, p. 669). In reviewing this for 
testimony before the Senate, the association estimated, using Veter- 
ans’ Administration cost figures for treatment, and considering the 
existing backlog plus anticipated new cases, that the real cost of the 
program in fiscal year 1954, if given on the basis then authorized by 
law and regulation, would really have been about $79.5 million. This 
potential cost has, of course, been reduced considerably by the regu- 
lations and the rider attached to the appropriation. The fact re- 
mains, however, that it is unrealistic in the light of past performance 
to suppose that the Veterans’ Administration can accomplish 98,000 
treatments in its own clinics during the forthcoming fiscal year and 
of necessity many of these cases will either be held as a backlog or 
will be referred to private dentists within the limits of funds provided. 

The association is interested in Lakes | this program continued upon 
the present basis. However, if the backlog mounts the pressure from 
untreated individuals will tend to cause new encroachments upon the 
existing setup and possibly a return to former expensive unrealistic 
conditions for dental treatment of veterans. The Congress and the 
Veterans’ Administration have courageously met the problem which 
has been presented by reducing potential eligibility for care with VA 
funds. The association would recommend that this same courageous 
outlook be taken in the current appropriation bill and that a sufficient 
amount be provided so that the vast bulk of the existing backlog, plus 
a large proportion of new applications, can be examined and treated 
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during fiscal year 1955. Thereafter it should be possible to realize the 
budget savings sought to be accomplished at this time. 

We have stated that the existing backlog of approved applications 
for treatment is about 200,000, It is estimated that a total of 86,000 
additional examinations will be made during 1955. Assuming that 
60,000 of these will be approved for treatment, it means that a quarter 
of a million dental treatments must be accomplished within the next 
18 months. If one-third of these can be accomplished during the bal- 
ance of the present fiscal year, about 165,000 will remain to be accom- 
plished during fiseal year 1955. Assuming that the Veterans’ 
Administration can actually produce 65,000 of these treatments within 
its own facilities, there will remain 100,000 to be done by hometown 
dentists. Using the figure of $104.52 per average treatment mentioned 
by Admiral Boone on page 669 of last year’s hearings, approximately 
$10,452,000 will be required for the outpatient treatment program. 

Mr. Puttxrrs. Do you have a national scale? 

Mr. Garvey. No, sir. It is adjusted on a local basis on the prevail- 
ing cost State by State. 

r. Jones. Adding to this the 12,000 examinations which the VA 
anticipates will be done by hometown dentists at an expense of $14.33 
will cost another $175,000, a reasonable figure for this program will be 
$10.627,000 for fiscal 1955. 

The American Dental Association respectfully requests that your 
committee give serious consideration to providing this sum which is 
more than a 50-percent reduction from last year’s appropriation, but 
which in the light of past history appears to represent realistically 
the proper cost of this program during fiscal year 1955. For your in- 
formation there is attached hereto a copy of the American Dental 
Association’s present ty with respect to this program which was 
adopted unanimously by its house of delegates in Cleveland, Ohio, in 
Sentember 1953. 

Mr. Pures. Thank you. The copy of the policy of the American 
Dental Association will be inserted in the record at this point. 

(The material referred to is as follows :) 


PoLicy OF THE AMERICAN DENTAL ASSOCIATION WITH RESPECT TO THE VETERANS’ 
ADMINISTRATION OUTPATIENT DENTAL PROGRAM 


Resolved, That the following statement of policy be adopted to serve as the 
basis for urging a revision of the Veterans’ Administration outpatient dental-care 
program so as to conform with a practical concept of the Federal Government’s 
obligation to veterans: 

The Federal Government’s obligation for service-incurred dental conditions 
of the veteran should be no more than the correction of the dental diseases or 
injuries incurred by him while in service. It should be the responsibility of the 
military, therefore, to conduct a thorough dental examination of every incoming 
serviceman to determine his dental condition at that time. At time of discharge, 
a thorough dental examination should be made and a copy of those records should 
be made available to the Veterans’ Administration. Such a procedure is essen- 
tial to assure that the Veterans’ Administration will have suitable records for 
determining the treatment to which a veteran is entitled. 

The standards presently applied to determine service-connected dental condi- 
tions of veterans are not specified in the basic laws or regulations governing 
the veterans’ entitlement to dental care. They have been established, rather 
by extension of a ruling made by the Solicitor of the Veterans’ Administration. 
Under the authority of that ruling the Veterans’ Administration has decided that 
a diseased tooth, rather than the disease itself, is a service-connected dental con- 
dition, and the Federal Government is, therefore liable for its maintenance, 
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including replacement. Thus the Veterans’ Administration (1) provides con- 
tinuing care of a service-connected tooth regardless of when or how a diseased 
condition of that tooth occurs; (2) replaces it if and when that becomes neces- 
sary; and (3) replaces or treats nonservice-connected teeth if professional judg- 
ment indicates that the maintenance of a service-connected tooth or its replace- 
ment cannot otherwise be adequately provided. 

The American Dental Association disagrees with the Veterans’ Administration’s 
concept of a service-connected dental condition. That any specific member or 
part of the human anatomy which has been infected or injured during military 
service must, thereafter, be treated and maintained in good function at Federal 
expense when later unrelated diseases or injuries occur is patently an unrea- 
sonable extension of the Federal Government’s obligation for service-connected 
conditions of the veteran. It would be as reasonable for the Veterans’ Admin- 
istration to rule that a service-incurred injury to an arm or leg, for example, 
made the Federal Government liable for treatment of all subsequent unrelated 
injuries to those members. 

The Veterans’ Administration should provide to the veteran the treatment 
necesesary to correct any uncorrected dental disease or injury incurred in service 
or as a result of service. That treatment should be provided within a reasonable 
time after discharge, and, after correction of his service-incurred dental diseases 
or injuries, the veteran should be no longer entitled to the dental services pro- 
vided by the Veterans’ Administration. 

Nothing in this statement of policy should be construed to apply to the pres- 
ent system for providing dental services in Veterans’ Administration hospitals 
and domiciliary institutions or to the present system for providing outpatient 
dental care (1) to veterans whose dental conditions have been professionally 
determined to be aggravating a service-connected medical condition; and (2) to 
veterans whose service-connected dental conditions have been determined to be 
disabling and compensable ; and be it further 

Resolved, That the appropriate agencies of the association take the necessary 
steps to urge the Veterans’ Administration, or Congress if that proves necessary, 
to revise the tests for determining entitlement to Veterans’ Administration out- 
patient dental services in accordance with this statement of policy. 


Mr. Puiiirs. Have you talked to Mr. Higley about this? 

Mr. Garvey. No, we have not. We talked to Dr. Fauber about it. 

Mr. Pures. I expect to have a conference with Mr. Higley. I 
think I will take a couple of these and hand them to him. I will go 
off the record a minute. 

(Discussion off the record.) 

Mr. Puiurs. The attitude of your association is that we would 
actually do well and save money by increasing the appropriation now 
and cleaning up the backlog rather than letting it drag for several 
more fiscal years ? 

Mr. Garvey. Yes, sir. We feel if you can clean up the existing back- 
log vou will tend to perpetuate the program on the present basis. If 
the backlog builds up as a result of approved applications which have 
been untreated, you will add these pressures to other pressures for a 
more extensive program and the ultimate result would be to return 
to a costly and unscientific system of dentistry which would be a 
burden to the taxpayers and reflect against the dental profession. 

A recent survey of the profession, which is just being completed, in- 
dicates that the gross income produced by the average practitioner is 
around $18,000 per year. There were 399 dentists working for the 
Veterans’ Administration and the gross value of the dentistry which 
they produced amounted to $19,970 per dentist, and that would in- 
clude the time they have to take from their chairside duty to do other 
things. So I do think the dentists in the Veterans’ Administration are 
doing well and accomplishing as much work as they would ina private 
office when they have more time to devote to chairside duties. 
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Mr. Puriurs. We commented last year there were too many dentists 
filling forms instead of filling teeth, and in my weekly letter I said I 
ae have to ask my own dentist if he thought those men were over- 


worked. 
We thank you very much. 


Dr. Jones. We certainly thank you for this courteous hearing. 
Mr. Puu.irs. We will see you next year. 
Dr. Jonrs. Yes, sir. 


Veterans’ ADMINISTRATION 
Tuurspay, Freervary 11, 1954. 
WITNESSES 
(DISABLED AMERICAN VETERANS) 


CICERO F. HOGAN, NATIONAL DIRECTOR OF CLAIMS 


CHARLES E. FOSTER, ASSISTANT NATIONAL DIRECTOR OF LEGIS- 
LATION 


CHESTER A. CASH, NATIONAL SERVICE OFFICER 


Mr. Puuiirs. The committee will come to order. We have the 
pleasure of having before us again this year, as in previous years the 
Ps geen poe of the Disabled American Veterans. Who will speak 

or you?’ 

Mr. Fosrer. I am Charles E. Foster, assistant national director of 
legislation, and we have with us today Capt. Cicero F. Hogan, the 
national director of claims, and his assistant, Chester A. Cash. 

I want to thank the committee for permitting us to appear here 
and at the same time apologize for not having a prepared statement 
due to the briefness of time. We do have a letter which I would like 
to have inserted in the record. 

Mr. Pxiuies, It is so ordered. 

(The letter referred to is as follows :) 


DisaBLep AMERICAN VETERANS, 
NATIONAL SERVICE HEADQUARTERS, 
¢ Washington, D. C., February 11, 1954. 
Hon. JoHn PHILLIPS, 


Chairman, Independent Offices Subcommittee of 
the Appropriations Committee, House of Representatives, 
Washington, D. 0 

Dear Mk. PHILLIPS; The Disabled American Veterans appreciates the oppor- 
tunity to present its views to your committee with respect to the recommenda- 
tions of the Bureau of the Budget relative to funds for the operation of the 
Veterans’ Administration for the fiscal year 1955. 

Considered as a whole, the DAV believes that the figures submitted by the 
Bureau of the Budget for $3,892,473,000 should be adequate for the operation of 
the Veterans’ Administration for the fiscal year 1955 with 1 or 2 exceptions 
‘which we wiil note below, This figure of nearly $4 billion includes money for 
the payment of all benefits to veterans under laws administered by the Veterans’ 
Administration as well as for the efficient operation of the hospitals, domiciliary 
services, outpatient care and all other services administered by the Veterans’ 
Administration. 
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As often stated, the DAV is primarily interested in the care and welfare of 
the wartime service-connected veteran and his rehabilitation as well as the 
welfare and future of the dependents of America’s war dead and those who have 
survived the veteran who died as a result of his war wounds or disabilities. 

In studying the breakdown of the proposed budget, we have noted the reduc- 
tion arrived at under the heading of “Outpatient care.” It is our understanding 
that this was arrived at on the assumption that the language contained in 
Public Law No. 149, 838d Congress, would be reenacted again this year. We would 
call your attention to that part of the law which specifically directs the manner 
in which the VA can render outpatient care during the fiscal year 1954. For 
example, intentionally or not, it excludes outpatient dental care to those benefi- 
ciaries pursuing a course of vocational training authorized under Public Law 16, 
78th Congress or Public Law 894, 81st Congress, as amended, who may be in need 
of dental treatment to prevent interruption of training. This proviso in the law 
also denies outpatient dental treatment to those veterans who fall under the 
general classification of Spanish American War veterans. The Congress in 
Public Law 791, 81st Congress, granted outpatient treatment to all Spanish War 
veterans. 

If this proviso is to be reenacted, we respectfully request that it be modified 
in order that the Veterans’ Administration be permitted to extend outpatient 
dental treatment to those beneficiaries mentioned above who are already author- 
ized by law to receive outpatient dental treatment. 

It is assumed, of course, that the second proviso which authorizes adjunct 
outpatient dental service or appliances for any dental condition associated 
with and held to be aggravating a disability from some other service-incurred 
or service-aggravated injury or disease will also be reenacted. 

We know that this committee is deeply interested in the care and treatment 
of the service-connected case and will do nothing to detract from the fine medical 
service extended to the service-connected veteran through the 104 outpatient 
clinics now operated by the Veterans’ Administration. We are keenly aware of 
the fact and sincerely believe that the maintenance of these clinics and granting 
of outpatient treatment to the service-connected veteran tends to reduce the 
hospital load thereby resulting in savings of more dollars than the entire 
outpatient care program costs. 

It is our understanding that the Veterans’ Administration has indicated they 
believe they can operate all phases of their work in an efficient manner if they 
receive the amount of money recommended by the Bureau of the Budget. We 
urge this committee not to reduce that amount. 

At our last national convention, Resolution No. 376 was adopted urging the 
Congress to repeal or not to reenact the proviso of Public Law 149, 88d Congress, 
which eliminated gratuity payments on GI guaranteed loans until June 30, 1954. 
The delegates to our convention took this position because they believed it to 
be a discrimination between veterans who had secured GI loans prior to the 
passage of Public Law 149 and those who will receive them in the future. Your 
consideration of this proposal will be appreciated. 

In conclusion, we urge the committee to report a bill carrying the full amount 
recommended by the Bureau of the Budget for the operation of the Veterans’ 
Administration for the fiscal year 1955, and we also urge your favorable con- 
sideration of our recommendations set forth above with regard to modifications 
of the outpatient dental care and treatment of the Public Law 16 trainees and 
the Spanish War veterans. 

Sincerely, 
Cicero F. Hoean, 
National Director of Claims. 


Mr. Foster. All in all, we are quite pleased with the budget recom- 
mendations of the Bureau of the Bucy et insofar as they pertain to 
the Veterans’ Administration for fiscal year 1955, and in the letter 
which I have just handed to you we make two points: First, that we 
would like to see some modification with reference to the proviso in 
Public Law 149 in respect to outpatient dental care insofar as is per- 
tains to trainees and Spanish American War veterans. 

_ Mr. Puturrs. The dentists are recommending a more rapid cleanup 
of the backlog cases, but they did not say anything about a training 
program. Can you explain that? 

41872—54—pt. 
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Mr. Fosrer. What we mean by that, you are familiar with the pro- 
gram under Public Law 16 of the 78th Congress in regard to voca- 
tional training? 

Mr. Puiuirs. Yes. 

Mr, Fosrer. Under the proviso in Public Law 149 as it has been 
interpreted by the Veterans’ Administration, these trainees are pre- 
vented from receiving dental treatment during training period. 

Mr. Purtuirs. Why do they do that? 

Mr. Fosrer. I would prefer that Captain Hogan explain that. 

Mr. Hocan. Under the paragraph “Qutpatient care” in Public Law 
149 of the 83d Congress, there is a provision following the appropria- 
tion of $92,677,900: 

Provided, That no part of this appropriation shall be available for outpatient 
dental services and treatment, or related dental appliances with respect to a 
service-connected dental disability which is not compensable in degree unless 
such condition or disability is shown to have been in existence at time of dis- 
or aj hay: application for treatment is made within one year after enactment of 
this act. 

The Veterans’ Administration issued an internal bulletin later on, 
and they had this $23 million with a backlog of some 300,000 cases 
that had been rated and determined service connected and who had re- 
ceived letter to the effect they would be entitled to treatment. 

Mr. Puitties. If there was enough money. 

Mr. Hoean. If there was enough money. They were confined under 
this provision to men who had a dental disability determined within 
1 year following discharge. That eliminated the men who were en- 
titled by law to outpatient dental treatment while they were in train- 
ing under Public Law 16. 

r. Putiutrs. I do not get the connection yet. 

Mr. Hogan. When a man is in training under Public Law 16 he is 
entitled to outpatient treatment for any dieabilit'y which might inter- 
fere with that training. 

Mr. Puuutes.- Here is a man in training and here is a man out of 
the Army and not in training. Why are they not the same so far as 
their teeth are concerned ¢ 

Mr. Hogan. He is in training. 

Mr. Putttirs. The only way he can get dental care would be to 
show that the lack of it interferes with his training ? 

Mr. Hogan. Yes. 

Mr. Prius. And you want that changed ? 

Mr. Hogan. We want it modified. 

Mr. Puiuis. How many people would that affect ? 

Mr. Hogan. I have not been able to get the Veterans’ Administra- 
tion to estimate it. 

Under Public Law 791 of the 81st Congress, which passed over the 
veto of the President, the Congress granted outpatient treatment to all 
Spanish War veterans including veterans of the Boxer Rebellion and 
Philippine Insurrection. . 

Mr. Putiies. We have no records on those cases. We would have 
to give them the presumption. 

Mr. Hogan. The Veterans’ Administration said with this proviso 
they were unable to give outpatient treatment to these veterans use 
the condition had been in existence more than 1 year. 
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Mr. Puuutes. That is a pretty close interpretation of the law. 
These Spanish War veterans, about all they would be needing would 
be replacing dentures, but we have said over and over again that hav- 
ing no records on them and there being only a handful of them left, 
they get almost everything they want, do they not? 

Mr. Foster. Except for this. 

Mr. Hogan. This says: 

Provided, That this limitation shall not apply to adjunct outpatient dental serv- 
ices or appliances for any dental condition associated with and held to be 
aggravating disability from some other service incurred or service aggravated 
injury or disease. 

If this is restated in the new law we would only ask that another 
proviso be added that this should not preclude the authorization of out- 
patient dental treatment to the beneficiaries pursuing a course of voca- 
tional training under Public Law 16 of the 78th Congress or Public 
Law 894 of the 81st Congress relating to Korean veterans, or Spanish 
War veterans. 

Mr. Puiurs. I think we would go along with you on the Spanish 
War veterans. You should be asking the other committee for that. 

Mr. Foster. The entitlement has already been established by law 
and it is Public Law 149 which the Veterans’ Administration feels 
prohibits them from giving it. 

Mr. Puuutes. I do not think we will argue over entitlement to 
Spanish War veterans. They are well up in years and they did not 
get much when they came out. Some of them did not even get their 
way paid home. 

Mr. Jonas. Why did not these boys who are in training under 
Public 16 apply when everybody else applied? Why should the fact 
that they are in training give them a longer period ? 

Mr. Pures. That is what I say I do not understand. I still 
do not think the committee would go along with you on that. 

Mr. Hocan. The man in training—and Mr. Cash will bear me 
out on this, because he is one of my top national service officers—the 
man in training is given outpatient treatment for any condition which 
might interfere with his training during the period of his training, 
whether service-connected or not. 

Mr. Jonas. If he needs dental treatment? 

Mr. Hoean. If he needs dental treatment, the VA says we have no 
money to take care of that; we are not allowed under the law to take 
care of that. 

Mr. Foster. He used to get it, but he does not get it now. 

Mr. Puttures. If he has been discharged, he has a year and can get 
his teeth fixed. At the end of a year, the new policy is, we will say, 
that he ison hisown. But you say if he is still in training for a year 
and something happens to his teeth, he ought to get care from the 
Veterans’ Administration ? 

Mr. Hoean. That is in the law. That has been the law for a long 
time. It is just the same as if the man was in training. 

Mr. Pumures. And if he had appendicitis? 

Mr. Hogan. And if he had appendicitis or had pneumonia or some- 
thing else, he goes into the hospital the same as if it was service- 
connected. 
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Mr. Casu. The Veterans’ Administration has an obligation to the 
man under rehabilitation. Part of that rehabilitation includes medi- 
cal and dental care during the period of his training. 

Mr. Jonas. But why should we give him another year beyond that’ 

Mr. Hocan. We do not. 

Mr. Casu. The Veterans’ Administration is under the obligation 
to the disabled veteran to rehabilitate him, and they feel they ought 
to give him sufficient medical and dental care so as not to interrupt 
or interefere with his training, and they will extend him such care as 
is needed to keep him in training. 

Mr. Puuuirs. But he is not really being given a rehab course in 
basic training; he is not being given vocational or basic training; he 
has a choice of taking up any kind of educational course he wants 
in the belief that the best thing we can do is to put it inside his skull 
rather than give him a check. 

Mr. Casu. That is right. 

Mr. Putures. You want to extend this to the man who is studying 
farming, shoemaking, or something like that, that he can get his teeth 
fixed all during that time? 

Mr. Casu. Yes; and any benefit under Public Law 16, which is 
the law enacted to rehabilitate disabled veterans. You have to dis- 
tinguish that law from the GI bill. 

Mr. Pumuirs. Yes; we should make that distinction. He is talking 
only about the actually disabled veteran, not the boy who comes up anc 
decides to study farming. 

Mr. Casu. You have to distinguish between the two. 

Pom Puuxies. That is right, and I was not distinguishing between 
em. 

Mr. Hogan. The man is not only disabled but is drawing compensa- 
tion. 

Mr. Casu. He must be in need of rehabilitation. 

, Mr. Foster. The maximum period of training under that law is 
ears. 
r. Putiuies. That is right. 

Mr. Jonas. He must have this entitlement in order to do what? 

Mr. Casu. To be placed in training under Public Law 16. 

Mr. Jonas. While in training and during the year following dis- 
charge he would have to apply for dental treatment and that ends it ’ 

Mr. Casu. No; not if he is entitled to it. 

Mr. Jonas. He is not entitled any more than anybody else who is 
discharged. 

Mr. Casu. But suppose that training lasts for a period of 4 years. 

Mr. Jonas. It may be 4 years before we can clean up the backlog. 
Take the case of the man who is not disabled. If he fails to apply 
in 1 year, does he still qualify for treatment? 

Mr. Puiurrs. What they want to do is to extend that to the man 
where a cavity comes in his tooth after the year but he is still in 
training. 

I do not know whether we would go along with you on that or not. 

Mr. Jonas. I do not see how you can justify that. 

Mr. Puiutrs. Teeth are a little different from a physical condition 
that might occur. 
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Mr. Casu. The provision in the basic law provides that the Veterans’ 
Administration will furnish to the veteran adequate medical and 
dental care so as not to interrupt or interfere with his training. Now, 
if a man who had a dental condition which required him to be out of 
training for a month or 2 months, conceivably the Veterans’ Adminis- 
tration is required by law to furnish that to him as part of their obli- 
gation to rehabilitate him. 

Mr. Puturs. There is one thing I would like to say. I do not 
think it would cut it down very much. The original entitlement act 
gives them broad benefits of all kinds, especially dental, and the intent 
was to try to do something about the accumulating backlog of a quar- 
ter of a million or so dental cases that we just did not know what to do 
with. We will certainly consider it. 

Mr. Hoean. The Veterans’ Administration thought they would be 
able, by a liberal interpretation of the law, to take care of most of 
those cases under the heading of adjunct treatment. 

Mr. Puiuirs. Yes. 

Mr. Hoean. Because in each instance that man has service con- 
nection, and they, by a liberal wording, could hold that the man’s 
teeth residuals was aggravating his service-connected disability, so 
that they could give him out-patient treatment. 

Mr. Purups. Would you have any idea how many cases you are 
talking about? 

Mr. Hogan. I have not the slightest idea and have not made a real 
effort to find out. 

Mr. Putts. It probably is not a great many. 

Mr. Foster. It would not be a large number. 

Mr. Casn. The thing to be remembered is that this restricted pro- 
gram has only been in effect for about 6 months. 

Mr. Hoean. That is true. 

Mr. Pritts. What else do you have? 

Mr. Fosrer. Just one other point. That is in connection with the 
proviso which provides a gratuity payment of $160 on a GI guar- 
anteed loan. 

At our last convention at Kansas City, the convention adopted a 
resolution asking that that proviso be repealed. I would like to sub- 
mit a copy of the resolution for the record. 

(The resolution is as follows :) 


REsorvtTion No. 376—HovusIne 


Whereas under the proviso of Public Law 149, 88d Congress, which eliminates 
the gratuity payments of $160 on GI guaranteed loans: Now therefore be it 

Resolved, That the Disabled American Veterans, this 27th day of August 1953, 
in Kansas City, Mo., urges the Congress to repeal the proviso of Public Law 149, 
88d Congress, which eliminates the gratuity payments on GI guaranteed loans. 

Mr. Pxaiutes. Why don’t you like that? The veteran was not 
getting much benefit out of that. Would you rather put the money 
in the hospitals? 

Mr. Foster. The convention adopted it and, of course, we are the 
official spokesmen for the delegates to that convention. I think they 
felt there was a certain amount of discrimination between the man 
who got a loan prior to the enactment of Public Law 149 and the 
man who would not get $160 because of the provision in Public Law 
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149. I think that was the basic thought behind that, and we, as 
national officers, are mandated, when the opportunity presents itself, 
to submit these to you. 

Mr. Purus. Would you prefer that we give you the $160 and 
take the Government guaranty off the loan ¢ 

Mr. Fosrer. No, sir. We would not want to see that guaranty 
disturbed. 

Mr. Putters. That is of real benefit. 

(Discussion off the record.) 

Mr. Puitirrs. We thank you very much. It is nice to see you. 

Mr. Foster. We appreciate your 

(The following statement was authorized to be inserted in the record 
at this point :) 


STATEMENT ON OUTPATIENT DENTAL TREATMENT AFFORDED WorLD Wark II AND 
KoreAN TRAINEES UNDER PuBLic LAW 16 AND Law 894 AND SPANISH- 
AMERICAN WaArR VETERANS UNbDER Pusric Law 791 AND INTERRUPTED BY PUBLIC 
Law 149, 83p CoNnGrREss 


In considering the recommendations of the DAV made in our letter of 
February 11, 1954, addressed to the Honorable John Phillips, chairman, Inde- 
pendent Offices Subcommittee of the Appropriations Committee, House of Repre- 
sentatives, with reference to a modification of any proposed legislation appro- 
priating funds for outpatient care in order that the VA be again permitted to 
extend outpatient dental treatment to World War II and Korean war veterans 
undergoing vocational training under the provisions of Public Law 16, 78th 
Congress, as amended, or Public Law 894, 8lst Congress, as amended, as well 
as Spanish-American War veterans, we ask that the following historical brief 
or sketch of this benefit be considered. 

Public Law 16 was enacted March 24, 1943, to provide for vocational reha- 
bilitation to overcome the handicap of a service-incurred disability where 
the disabled veteran is in need of vocational training in order to fit him for 
employment consistent with the degree of his disablement. Public Law 894, 
81st Congress, merely extends like benefits to the disabled veteran of the Korean 
conflict. 

The basic law closely followed earlier legislation passed during World War I 
(Public Law 178, 65th Cong.), and in each instance provided medical and 
hospital care to the disabled veteran while undergoing vocational training. 

Following the passage of Public Law 16, 78th Congress, careful study was 
apparently given as to whether or not the VA had the authority to furnish 
medical treatment as well as orthopedic and prosthetic appliances for disease 
or injury which interferes with vocational training whether the disease or 
injury is service connected. Following a Solicitor’s opinion, the Administrator 
of Veterans’ Affairs, Frank T. Hines, issued his decision No. 538, dated No- 
vember 2, 1943, which holds that there is such authority to furnish medical 
eare and treatment for diseases or injuries which interfere with the pursuit 
of vocational training without regard to whether they are service connected. 

This decision apparently forms the basis of various regulations of the Vet- 
erans’ Administration on the subject, one of which covers the very condition 
under consideration. 

VA Regulation 10258 (A) (2) provides: 

“A veteran pursuing vocational rehabilitation training under part VII, 
Veterans Regulation No. 1 (a), as amended, is entitled to dental examina- 
tion and/or treatment * * * determined necessary to prevent interruption of 
training or to hasten return to training of a veteran in training status (includ- 
ing leave status) when a cessation of instruction has become necessary because 
of the condition requiring the dental treatment. * * *” 

Not until the passage of Public Law 149, 83d Congress, was the trainees’ 
right to dental treatment questioned. However, the proviso in said law under 
the paragraph “Outpatient care” limited the use to which certain funds ear- 
marked for outpatient dental care may be put and restricts the Veterans’ Ad- 
ministration to the type of case to which these funds may be applied. 
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Presented with the question by a manager, the VA General Counsel, in an 
opinion dated September 28, 1953 (Op. G. C. No, 9-58) held “* * * that the 
first proviso in Public Law 149, 88d Congress, supra, precludes during the present 
fiscal year the furnishing of dental outpatient care to trainees under Public Law 
16, 78th Congress, or Public Law 894, 8ist Congress, except upon the premises 
therein prescribed.” 

This followed an earlier decision by the then Solicitor, dated August 6, 1953 
(Op. Sol. No. 189-53) in which it was held, “Veterans of the Spanish-American 
War are not by virtue of the presumption of service connection granted by Pub- 
lic Law 791, 81st Congress, entitled to outpatient treatment for noncompensable 
dental conditions under the fiscal year 1954 Appropriation Act. * * * 

Even before these opinions were rendered it was clear that remedial legisla- 
tion was necessary to correct this unintended denial of the right of these two 
classes of veterans to dental treatment. H. R. 6412 was drawn up and passed 
the House, July 30, 1953. Apparently time did not permit its study and con- 
sideration by the Senate and H., R. 6412 awaits enactment. 

Croero F. Hoan, 
National Director of Claims. 


Turspay, Marcu 2, 1954. 


V. A. Domiciniary at Came Wurre, 


WITNESS 


HON. HARRIS ELLSWORTH, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF OREGON 


Mr. Putuies. We have the pleasure of having with us at this time 
Kepresentative Harris Ellsworth, of Oregon. 
ou want to talk with us about what, Mr. Ellsworth? 

Mr. Evisworrn. Mr. Chairman and members of the committe, I 
am here because I heard and gave close attention to the debate on the 
floor last year at the time your bill was under consideration. I heard 
the discussion regarding the Veterans’ Administration hospital beds. 
I am well aware of the fact this committee is desirous of having as 
many beds activated as possible with the funds that can be ap- 
propriated for that purpose and, since that time, I have been doing a 
little looking around and considering what the situation is in western 
Oregon, specifically at Medford, and referring particularly to the 
Veterans’ Administration domiciliary home at Camp White. 

Mr. Prius. Where is Camp White? 

Mr. Extsworrn. Camp White is Medford. That is midway be- 
tween Portland and San Francisco. It is located so that it may serve 
not only northern California and southern Oregon, but a good area 
there in that part of the Northwest. 

Mr. Prius. How many veterans will it take care of? 

Mr. Exzswortn. 1 might give you the history of this facility. 

Camp White was an Army hospital used during the war when 
Camp White had 40,000 men. The hospital was built with all of the 
facilities to take care of 2,500 and did have 2,500 beds; then this 
hospital, after the war, was taken over by the Navy and operated for 
awhile as a Navy hospital to take care of the casualties, I believe, from 
the Pacific. Then it was returned to surplus and was about to be 
torn down and junked when I introduced a bill in the House, which 
later became law, in about 1948, to authorize and direct the Veterans’ 
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Administration to make at least a part of this facility into a domi- 
ciliary home for veterans. 

The facility started out with a 400-bed load. It was so outstand- 
ingly successful from the standpoint of economy of operation, from 
the standpoint of the use of personnel to the patient-load that was able 
to go to it, and from the standpoint of the size of operation, that this 
number of beds was doubled and now the rated capacity is 814. But 
they are all domiciliary. 

Now the think the committee should know about is this: I feel 
this hospital and the one in Iowa, established at the same time, is the 
only domiciliary facility that the VA has that does not have in con- 
nection with it somewhere around a third of the total beds devoted to 
general medical and convalescent purposes. This is an 814-bed domi- 
ciliary home which, except for a few emergency beds, does not have 
any general medical and surgical or convalescent beds. The need has 
already been determined by the Veterans’ Administration; the Veter- 
ans’ Administration has already determined there is a need in this 
area for additional general medical beds. That need was determined 
long before the Korean war. And as a result of their determination 
es. Sr sas disclosing the need for more beds in the area, the Veterans’ 
Administration planned and were about to build a 200-bed general 
hospital about 60 miles away from Medford over at Klamath Falls. 
The land was purchased and is still owned by the Government, but the 
hospital building plans were canceled as part of the cancellation of 
hospital construction several years ago. 

As I say, the Veterans’ Administration has already certified to the 
need, yet the need has not been filled either by the construction of a 
hospital or the use of existing facilities at Camp White. 

Now this hospital at Camp White is a very tight thing. It is a site 
of a very modern building. The classification used by the VA is that. 
they are semipermanent. In other words, I have here the printed 
hearings which were held at the time the bill was considered which 
established this domiciliary facility and in these printed hearings, 
opposite page 43, is a picture of one building which is typical of all 
of them. You will notice it is brick construction, well designed and 
in all respects is a permanent structure. 

Here is an airplane view of the plant itself, only about one-third of 
which is now being used. 

Mr. Putiuties. That building you showed us in the picture looks 
rather small. 

Mr. Exttsworrn. No; there is a whole group of them as you will 
see from the airplane picture. 

The reason I bring this to you today—I did not know that your 
committee could have or should have any particular jurisdiction, or 
should take any appropriate action in the case, but I know it is a sub- 
ject that is rather close to your work and we have a domiciliary home 
there which has been functioning for several years, and as I stated 
earlier, it has a fine record of efficiency and I believe was rated No. 1 
from the standpoint of cere of all of the domiciliary services 
at one time and may still be. It has all of the facilities for general 
medical and surgical operation, including X-ray, surgery, and all of 
those things which are still there and intact, but are not being used: 

T am told by the manager there, not the present manager, but I have 
talked about this matter with people on the administrative staff 
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there—that 2 or 3 hundred additional beds could be operated there 
with no additional administrative cost. 

Mr. Puirurs. Two or three hundred additional domiciliary beds? 

Mr. Exviswortn. No. 

Mr. G. M. & S. beds. 

Mr. Exisworrn. Our feeling is we need 100 G. M. & S. and prob- 
ably 200 of what might be called convalescent beds. 

Mr. Pues. It happens this is a subject of considerable interest 
at the moment to the committee, because it has been found that many 
of the veterans who are not NP patients, who belong to the category 
known by the Veterans’ Administration as aged infirm, have been put 
in NP hospitals because it is necessary to have only a very small 
amount of medication. If VA has a series of buildings like this which 
are presently used for domiciliary patients, which could be enlarged 
to take care of this aged infirm group who require care and attention, 
like children, but a very small amount of medication, yet have to have 
a doctor there, this may be an answer. They do not need a psychia- 
trist, or any physician regularly, and, if such hospitals could be en- 
larged, we could take care of such patients and thus relieve the pres- 
sure upon the NP hospitals. 

Mr. Extswortn. That is quite true. 

Mr. Puiturres. And if that could be extended a little further, we 
might then provide for G. M. & S. hospitals with vacant beds to 
take the load off the other NP hospitals in the other sections of the 
country and at the same time make it unnecessary to build new 
hospitals. 

Mr. Extswortn. That is part of the point I was going to make. 
We have both at Fort Madison, San Francisco, ont the Veterans’ 
Hospital at Medford excellent surgery and many surgical cases requir- 
ing months for recovery which could be easily transferred down to 
Camp White, or from San Francisco up to Camp White, and relieve 
the badly crowded surgical beds in the other facilities, in addition to 
the need you have recited. 

We all know the veterans’ population is growing older every year 
and the need for precisely what I am talking about is growing by 
leaps and bounds and the reason I bring it to your committee is that 
here is part of your creation, outright creation, of 100 or more general 
surgical beds which can be made convalescent beds at no construction 
cost at all, at practically no administrative cost, and even most of the 
equipment is there on the ground already available. 

Mr. Puiurrs. Have you actually taken this up with the new Direc- 
tor, Mr. Harley Higley, of the Veterans’ Administration ? 

Mr. Extsworru. I talked with him last week and he was very 
receptive to the whole idea. He is, quite naturally and reasonably, 
going to make a study of it. I have not talked with him since my 
visit with him, but I think he agrees with every point I made. He 
was a little doubtful about the money for activating some more beds, 
but I think there is such a bargain involved here that this committee 
might look into it. 

would like to take just 2 moment to read a resolution passed by 
the Veterans Allied Council of Jackson County, which is Medford, 
in December of last year—about 3 months ago. 
Mr. Putures. That will be incorporated in the hearings. 
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Mr. Exiswortu. I want to read this part of it: 


There is a dire need in this area for a general medical and surgical hospital 
to relieve congestion now existing, as well as need for a dietetic section such as 
would be maintained in a well-equipped hospital; and 

Camp White is located within easy access.to rail, bus, and air transportation 
service and is centrally located for the vast area between Portland, Oreg., and 
San Francisco, Calif., and from Pacific coast inward for several hundred miles ; 
and 

There is at this time, available at Camp White, empty buildings which include 
an unequipped dining hall and kitchen, X-ray and physical-therapy facilities, 
as well as pharmacy; and 

With these buildings and equipment already at hand, these much-needed 
medical and surgical facilities could be installed at a cost of $750 to $1,000, as 
compared to an estimated $18,000 per bed for a new hospital. 


Then they resolve that this information should be sent to the Con- 
gress. 
(The resolution in full is as follows :) 


A RESOLUTION 


Whereas the VA domiciliary at Camp White, Oreg., was constructed for the 
United States Army in 1942 at a cost of several million dollars, to be used as a 
station hospital, and with a bed capacity of nearly 2,000; and 

Whereas the quota as of today for this domiciliary, as set by the Veterans’ 
Administration, is 814 members, appropriations being made by Congress of 
same; and 

Whereas there is a dire need in this area for a general medical and surgical 
hospital to relieve congestion now existing, as well as need for a dietetic section 
such as would be maintained in a well-equipped hospital ; and 

Whereas Camp White is located within easy access to rail, bus, and air trans- 
portation service, and is centrally located for the vast area between Portland, 
Oreg., and San Francisco, Calif., and from Pacific coast inward for several 
hundred miles; and 

Whereas there is at this time, available at Camp White, empty buildings which 
include an unequipped dinning hall and kitchen, X-ray and physical-therapy 
facilities, as well as a pharmacy ; and 

Whereas with these buildings and equipment already at hand, these much- 
needed medical and surgical facilities could be installed at a cost of $750 to 
$1,000, as compared to an estimated $1,800 per bed for a new hospital: So now, 
therefore, be it 

ResoWwed by the Veterans’ Allied Council of Jackson County, convened this 
7th day of December 1953, in Medford, Oreg., That we do recommend to our Rep- 
resentatives in the lower House of Congress from the 4 Congressional Districts 
of this State, and to our 2 United States Senators, also the entire congressional 
delegations of Washington and California, since they would also be affected by 
this improvement, that the veterans’ domiciliary at Camp White be increased 
from the present capacity limit of 814 members to a maximum of 1,000 members. 
That a 100-bed medical and surgical hospital with 200 convalescent beds be in- 
stalled at this projeet ; and be it further 

Resolved, That copies of this resolution be furnished to the press, all veterans’ 
organizations affected, and a copy mailed to each of the Congressmen of the 
three States named. 

(Signed) Patrick GraHamM, 
Secretary, Veterans’ Allied Council, Jackson County, 
1515 N. Riverside Avenue, Medford, Oreg. 


Mr. Puiurs. We thank you very much, Mr, Ellsworth, and we 
are very much interested in this subject, and on behalf of the commit- 
tee I will take it up with Mr. Higley as soon as I have an opportunity. 

Thank you very much for bringing it to our attention. It is char- 
acteristic of your interest in your district that you should bring this 
matter to us. ' 
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Tuespay, Marcu 2, 1954. 


Srre ror Garesvitie (Fxia.) Hosprran 


WITNESS 


HON. D. R. (BILLY) MATTHEWS, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF FLORIDA 


Mr. Puuties. We have the pleasure of having with us this morning 
our colleague, Representative “Billy” Matthews, of Florida, who wants 
to talk to us about the proposed hospital at Gainesville, Fla. We 
are very glad to have you. We think it is characteristic of your in- 
terest that you should appear for your people on behalf of this hos- 
pital, which has a much broader field of service than whether or not 
this is to offer local hospitalization. 

Would you like your letter to be put in the record ¢ 

Mr. Martruews. It would be fine. 

(The material referred to is as follows :) 


Fesruary 12, 1954. 
Hon. JoHN PHILLIPS, 
Chairman, Subcommittee on Independent Offices, Committee on Appropria- 
tions, House of Representatives, Washington, D. C. 


Deak JOHN: Thank you so much for our telephone conversation yesterday in 
which you gave me permission to appear before your committee to talk about 
our proposed VA hospital in Gainesville. As you suggested, I telephoned Mr. 
Homer Skarin and he said that he could not give me a definite appointment any 
time within the next few days, but possibly sometime after February 24 he 
would be able to set a date for me to appear before your committee. 

On October 30 of this past year we appeared before the Veterans’ Administra- 
tion officials trying to persuade them to ask for funds to build a neuropsychiatric 
and tubercular hospital in Gainesville, Fla. In 1948 an architectural and engi- 
neering firm completed the design of a proposed neuropsychiatric hospital in 
Gainesville, Fla., and was about to invite construction bids and award a con- 
struction contract when President Truman suspended construction of 24 VA hos- 
pital projects in a total of 63 for which the Congress had appropriated funds. 
In June 1949 the Joint Committee of the House and Senate on Veterans’ Affairs 
conducted hearings on each of the suspended hospitals, and the committee unani- 
mously included the Gainesville hospital among the 14 suspended projects on 
which immediate construction was recommended. Unfortunately, the pressure 
of other matters prevented this recommendation from coming before the House 
and Senate for action. 

Hach year since 1948 we have been concerned that the site in Gainesville, which 
has been ready for the construction of the hospital, will be declared surplus and, 
naturally, the hospital would never be built. 

Briefly my reasons for continuing this fight for our neuropsychiatric and 
tubercular hospital in Gainesville, Fla., are these: 

First: In the management survey of the Veterans’ Administration by Booze, 
Allen & Hamilton, on page 451, when discussing the nature of the medical 
program of the Veterans’ Administration, the survey states: 

“Even the most conservative estimates of the future growth indicate that 
the size of the program will be doubled in the next 25 years, and that the cost 
of the program in 1975 will probably exceed $1,250 million annually.” 

Even discounting this analysis by about 50 percent, it is my conviction that 
more neuropsychiatric hospitals will have to be built, and it is my further con- 
viction that on the basis of need and on the basis of the practical economical 
considerations of the Veterans’ Administration, the next neuropsychiatrie hos- 
pital should be built in Gainesville, Fla. 

Second: Florida’s population is rapidly increasing. It is estimated that now 
we have approximately 3,100,000 people, which is an increase of over 12 percent 
of the 1950 population. The most conservative estimates of our population 
growth indicate a population of 3,645,195 by 1960. Veterans are coming to 
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Florida like they have gone to your native State of California in a much greater 
relationship to the total population than they have in other States. 

Third: As of October 20, 1953, according to a report prepared by the State 
service officer of Florida, and substantially corroborated by Adm. Joel T. Boone 
of the Veterans’ Administration, there were 1,350 beds for our veterans in the 
three hospitals in Florida, which are general medical and surgical. In addition 
there were 116 beds for neuropsychiatric patients. This means that the ratio 
of VA beds for the veteran population in the United States as a whole was 1 
bed for every 185 patients, while in Florida it is 1 bed for every 287 veterans. 
As far as neuropsychiatric beds are concerned in the United States as a whole, 
the ratio is 1 NP bed for each 450 veterans, whereas in Florida there is only 
1 NP bed for each 3,353 veterans. It should be pointed out that, of course, our 
neuropsychiatric veterans with service-connected disabilities are taken care of 
in hospitals in Tennessee, Georgia, Alabama, Arkansas, and Mississippi. But it 
is not fair to group Florida in the geographical area with these States when one 
takes a look at the map of Florida to see the distance that veterans from Miami 
and points beyond, even as far south as Key West, would have to go outside of 
the State of Florida to reach a hospital. It is just as logical to lump portions of 
Pennsylvania, Virginia, and Indiana in the geographical area with Georgia as it 
is to put certain portions of Florida in that area. 

Fourth. Gainesville, Fla., is in approximately the geographical center of 
Florida, and would be able to serve the whole State on a geographical basis in 
a practical and economical manner. The Florida congressional delegation is 
behind the project to be located at Gainesville. 

Fifth. It is the design of the Veterans’ Administration to locate future hos- 
pitals in a medical center. Gainesville, Fla., will become a medical center upon 
the completion of the State of Florida’s health center and medical school, which 
is to be located on the campus of the University of Florida in Gainesville. Actual 
construction on this school will begin next month, and the dean of the College of 
Medicine, who has already been appointed, has announced that he expects to 
enroll the first class in 1955. It should be pointed out already that the University 
of Florida in Gainesville, which is, of course, the same city where the proposed 
VA hospital would be located, has already begun a training of psychiatrists. The 
American Psychological Association has approved the University of Florida’s 
clinical training program in psychology at the doctoral level, which makes it 1 
of the 40 institutions in the country which has this endorsement. Six new 
trainees from the University of Florida will participate in the program for 
1953-4 of internship at VA hospitals in Bay Pines, Pass-a-Grille, and Coral 
Gables, and in neuropsychiatric hospitals in Augusta, Ga., and Biloxi, Miss. 

I do not want to make this letter too long, but I did desperately want to get 
this advance information in your hands before our hearing. Please let me express 
to you again my grateful appreciation for your consideration of this problem, 
which is so important to me and my people. 

With kindest regards, I am 

Sincerely, 
D. R. (Brrty) MatrrnHews, M. C. 

P. S.—Two special points are placed here for emphasis: (1) $1,500,000 has 
already been spent on the site in Gainesville, Fla., and for the preparation of 
plans. (2) When I visited our 3 hospitals in Florida this past fall I found that 
there were 151 neuropsychiatric cases pending. These were all non-service- 
connected. The latest information I had was that in Florida at that time, which 
was in December 1953, there were 34 veterans with non-service-connected dis- 
abilities who were in county jails because of neuropsychiatric disorders. 

Mr. Puuituirs. We are sorry to have es you waiting. 

Mr. Marruews. It is all right, sir. I have this prepared so that 
it will not take, as far as I am concerned, more than 3 to 5 minutes, but 
I do have a complete statement of everything that I wanted to say. 
I will give this to the reporter as I go along. : 

On October 24, 1953, I appeared before representatives of the Vet- 
erans’ Administration and the Bureau of the Budget to give the same 
facts that I would like to give you today concerning the proposed 
neuropsychiatric hospital in Gainesville, Fla. Mr. H. V. Higley, 
Administrator of Veterans’ Affairs, and Adm. Joel T. Boone, Chief 
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Medical Director, representing the Veterans’ Administration, heard 
our testimony; and Mr. Donald R. Belcher, Assistant Director of the 
Budget, Mr. Fred A. McNamara, Assistant Division Chief (Hospital 
Programs), Mr. William Carey, Director of Labor Welfare Division, 
and Mr. Pierre Palmer, of the Labor Welfare Division, all from the 
Bureau of the Budget were present at our hearing before that Depart- 
ment. 

With me were representatives of all of our Congressmen from Flor- 
ida, including a representative of Senator Spessard L. Holland, our 
senior Senator. Senator George A. Smathers, our junior Senator 
was present in person. The following citizens of Florida made a 
special trip for the hearing: Dr. Russell S. Poor, provost of the health 
center, University of Florida; Dr. Huber Hurst, Republican State 
treasurer of Gainesville; Mr. G. Harold Alexander, chairman, Repub- 
lican State committee of Florida, Fort Myers; Mr. Milton Brownlee, 

resident, chamber of commerce, Gainesville; Mr. Melvin T. Dixon, 
State service officer of Florida, St. Petersburg; Mr. Pat Keeter, busi- 
nessman from Gainesville; Mr. Jess Davis, former Department Com- 
mander of Florida for the American Legion. 

Our purpose was to try to persuade the Veterans’ Administration to 
submit a recommendation for sufficient funds to start the neuropsy- 
chiatric hospital in Gainesville, Fla. I’m not going to repeat all of 
the statements that were made at that hearing on October 24, but I 
would like to submit as testimony the statements by myself, Mr. Melvin 
Dixon, Dr. Russell Poor, Mr. G. Harold Alexander, and Mr. Milton 
Brownlee. 

In addition I would like to include a newspaper article reprinted 


from the Florida Times Union, Jacksonville, dated September 4, 1953, 
concerning the psychological training at the University of Florida, 
and an excerpt from a letter to me from Mr. Angus Laird, director, 
Florida merit system, Tallahassee, Fla. 

At our hearing, Admiral Boone and Mr. Higley ogee? expressed 


the thought that we would some day need a neuropsychiatric hospital 
in Florida. Despite that fact I have been advised by Mr. Higley 
that the Gainesville site, along with others throughout the country, 
had been declared surplus. 

I would like to submit at this point a copy of a letter to Mr. Higley 
signed by the entire Florida congressional delegation, asking that 
the sites for Florida’s hospitals at Gainesville and Tallahassee not be 
declared surplus. 

What I am pleading today, in conclusion, is for help in holding 
the proposed site for our neuropsychiatric hospital at Gainesville 
until a thorough objective study can be made of the merits of our case. 
A sum of over $114 million has been spent by Federal and local agen- 
cies to obtain the site and the plans for this hospital. It does not 
seem to be sound economy to throw that money away when I sincerely 
ve there will soon have to be a neuropsychiatric hospital in 

orida. 

Mr. Puiures. I understand it, you have the grounds? 

Mr. Martruews. Yes, sir. About $114 million has been spent by 
the Federal Government and by the local community. 

Mr. Pures. For what? 

Mr. Martruews. For the plans of the hospital. 
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Mr. Puitirrs. You mean, in addition to the grounds? 

Mr. Marrnews. Yes, sir. The plans have already been prepared. 
They were prepared by the firm of Baylor-Horton & Associates of 
Fort Myers, Fla. 

Mr. Puituipes. Is the university located there? 

Mr. Marruews. The University of Florida is located there. 

Mr. Puitiires. They are going to build a medical school? 

Mr. Marrews. The medical school is supposed to start its first class 
next fall. Construction is beginning this month. Five million dol- 
ae has been approved. The school will enroll its first class this 

all. 

Mr. Jonas. Where did you get the land? 

Mr. Marruews. It was purchased a number of years ago. 

Mr. Jonas. By the VA? 

Mr. Marrnuews. The local community. The VA owns it. Here is 
what happened, and this is my problem. The VA has declared this 
property surplus. What I am asking this committee to do is please 
look over this testimony and help me anyway in the world you can. 

Mr. Puitires. What Mr. Matthews wants is a stop order against 
the sale of the property until this has been settled ? 

Mr. Marrurews. Yes, sir. 

Mr. Puiturrs. At one time our colleagues down in Miami were 
anxious to have a hospital there. Do they still want two hospitals? 

Mr. Marruews. Mr. Phillips, I have here a letter signed by all the 
Florida delegation asking that this site at Gainesville be reserved. 

Mr. Puitiies. We'd better file that in the record. 

(The material referred to is as follows :) 

CONGRESS OF THE UNITED STATES, 
HovuseE OF REPRESENTATIVES, 
Weshington, D. C., February 15, 1954. 
Hon. Harvey V. HIGLEY, 


Administrator of Veterans’ Affairs, 
Veterans’ Administration, Washington 25, D. C. 

Dear Mr. Hiciey: In 1952 the Veterans’ Administration announced that the 
proposed sites for veterans’ hospitals in Gainesville and Tallahassee, Fla., were 
to be declared surplus. Our congressional delegation intervened with Gen. 
Carl R. Gray and asked him to revise that declaration. General Gray agreed 
to do this. 

At our regular weekly meeting today the Florida congressional delegation 
reviewed various legislative matters vital to our State. Many of our veterans 
have talked to us about the need of more hospital facilities and the status of 
our veterans’ hospitals was discussed. Having in mind, the problems we faced 
in 1952, it was the unanimous request of the Florida congressional delegation 
that no action be taken to declare as surplus the proposed sites for veterans’ 
hospitals in Gainesville and Tallahassee, Fla. 

Sincerely, 

The Florida Congressional Delegation; Spessard L. Holland, United 
States Senator; George Smathers, United States Senator; Court- 
ney W. Campbell, Member of Congress; Charles E. Bennett, 
Member of Congress; Robert L. F. Sikes, Member of Congress ; 
Bill Lantaff, Member of Congress: A. Sydney Herlong, Jr., 
Member of Congress; Dwight L. Rogers, Member of Congress; 
James A. Haley, Member of Congress; D. R. (Billy) Matthews, 
Member of Congress. 


Mr. Marruews. Let me point out, too, that all I want is a chance 
for some group to give an objective study to this. The neuropsychia- 
tric load in Florida is a very serious load. You will be interested to 
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know that we have only 116 NP beds for the whole State of Florida. 
This is supposed to be a neuropsychiatric hospital. I recognize that 
every State is not supposed to have a hospital, but the geography of 
Florida presents peculiar problems. You will notice we are surrounded 
on three sides by water, 

Mr. Pauuirs. There is no regulation for or against every State hav- 
ing one. We have had an element in the selection of hospitals in which 
the veterans’ organizations perhaps have wanted a hospital wherever a 

atient was. We don’t operate that way. People go to the Mayo 
rothers, as I said to you the other day, because that is where the 
doctor is, or they go to Chicago or some other place because that is 
where the doctor is. I think we are going to have to emphasize that 
in building veterans’ facilities. How much would that hospital cost? 

Mr. Marruews. The original plans were for about $18 million. 

Mr. Putuuiies. It is a thousand-bed hospital ? 

Mr. Marrnews. Yes. I introduced a bill last year to build a 1,050 
NP and tubercular bed hospital, but the tubercular part is not im- 
portant in relation to the NP beds. 

I think we ought to have this point stressed, that this medical school 
at Gainesville is going to make that a medical center. I am on the 
Veterans’ Committee and I would not plead with this committee to 
help me if I did not know we were going to have a medical center 
there, because I don’t believe new hospitals ought to be built where 
there are not medical centers. I have testimony here which I will give 
to the clerk 

Mr. Puituirs. Do you want to put it in the record ? 

Mr. Matruews. Yes. I will give it in order, if I may. It cites the 
numbers of doctors that our employment service has had inquiries 
from, like your own great State of California. Our doctors would not 
be such a problem as they are in other States. We have here also the 
psychological training that is done in the University of Florida, which 
will help us with this NP hospital. Mind you, the site is in the same 
city as where the medical center is. 

Mr. Puriiips. Do you have a veteran population figure for Florida? 

Mr. Marrnews. Yes. It is in this information. 

Mr. Puriiirs. May I ask how you were able to get it? 

Mr. Martrnews. We got it actually from the statistics of the State 
service officer. I think he consulted with the veterans’ organizations 
throughout Florida. We cannot vouch 100 percent for the accuracy, 
but we believe there are 388,000 at the present time. 

Mr. Puittes. I would hazard a guess that it is at least that many. 
If your figure is wrong, it errs on the side of being too low. 

Mr. Matrnews. Of course, our population is increasing tremen- 
dously. In this testimony we point out that this is a problem that 
is not shared with too many of our sister States. There are some 

owing as rapidly as we are, but there are not many that have that 
increase in the population. Especially in the wintertime they come 
to Florida. We have 5 million people visiting there. 

Mr. Yares. I don’t think it is that many this year. 

Mr, Priitrs. How far are you from the northern State line of 
Florida 

Mr. Matrnews. I would say about 125 miles, Mr. Chairman. Our 
NP patients at the present time go to the sister States of Tennessee, 
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Georgia, Alabama, Arkansas, and Mississippi, but it is no more logical 
to put us in their qrourephice! area than to go to the great State of 
Ohio, when you look at the distance. I wish I had a whole map of the 
United States to show you. 

We feel on an objective basis that we can sell any group on the need 
of this NP heopital in Gainesville. You gentlemen will be interested 
to know that I made a tour of all our VA hospitals this last fall. At 
St. Petersburg they told me there were 150—they are non-service- 
connected NP cases—cases of NP veterans that could not get admis- 
sion in any hospital in the United States. 

Mr. Purmuirs. That situation is true all over the United States. 
The only area in which there is any waiting list which logically should 
expect to be admitted is in the NP area. There is a serious problem 
there which makes it important and very appropriate that you should 
bring us this problem now. We thank you. 

Mr. Jonas. Why did they declare it surplus? 

Mr. Marruews. I went to Mr. Higley time after time. He has 
said on two occasions, “Some day you are going to need an NP hos- 
pital in Florida.” 

I said, “Sir, doesn’t it seem to be rather shortsighted to declare this 
site surplus when $1.5 million has already been spent, and all we are 
asking 1s please don’t take this site away but hold it so that at some 
amulets future time when we are talking about construction we will 
have this $1.5 million saving.” He said that he felt that he had been 
ordered by Congress to report these sites from which there was no 
foreseeable need. 

I said, “Sir, you mean no immediate need, because I think I can 
prove a foreseeable need for this site here.” 

Mr. Jonas. They just declared a site surplus at Charlotte. The 
Army took part of it and the rest will be sold. They don’t expect to 
build any hospitals in the immediate future, so why keep all the 
money tied up in land? 

Mr. Marruews. There were 14 of these sites declared surplus but 
1 am not trying to detract any from the need of my other colleagues’ 
sites, but I believe speaking for the Gainesville, Fla., site we can prove 
that it does deserve this chance to stay there and be considered. 

Mr. Jonas. How many VA hospitals are there in Florida? 

Mr. Matruews. Three. There are only 1,350 beds in all of Florida. 

Mr. Jonas. Where are they located? 

Mr. Marruews. That means a ratio of 287 veterans for 1 bed. 

Mr. Jonas. Where are they located? 

Mr. Marruews. In Florida at the present time you have one in 
Lake City. Incidentally, they spent some money to improve it. 

Mr. Jonas. That is how far from your location? 

Mr. Marruews. About 50 milesaway. You have one down here for 
the populous west coast at Bay Pines. You have one down here on 
the populous east coast—— 

r. Jonas. They are pretty well distributed ?: 

Mr. Matruews. Yes. 

Mr. Puitiips. That is G. M. and 

Mr. Matruews. Yes. They have an NP ward both here at Coral 
Gables and Bay Pines. 
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Mr. Jonas. Wouldn't you agree that they could increase the facili- 
ties at one or more of those hospitals and save a large amount of 
administrative and operating costs, as well as construction costs, that 
way rather than to build another completely new hospital in Florida? 

Mr. Matruews. No, sir; because I believe in Florida, as it is going 
to be in your district sometime, you will have to add to these hospitals 
that you have—— 

Mr. Jonas. That is not what I am saying but isn’t it the attitude of 
the VA, that they would rather expand Lake City and St. Petersburg 
than build an entirely new hospital? 

Mr. Yates. He looks for a bigger expansion than you do. 

Mr. Marruews. From my experience on the Veterans’ Affairs Com- 
mittee I feel that the Veterans’ Administration would regard the 
empty hospital as a type of thing that, if you can, you ought to make a 
construction for that purpose only. I may be wrong, sir. 

Mr. Jonas. I think they ought to be separate, but I can’t see why 
there would be any argument against building a wing or a separate 
structure on the land at Miami where the hospital is now. 

Mr. Yates. Treatment may require it. I think the tendency is to 
construct new hospitals. 

Mr. Pures. I don’t know if there has been any reason for it 
other than custom and the fact that you have a different staff. Of 
course, the empty hospital has to be constructed differently for the 
security of its patients. But I don’t believe there is any policy that 
says that you shouldn’t have wards for G. M. and S. and NP. 

Mr. Marruews. I think it should be pointed out that at Coral 
Gables the hospital is in an old hotel. It is in good condition, but they 
would have difficulty there, and at Bay Pines the domiciliary aspect 
needs attention. 

Mr. Pures. We think it is a timely subject. This subcommittee 
will want to discuss the situation at greater length. 

Mr. Marruews. Mr. Chairman, I would be very grateful if there is 
anything in the world you can do to just help me to keep this site. I 
am asking you for less than anybody who has appeared before you 
today. I am asking for a chance sometime for an objective study to 
be made on this thing. 

Mr. Pures. Without objection, the documents you have handed 
the reporter will be made a part of the record. 

(The material referred to is as follows:) 


SraTeMENT oF D. R. (Brtty) Marrnews, MeMBer or Concress, Con- 
GRESSIONAL DISTRICT OF FLORIDA, BEFORE THE BUREAU OF THE BUDGET, AND 
VETERANS’ ADMINISTRATION IN BEHALF OF A NEUROPSYCHIATRIC HOSPITAL IN 
GAINESVILLE, FLA. 


During the Ist session of the 83d Congress, I introduced in the House of Repre- 
sentatives, H. R. 6540, a bill to provide for a Veterans’ Administration neuro- 
psychiatric and tubercular hospital of 1,150 beds at Gainesville, Fla. I realize 
that to get a veterans’ hospital in Florida, that first of all it would be necessary 
to get the approval of the Veterans’ Administration and the Bureau of the Budget. 
I am grateful today to have the opportunity to present many distinguished fellow 
Floridians before the Veterans’ Administration and the Bureau of the Budget to 
give objective testimony concerning our hospital. 

In 1948, the architectural and engineering firm of Bail, Horton & Associates 
of Fort Myers, Fla., completed the design of a VA neuropsychiatric hospital in 
Gainesville, Fla., under the direction of the VA Neuropsychiatric Design Section, 
and the Jacksonville District Office, Corps of Engineers, United States Army, was 
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about to invite construction bids and award a construction contract when Presi- 
dent Truman suspended construction of 21 VA hospital projects in a total of 638 
for which the Congress had appropriated funds for urgently needed expansion of 
VA hospital facilities. 

In June 1949, the joint committee of the House and Senate on Veterans’ Affairs, 
conducted hearings on each of the suspended hospitals, and the committee unani- 
mously included the Gainesville Hospital among 14 of the suspended projects on 
which immediate construction was recommended. Unfortunately, the pressure of 
other matters prevented this recommendation from coming before the House and 
Senate for action. Several attempts were made to persuade President Truman 
to rescind the suspension of this particular project, but to no avail. 

This project is, therefore, one which has been considered by the Veterans’ 
Administration for several years. In the management survey of the Veterans’ 
Administration by Booze, Allen & Hamilton, on page 451, when discussing the 
nature of the medical program of the Veterans’ Administration, the survey 
states: 

“Even the most conservative estimates of the future growth indicate that the 
size of the program will be doubled in the next 25 years, and that the cost of the 
program in 1975 will probably exceed $1,250 million annually.” 

It is my conviction that more neuropsychiatric hospitals will have to be built, 
and it is my further conviction that on the basis of need, that the first of the 
neuropsychiatric hospitals that will be built in the future should be located in 
Gainesville, Fla. The purpose of our appearing before you gentlemen is to try 
to persuade you that you recommend in your 1955 budget, the building of this hos- 
pital at Gainesville, Fla., and that you ask for the necessary money to make the 
original project a reality. 


STATE OF FLORIDA, 
DEPARTMENT OF VETERANS’ AFFAIRS, 
STATE SERVICE OFFICE, 
St. Petersburg, Fla., October 20, 1958. 
Subject : Need for additional VA hospital beds in the State of Florida. 
Hon. Harvey V. HIGLey, 
Administrator of Veterans’ Affairs, 
Veterans’ Administration, Washington, D. C. 

Dear Mr. Hiciey: Outlined below is a present up-to-date picture here in the 
State of Florida of the entire Veterans’ Administration hospital program in 
our State: 

SuMMARY OF THE VA Hosprrat ProGRAM IN FLoRIDA 


1. Present facilities in operation 

(a) Veterans’ Administration hospital, Lake City, Fla. (General medical and 
surgical hospital) : 

Total bed operation, 878. No neuropsychiatric ward. One hundred and twen- 
ty-five beds reserved for Negroes. As of October 1, 1953, there were 34 veterans 
on the waiting list (all being non-service-connected cases). 

There was no service-connected cases awaiting admittance to the hospital, and 
there were pending 46 applications awaiting eligibility status, making a total 
See list at the Veterans’ Administration hospital in Lake City as of October 

, 1953, 80. 

(b) Veterans’ Administration hospital, Bay Pines, Fla. (general medical and 
surgical hospital) : 

Total bed operation 522, including a 95-bed ward for chronic cases. 


Waiting list (non-service-connected cases) 192 


Waiting list (service-connected cases) None 
Eligibility cases 73 

Total number of NP beds (closed ward)_-.------------- 87 
Total number of NP beds (open ward)__-----_-_-_----- 40 
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Waiting list broken down for treatment NI’ condition 


Neuropsychiatric ward on waiting list (closed section) 
Neuropsychiatric ward on waiting list (open section) 


ro number of NP cases on waiting list at VA hospital, Bay Pines, si 
Fla 


Veterans in NP ward (closed section) hospitalized for over 1 year__------. 16 
Veterans in NP ward (closed section) hospitalized at Bay Pines for over 6 
months 


In addition to the 522 hospital beds operated at Bay Pines there is operated in 
connection therewith a 729 domiciliary barracks. 
(c) Veterans’ Administration hospital, Coral Gables: 


Total operating beds 

Waiting list (non-service-connected) 

Waiting list (service connected) 

Total waiting list 

Watters list for neuropsychiatric None 


Number of NP beds (closed ward) 
Number of NP beds (open ward) 


Total number of NP veterans, VA hospital, Coral Gables 


Veterans in NP ward over 1 year 
Veterans in NP ward over 6 months 


(d) Total number of beds in the State of Florida denaiien by the Veterans’ 
Administration as follows: 


Lake City Hospital 
Bay Pines, Fla 
Joral Gables 


Total number of NP beds in the State of Florida as follows: 
Lake City- 


Total number of NP beds 


2. The undersigned made a survey as of October 1, 1953, and found in the 
following hospitals administered by the Veterans’ Administration for neuro- 
psychiatric patients in the southeastern part of the United States, Florida citi- 
zens hospitalized therein as follows: 


Veterans’ Administration hospital, Murfreesboro, Tenn 

Veterans’ Administration hospital, Augusta, 258 
Veterans’ Administration hospital, Tuskeegee, 
Veterans’ Administration hospital, Tuskaloosa, Ala 

Veterans’ Administration hospital, Little Rock, Ark 

Veterans’ Administration hospital, Biloxi, Miss 

Veterans’ Administration hospital, Gulfport, Miss 


Florida veterans hospitalized in NP hospitals outside the State of 
Florida 


3. The undersigned also made a survey of the entire State of Florida to ascer- 
tain the number of veterans being held in the various county jails throughout 
the State of Florida, with no charges pending, but awaiting commitment either 
to the Veterans’ Administration hospital or other Florida State hospitals, and 
found the total number of veterans in jail under the above-mentioned cireum- 
Stances to be 32. 


1 
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As of October 1, 1953, we find that there are 225 citizens of the State of Florida 
on the waiting list to be admitted to the Florida State Mental Institution, and 
of this total 90 were Negroes. 

An interesting notation in reference to the waiting list is made by Dr. W. D. 
Rogers, superintendent of the Florida State Hospital, Chattahoochee, Fla., in a 
letter dated October 18, 1953, in reference to the average time it takes to have 
a person admitted to the Florida State Hospital. He states, and I quote: 

“That varies considerably due to the fact that we may have vacancies for 
white women patients and keep rather current on those cases; where we may 
be badly overcrowded in the colored men’s ward and have a large number of 
colored men waiting. Then again the age has something to do with it; for 
instance, we may have a vacancy for a person who is ambulant and can walk 
to his meals but would not have a vacancy for an elderly man or someone who 
is bedridden. Recently we have been able to admit white men after their com- 
mitment as well as colored women, but our waiting list is quite long for white 
women and colored men.” 


4. Veteran population and bed ratios 


, Ratio 
Veteran 
Area population VA beds ire to 

United 20, 138, 000 108, 896 | 185 to 1. 
| 384, 400 3,701 | 105 to 1. 


1 Veteran population figures from VA statistical summary June 1953; total bed United States figure 
from testimony, Admiral Boone, Medical Director, Veterans’ Administration, Washington, D. C., before 
Subcommittee on Hospitals of the Committee on Veterans’ Affairs, House of Representatives, 83d Con- 
gress, June 8, 9, 10, 13, 14, 15, 16, 17, 20, and 21, 1953, p. 2649. 

Admiral Boone further stated in his report referred to above that in the total Veterans’ Administration 
hospital picture there were: 

General medical and surgical beds. 46, 265 
Neuropsychiatric beds (does not include neurological) 

Overall beds in Veterans’ Administration hospital as of May 31, 1953, or tota]_......__..___- 108, 896 


as compared to the Veterans’ Administration bed picture in the State of Florida: 


| | Florida 


Ratio of Florida veteran population to United States 
20,138,000 to Florida____- 388, 000 or 0. 0194 plus 


Ratio of Florida Veterans’ Administration beds to total United States 
National 108,896 to Florida_______ 1, 350 or 0. 0124 plus 


Ratio of Florida NP beds to total NP beds, United States 
National 48,410 to Florida____-____ 116 or 0. 0023 plus 


In considering the comparative study of bed ratios per veteran by States, espe- 
cially in the southeastern part of the United States, it is noted immediately that 
Florida, although with more veterans, has by far the lesser number of beds; and 
the most recent survey by the Veterans’ Administration shows that the population 
has shifted as follows; 


Before June 1958 survey After June 1593 survey 
Georgia 870, 000 370, 000_ No change 
Alabama 333,000 330, 000 8, 000 loss 
Tennessee 388, 000 384, 000 . 4,000 loss 


Florida 347,000 388, 000 41, 000 gain 


3031 


These are year round figures and, of course, does not include the number of 
veterans who come to Florida during the winter months which the most conserva- 
tive estimate would be over 50,000. Adding the additional load to our Veterans’ 
Administration hospital, which already is not adequate, especially for tubercular 
and neuropsychiatric patients. 

Admiral Boone, in the committee report mentioned, has stated (p. 2649) that 
the Veterans’ Administration has recognized the NP problem nationwide and 
have 5,000 NP beds coming in. But let us look at the location of the new NP hos- 
pital being built and see what possible help that could be to the southeastern area 
of the United States and especially Florida. 


Location, new NP hospital 


Los Angeles, Calif 
Cleveland, Ohio 
Brockton, Mass 
Salisbury, N. C 
Pittsburgh, Pa 


1 Money deferred at hearing. 


I think anyone would really agree that none of the new NP hospitals, as badly 
needed as they are, could help the situation that exists in the Southeast today, 
and especially the veterans in the State of Florida who have no NP hospital, 
and only 116 NP beds for their use. 

5. Geographical location of the State of Florida 

While it is recognized, and with this we agree, that veterans and Veterans’ 
Administration hospitalization program do not go by State boundaries; that the 
veterans who lives in a State that is bounded on all four sides by other States 
definitely has the advantage over the veteran who does not. This is because 
the veteran himself is surrounded on four sides by a Veterans’ Administration 
hospital of some type. However, the State of Florida, remember, is bounded 
on three sides by water and his only relief for Veterans’ Administration hos- 
pitalization in other States are to the north. 

The Veterans’ Administration hospital in Lake City, Fla., for instance, hos- 
pitalizes hundreds of veterans from the State of Georgia each year who need 
general medical and surgical service. But with the NP picture in the States 
of Georgia, Alabama, and Tennessee, who all have NP hospitals, we find our 
Florida veterans on the waiting list from 6 months to 1 year and longer. True, 
this problem does not exist in the service-connected cases, but unfortunately the 
majority of the veterans are not service-connected who need NP treatment. 

Do you know how far it is from Key West, Fla., to the closest NP hospital, 
Augusta, Ga.? Over 800 miles; yet the Veterans’ Administration doctor has 
stated for the record that one of the most important parts of the treatment of an 
NP case is the visitation of his loved ones. 

Do not let the geographical location of the State of Florida be the cause of 
our veterans not receiving the treatment they need. 


6. Comparative study of NP facilities between Florida, the United States, and 
other neighboring States shows the following 


Veteran 
population bed Ratio! 


Area 


1 Men per NP bed. 


Beda 
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With the above statistics and information, I believe it will be quite clear to 
anyone really interested in the care of the Florida veterans that a neuropsychia- 
tric hosiptal is needed very much here in our State. 

Hoping the above is satisfactory, [ remain 

Sincerely yours, 
MELVIN Dixon, 
State Service Officer. 


Frioripa’s State Hearta CENTER IN RELATION TO THE HEALTH NEEDS OF ITS 
VETERANS OF THE ARMED Forces, PREPARED BY RUSSELL 8S. Poor, PROVOST or 
THE HEALTH CENTER, UNIVERSITY OF FLORIDA, OCTOBER 24, 1953 


Planning for a State health center for Florida has been based on a careful 
analysis of the needs of Florida’s citizens, including its 388,000 veterans of the 
Armed Forces. The health center is being planned as a well integrated unit of 
Florida’s State university and land-grant college at Gainesville. The plethora 
of medically related services in the university motivated the State legislature in 
1953 to provide funds for such a plan. 

It is expected that ground will be broken for the first unit of the building— 
the basic medical sciences—in the spring of 1954. Sixteen to twenty-four months 
will be required to complete this unit. The outpatient clinics and teaching hos- 
pital should be available in 1957 or early 1958, if present planning prevails. 

The need for medical and related education in Florida and the analysis of this 
need which resulted in locating the health center at Gainesville, the site of the 
Unitersity of Florida, are given below. These data are also relevant when the 
health needs of Florida’s veterans are considered. 


FLORIDA’S POPULATION TRENDS. 


From the first census of Florida in 1830 to the latest in 1950, the record of the 
State has been one of continuous growth. This rapid growth is unique among 
the States of the South and among the States in the United States east of the 
Mississippi River. In the 30 years since 1920, the population in the United 
States has increased about 42 percent and the population of the South 41.1 per- 
cent, compared to 186.2 percent increase for Florida. In each of the 3 census 
decades since 1920 the rate of growth for Florida was more than 3 times the na- 
tional percentage increase, and during the 1940-50 period, which saw three of the 
Southern States lose population, the Florida percentage increase was nearly 4 
times that of the region as a whole. 

There is no known formula for determining the saturation point of an area 
such as Florida, in terms of the maximum number of persons it can provide 
for. Revolutionary changes in the technology of agriculture, especially that 
devoted to land use and reclamation, prohibit any effort to estimate a maxi- 
mum population living off the land. The rapid shift of Florida’s agriculture 
to a rural-urban pattern of residents precludes comparing this State to any 
other. Furthermore, the extent to which the tourists in recreational industries 
in the State could extend their supporting capacity cannot be estimated. The de- 
velopment of the State as a location for retired Americans from every part of 
the Nation is dependent upon the growth of private and public pension and re- 
tirement programs rather than upon the economic resources of the State itself. 
Florida’s potential in the chemical industries is very large but again the future 
supporting capacity of the new industrial technology cannot be predicted. Also, 
there has been a constant growing excess of births over deaths in Florida since 
1950. While exact predictions of population for a State such as Florida with 
its heavy concentration in a few large urban centers and the wide open areas 
of undeveloped and unreclaimed land indicates that the 1950 population of 2,771,- 
305, by the most conservative estimate will increase to 3,645,195 by 1960, while a 
more liberal but yet not radical method of calculation gives a population by that 
date of 4,043,424. 

The fact of rapid continued increase in population in Florida and its equally 
rapid urbanization are fundamental matters. In the first place there are mini- 
mum ratios of health and medical care resources below which the State cannot 
afford to fall. Inasmuch as these minimum ratios have been met inadequately 
in the past, expansion of the facilities in professional personnel should at least 
keep pace with the growing population. In the-second place, urbanization creates 
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new problems of health and medical care. Relatively great density of popula- 
tion which is a corollary of urban life intensifies every threat to health. There- 
fore, the two major trends of the people of the State argue the necessity for 
closer attention to their health needs. 


AGE GROUPS IN FLORIDA 


To the above consideration should be added the fact that 10.2 percent of the 
white urban population were over 65 in 1950, as compared to only 5 percent of 
the urban nonwhite. Further incrense in the absolute and relative importance of 
the older ages will occur in the State in the coming 10 years, even if no net 
migration from other States contributes to this trend. In 1950, Florida had 
237,000 people aged 65 or over, which constituted 8.6 percent of Florida’s popu- 
lation. The number of people in this age category in Florida increased 81 percent 
between 1940 and 1950. In view of the fact that the full impact of Federal and 
other systems of retirement has yet to be felt in the Nation and the State, and that 
State agencies are engaged in carefully planned programs to stimulate the migra- 
tion of retired persons to the State, it can be expected that the aging of the per- 
sons already resident here will be added to by a considerable ratio of elderly 
migrants during the years ahead. These facts give point to the importance of 
medical education and services in terms of a growing gerontological problem. 


HOSPITAL RESOURCES 


If one projects these studies into the realm of hospital care provided in Florida 
for the care of its citizens we find a ratio of 3.2 general beds for 1,000 population 
in 1952, as against the ratio 2.78 acceptable beds per 1,000 persons. Out of the 
9,668 ‘beds available in general hospitals of Florida as of April 1952, 1,299 beds 
were declared nonacceptable. The criteria of acceptability are: (1) The hospital 
must have at least 10 beds; (2) facilities must be fire resistant and not of 
archai¢e construction; (3) the hospital must not be located in temporary facilities 
or housed in a structure so designed as to make operation undesirable. In order 
to meet the accepted standards of the Public Health Service in 1952 the State 
should have more than 5,000 additional beds. The larger metropolitan areas are 
more than 3,000 beds below the optimum for their own resident populations. 
Further analysis shows that the deficiencies in hospitals are greatest in west 
Florida regions. The Gainesville region, location of the proposed State Health 
Center, has the lowest ratio of 1.7 beds per 1,000 persons and, consequently, the 
heaviest overloading of existing facilities. The 233 general beds now present in 
this immediate region would have to be increased to a total of 617 in order to 
meet accepted standards. 

PHYSICIAN RATIOS 


In order to meet the projected loss in retirement totals of physicians in Florida 
an additional average of 65 new doctors per vear would be needed, but this does 
not take into account the certainty of an increase in population by 1960, Con- 
sidering the increase in population by 1960 predicted by the most conservative 
method it would be necessary to obtain a total of 1,494 new doctors not now in 
practice in this State in order to maintain the existing ratio of 1 to 1,100 people 
and a total of 1,782 to reach the recommended ratio of 1 to 1,000. Thus, the 
State would need to obtain an average of 140 new doctors per year to keep the 
existing ratio or 173 to meet the arbitrary standard. 

Doctors alone cannot meet Florida’s health needs. A diversified service as 
characterized by a health “team” is required. Certainly, a statewide training 
program as visualized for the State at the University of Florida is the only hope 
of meeting this need. As has been stated, “One can summarize the general trend 
(of medicine) by saying that the emphasis is changing from the concept of 
disease to the idea of health.” Disease prevention and health promotion require 
the coordinated efforts of many well-trained individuals—a health team—in- 
eluding not only doctors, but also dentists, nurses, veterinarians, pharma- 
cists, public health workers, clinical laboratory technicians, radiation techni- 
cians, occupational therapists, physical therapists, medical case workers, clin- 
ical psychologists, speech pathologists, psychiatrists, nutritionists, dieticians, 
record librarians, hospital administrators, public health engineers, and many 
others. This “health team” approach has been approved by the legislature. 
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LOCATION OF FLORIDA’S STATE HEALTH CENTER 


The location of a medical school and a school of nursing was settled by an act 
of the 1949 legislature. This act was based on a careful study of the location 
question by a thoroughly competent committee of medical authorities and a 
report was submitted February 1, 1949, by the committee chairman, Vernon 
W. Lippard, M. D., then dean of the Medical School of Louisiana State Univer- 
sity and now dean of the Medical School of Yale University. 

Dean Lippard’s statement of 1949 is convincing. Certain new data are now 
available and these add strength to Lippard’s conclusions. When the Lippard 
report was written no careful analysis of the State’s population had been made. 

In 1949, the population of Florida probably did not exceed 2,650,000, while in 
1952 it is estimated by the Florida State Board of Health to be 3,006,900. Gaines- 
ville, in 1949 was a town of 15,081 people while today including environs it is 
approximately 40,000. Today 66 percent of the State’s rural population is within 
3 hours driving distance (150 miles) from Gainesville, as is also 55 percent of the 
total population of the State. Much of the area within this radius is not heavily 
industrialized. The availability of clinical material now has greatly increased 
over that of 1949, when the Lippard committee considered it more than adequate 
for a 750 bed hospital. A 500-bed teaching hospital is being planned since this 
will be adequate for 50 graduating students. 


STAFFING PLANS FOR THE UNIVERSITY OF FLORIDA HEALTH CENTER 


It is planned that the college of medicine will have a full-time faculty. When 
the hospital is opened there may be a few geographic full-time faculty members 
and a few part time faculty members, but their numbers will probably never be 
great. The prime functions of this operation at the Utiiversity of Florida will 
be education and research, with service regulated to meet the needs for training. 
and education. Patients will be received in the hospital only on a referral 
basis. Indigent patients will come from all parts of the State on a county 
quota basis. 

Since services in the university hospital will be limited and will complement 
and be geared to the teaching program designed to produce general practitioners, 
it is therefore obvious that the professional staff will not be large within the 
foreseeable future. 

Initial staffing is planned for a student body of 200—4 classes. The medical 
sciences unit will house anatomy, biochemistry, microbiology, pathology, pharma- 
cology, and physiology. The clinical areas of medicine, obstetrics, pediatrics, 
preventive mediciné, psychiatry, and surgery will be represented. It is expected 
that the initial stake of staffing will be complete by September 1957. 


COOPERATION WITH THE VETERANS’ ADMINISTRATION 


The University of Florida, as always, will continue to the limits of its resources 
and ability to meet the needs of veterans of the Armed Forces. That this ac- 
tivity will be continued and broadened with the completion of the planning re- 
lated to medicine goes without saying. 

For 3 years the University’s Florida Center of Clinical Services, which is 
oriented to the behavioral and social sciences, has rendered great service to vet- 
erans. A large number of veterans have received varying types of assistance: 
speech disorders (aphasia, stuttering, aphonia, and allied disorders) ; hearing 
problems (speech reading, speech correction, fitting of hearing aids) ; emotional 
problems, reading deficiencies, marital problems, corrective exercises, and voca- 
tional guidance. 

The Veterans’ Guidance Center is a unit of the Florida Center of Clinical Serv- 
ices and is currently advising 40 veterans each month. The University of Florida 
has recently been designated as a Veterans’ Administration clinical training pro- 
gram for the training of clinical psychologists. A neuropsychiatric hospital in 
the area of Gainesville would strengthen the services, training, and research pro- 
grams now being offered by the university and the Florida Center of Clinical 
Services in these behavioral and social sciences. 

Should a neuropsychiatric hospital for veterans be placed in Gainesville, near 
the university health center, we believe the largest unserved group of veterans 
in the United States (338,000 as of 1953) will be brought within relatively easy 
reach of the services they so sorely need. Only 116 neuropsychiatric beds for 
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veterans are now available in the State; but what is even more important to a 
university, sufficient numbers of trained leadership to meet these needs is not 
now being produced. The task of the university is to produce this leadership ; 
and, therefore, consistent with this basic objective the University of Florida will 
cooperate with the Veterans’ Administration to the fullest extent possible. 


{Newspaper article reprinted from the Florida Times-Union, Jacksonville, Fla., dated 
September 4, 1953] 


UF PsycHoLoGicaAL TRAINING APPROVED 


GAINESVILLE, September 8.—The American Psychological Association has just 
approved the University of Florida’s clinical-training program in psychology 
at the doctoral level, which makes it 1 of the 40 institutions in the country 
which has the APA’s endorsement. 

This means that Ph. D.’s in psychology from the University of Florida are now 
eligible to intern in Veterans’ Administration clinics and to spend part time in 
class in postdoctoral courses. 

Six new trainees will participate in the program for 1953-54 and will intern 
at VA hospitals in Bay Pines, Pass-A-Grille, and Coral Gables, and in neuro- 
psychiatric hospitals in Augusta, Ga., and Biloxi, Miss. 

Dr. A. Cooper Price is the first trainee at the doctoral level in psychology, and 
he will be assigned to a VA hospital. The program will be directed by Dr. J. C. 
Dixon, and Dr. Elmer D. Hinckley is head of the department. 

The University of Florida will continue to train psychologists at the master’s 
level, which it has been doing for many years. These graduates have served in 
State institutions and community clinies. 


AN Excerpt From A Lerrer TO CONGRESSMAN D. R. (Bitty) MatrHews From Mr. 
Aneus Latrp, Drrecror, FrortpA Meritt SysteM, TALLAHASSEE, FLa., DATED 
JANUARY 15, 1954 


“* * * Each year we receive upwards of 100 applications from physicians in 
other States who want to come to Florida. These applications are from physi- 
cians in practically every specialized field. Our salaries for health officer 
positions are rather low, and we have not advertised for some years for someone 
to fill a vacancy for a position paying more than $9,000 per year. Applicants for 
these positions frequently state that they are making several times the amount of 
the salary paid by the State of Florida, but that they are anxious to come to this 
State to live and are willing to forego the higher income of private practice in 
order to have an opportunity to work and live in Florida. Most of the physicians 
who file applications indicate that they are willing to accept employment in any 
part of the State but prefer central and south Florida. It is possible we could 
furnish you with copies of quite a few of these applications. While this office 
would have no responsibility for staffing such a hospital, I am sure we would 
have no difficulty in recruiting a medical staff for a hospital in Gainesville or any 
other city of comparable size in the central or southern part of the State, par- 
ticularly at the salaries paid by the Veterans’ Administration. Their salaries 
are somewhat higher than salaries paid by our State board of health and county 
health departments. * * *” 


STATEMENT OF Hon. G. Haroitp ALEXANDER, CHAIRMAN, REPUBLICAN STATE Com- 
MITTEE OF FLORIDA, BEFORE THE BUREAU OF THE Buperr (AND VA) IN BreHALF 
OF A NEUROPSYCHIATRIC HOSPITAL IN GAINESVILLE, FLA. 


Gentlemen, I want to endorse the Veterans’ Administration neuropsychiatric 
hospital in Gainesville, Fla., as designed in 1948 by the architectural and engi- 
neering firm of Bail, Horton & Associates. This firm has been paid in full for 
the preparation of final plans and specifications in the amount of $678,142.76. 
The Corps of Engineers, which administered and reviewed all engineering phases 
of the design through its Jacksonville District Office, the South Atlantic Division, 
Atlanta, the Office of the Chief of Engineers, Washington, D. C., was allocated 
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approximately $440,000 for that service. When you add other Federal funds 
which have already been spent, it is reasonable to estimate that approximately 
$1,200,000 has already been spent from Federal funds on this particular project. 
When we consider the building of a new neuropsychiatric hospital, I believe 
this fact is highly favorable for the Gainesville, Fla., location.’ 

Upon completion of the design for the hospital in 1948, the estimated cost of 
construction amounted to $14,561,591. The present cost would be approximately 
$18 million. 

Florida needs this neuropsychiatric hospital. Our veteran population is 
388,000. We have only 116 VA NP beds for a ratio of 3,353 veterans for 1 NP 
bed. It is interesting to note that in the United States as a whole, there are 450 
veterans for each NP bed, while several of our sister States in the Southeast have 
a ratio which is 15 to 20 times more favorable than ours. 

The State Legislature of Florida just this past year appropriated $5 million 
for design and construction of the initial units of a comprehensive State medical 
center, with the understanding that this appropriation would be augmented by 
successive legislative sessions to complete construction of a great medical center, 
preliminary plans of which were completed last year. This State medical center 
will be located just 2 miles away from the site at Guinesville, Fla., where it is 
hoped that the VA hospital will be built. This is another vital reason favoring 
the neuropsychiatric hospital at Gainesville. 

With approximately 62 percent of the area of potential volume of NP patients 
located south of Gainesville, construction of this hospital at Gainesville will 
reduce the average travel distance of disabled veterans in Florida, south Georgia, 
Alabama, and Mississippi approximately 530 miles—compared with the present 
travel distance to the more northerly NP hospital facilities. 

The design for the hospital is available, the need is apparent, the State is united 
behind it. I sincerely hope it is possible to provide the necessary appropria- 
tions to go ahead immediately with this NP hospital so desperately needed by 
the veterans of Florida. 


STATEMENT OF HON, MILTON BROWNLEE, PRESIDENT, CHAMBER OF COMMERCE OF 
GAINESVILLE, FLA., BEFORE THE VETERANS’ ADMINISTRATION (AND BUREAU OF THE 
BupDGET) IN BEHALF OF A NEUROPSYCHIATRIC HOSPITAL IN GAINESVILLE, FLA. 


Gentlemen, as president of the Chamber of Commerce of Gainesville, Fla., and 
as a past mayor of that city, I would like to pledge to the Veterans’ Administration 
our full cooperation in any phase of the construction and the operation of the 
neuropsychiatric hospital in Gainesville. 

Gainesville has grown over 100 percent in population in the past 15 years. The 
University of Florida, since 1946, has grown from approximately 4,000 students to 
nearly 11,000 in this year’s enroilment. The citizens of Gainesville have kept 
pace with this growth and have provided facilties for increased housing and 
other facilities for added academic and administrative personnel, as well as 
taking care of the housing of the overflow of students from the housing provided 
by the university. We pledge to you that the housing needs of any increased 
personnel connected with the Veterans’ Administration hospital will be taken 
care of adequately. 

We are a sound community, and I think that this will be borne out by the fact 
that only last week $1,300,000 revenue certificates were sold at an interest rate 
of 2.73 percent. I think that this should show the financial reliability of the city 
government, 

With the establishment of the medical school in Gainesville, and our hopes of 
the construction of the veterans’ hospital, we hope to make Gainesville a great 
medical center of not only Florida, but the entire Southeast. 


Mr. Prius. Thank you very much, Mr. Matthews. 


1 Incidentally, 480 acres of land has been bought and paid for by the Veterans’ Admin- 
istration near Gainesville. % 


Tuespay, Marcn 2, 1954. 
VETERANS’ Hosprrau 


WITNESS 


HON. JOEL T. BROYHILL, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF VIRGINIA 


Mr. Puiturrs. We have with us our colleague, Joel T. Broyhill, from 
the Tenth Virginia District, just across the line. I read the news- 
peper, and, I think, that his district takes in not only Virginia, but 

aryland and the District of Columbia. We are very glad to have 
you here. I think it is an indication of your broad interest in a very 
serious problem that you should now be coming to us to talk about this 
hospital situation. 

Mr. Broruiti. Thank you, Mr. Chairman. Thank you for the op- 
portunity of testifying before the committee today. I also want to 
thank you for almost giving me the right of questioning previous wit- 
nesses as 2 member of the committee. 

I am appearing here to make a very humble request of this commit- 
tee to include in its appropriations this year the reasonable sum of 
$16,400,000 for the construction of a 500-bed veterans’ hospital at the 
Soldiers’ Home site in the District of Columbia. 

I have a very extensive comprehensive report here which I will 
present to the committee and request it be included in the record. I 
won't go into all the details of it. However, in order to attempt to be 
brief and not usurp the time that the committee has allowed me, I 
would like to read a couple of pages from the report which I think 
will outline pretty much the problem. 

In substance, the District of Columbia has about 337 veterans’ 
hospital beds. I believe we will find that that is almost a higher 
number of veterans per bed than any other section of the country, much 
higher than the national average. 

I don’t wish to imply in any way that this committee hasn’t been 
reasonable and fair in its appropriations before, but I believe that 
because the District of Columbia does not have representation in 
Congress that could have a lot to do with the District of Columbia 
falling so far behind the rest of the country. I don’t think it has had 
anybody to speak for it. 

Mr. Priwuies. Can I get this straight, Mr. Broyhill? The Soldiers’ 
Home is going to give up ground for two hospitals. One is this 
veterans’ hospital that you are talking about, which asks for $1614 
million, and the other one is this combination of three local hospitals— 
T forget the official title but Mr. Charles Dewey comes in every year 
to report progress. That has in the budget this year a small amount 
of money, approximately the amount they will need for fiscal 1955. 
What isn’t entirely clear is if the Veterans’ Administration builds this 
hospital you are talking about, what do they do about Mount Alto? 
Do they still rebuild Mount Alto or do they intend to discontinue that ? 

Mr. Broyruitx. I have a letter here from Admiral Boone which 
I think will answer that question for you, which I would like to read 
into the record. I would like to point out that while the District of 
Columbia has a shortage of beds, we have to look at the District of 
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Columbia as more or less a metropolitan area taking in northern 
Virginia, my district, and part of Mr. Hyde’s and Mr. Small’s district 
of Maryland. It is a compact metropolitan area of approximately 
1,800,000 people. I think in constructing veterans’ facilities we have 
to look at the District of Columbia as a metropolitan area rather than 
just the geographical boundaries of the District of Columbia. 

As I said before, I think I can cover the subject more thoroughly 
out of this report—— 

Mr. Tuomas. Before you start, what did you say, $16,400,000? 

Mr. Yes. 

Mr. Tuomas. And 500 beds? 

Mr. Broyniwn. Yes. That is for an atomic-proof hospital, Mr. 
Thomas. 

Mr. Tuomas. Mount Alto has what? 

Mr. 337. 

Mr. THomas. That is a very cheap price, only $3,200 a room. 

Mr. Brorum.. That is for an atomic-proof hospital. 

Mr. Tuomas. It must be gold-lined. 

Mr. Broynitx. It does not include the cost of the ground. Those 
are the figures I got from the Veterans’ Administration. 

Mr. Puturrs. It is more than that, isn’t it, Mr. Thomas? 

Mr. Tomas. You mean, there aren’t that many figures left? It 
would be $3,200 with a figure of $16,400,000. 

Mr. Broruitu. I rounded out the $400,000 myself. The figure was 
sixteen million three hundred and some thousand dollars. I rounded 
it out. 

It would seem to be generally agreed that the Washington, D. C., 
area is entitled to additional veterans’ hospital space. If need is 
measured in terms of the relation between veteran population and 
beds available (not including contract beds), the District of Columbia 
has more need for Veterans’ Administration hospital beds than most 
other parts of the United States. In January 1949 the ratio of 
veterans to beds in Washington, D. C. (409 to 1), was higher than 
that in any State but Utah, Oklahoma, Nebraska, Connecticut, Rhode 
Island, and New Hampshire. Even if all proposed new beds were 
completed and ready for use, the ratio (168 to 1) would still be 
appreciably higher than the national ratio (149 to 1) and the ratios 
for such States as New York (142 to 1), Illinois (127 to 1), and 
Massachusetts (122 to 1). 

I will skip over to page 4. 

Late in 1949 the Veterans’ Administration developed plans for 
building the hospital on a different site—on the grounds of the United 
States Soldiers’ Home in the District of Columbia. On April 4, 1950, 
the Army declared surplus 130 acres of land in the southern section 
of the Soldiers’ Home grounds. Of this land 47 acres were made 
available as the site for a proposed 1,000-bed Washington hospital 
center. This hospital center, a project of the District of Columbia 
Government, will merge Episcopal, Emergency, and Garfield Hos- 
pitals. The remaining 83 acres were assigned to the Veterans’ 
Administration—39 acres for a new office building to house all Vet- 
erans’ Administration activities in the Washington area, and the other 
44 acres for the new veterans’ hospital. 
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The Soldiers’ Home hospital site was formerly approved on April 
10, 1950, and title to the land has been acquired. In May 1950 the 
Veterans’ Administration declared the Nevius tract excess to its needs 
and transferred jurisdiction of the land to the General Services 
Administration. 

A year earlier, on January 10, 1949, when President Truman 
announced in his budget message that he was cutting down the total 
Veterans’ Administration hospital program from 53,000 beds to 37,000, 
the number of beds in the proposed new hospital in Washington had 
been reduced from 750 to 500. In November 1951 the Medical De- 
partment of the Veterans’ Administration recommended to the Bureau 
of the Budget that the hospital be restored in size to 750 beds. The 
veteran-medical load in the District area was already great and was 
increasing to such an extent, it was felt, that the additional beds 
would be needed. But since virtually none of the veterans unable 
to gain admittance to veterans’ hospitals in the area required treat- 
ment for service-connected disabilities, the Bureau of the Budget 
opposed the increase. On April 2, 1952, President Truman timely 
rejected the request for 750 beds. 

Mr. Putures. I am not clear about Mount Alto. Mount Alto is to 
be rebuilt in addition to that? It is to be used for what purpose when 
rebuilt, and how much money will be needed to rebuild Mount Alto? 

Mr. Broywiii. Let me read the letter from Admiral Boone. I have 
one more paragraph and then I will skip the rest of my presentation. 
~ At the present time the Soldiers’ Home hospital is not yet under 
construction. In June 1952, when the budget for fiscal year 1953 was 
before Congress, Senate and House conferees deleted appropriations 
which would have enabled the Veterans’ Administration to start build- 
ing the hospital. The conferees recognized an urgent need for neuro- 
psychiatric and tuberculosis hospitals, but felt that other hospital 
construction could be postponed. In 1953, an appropriation for the 
hospital was included in the Truman budget but was omitted in the 
Eisenhower budget and not restored by Congress. 

Possibility of transferring proposed new hospital to Fort Hunt site: 
A new general veterans’ hospital in the Washington area might be 
built on the Fort Hunt site in Virginia rather than on the Soldiers 
Home grounds in Washington, D.C. I think this hospital was author- 
ized in 1945. That has been 9 years and we haven’t an appropriation 
yet. 

Here is the letter from Admiral Boone. It will conclude my testi- 
mony, and I will present the rest of it for the record. This letter is 
dated December 29, 1953: 

Hon. Joe, T. BRoYHILt, 
House of Representatives, Washington, D. C. 


Dear Mr. BroyHiLe: The original construction and expansion program of the 
Veterans’ Administration authorized a 750-bed hospital in or near the Washing- 
ton area. This authorization was approved by the President on October 16, 1945, 
under Resolution No. 190 of the Federal Board of Hospitalization. 

After an inspection of approximately 75 available sites, it was determined that 
the Soldiers’ Home site located off of Michigan Avenue would be the most desir- 
able for the location of the proposed hospital. 

At the present time the Veterans’ Administration is operating the Mount Alto 
Hospital on Wisconsin Avenue. This facility was originally leased on June 
15, 1919, by the Public Health Service from the National School of Domestic 
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Arts and Sciences. By means of conversion and new construction, the Veterans’ 
Administration has established an authorized bed capacity of 335 for veterans’ 
utilization. These beds have been obtained at the expense of serious overcrowd- 
ing and very inferior physical facilities. The rather obsolete buildings were so 
designed as to make the operational aspect of this hospital most cumbersome, 
At this time, due to the age of the buildings the hospital is definitely a main- 
tenance problem with an ever-increasing operating cost. In addition, a major 
fire at this hospital could very well result in a catastrophe. 


I might inject at this point that is the only veteran’s hospital we 
have in the District of Columbia. 

Mr. Tuomas. Off the record. 

(Discussion off the record.) 

Mr. Putuirs. Are they going to tear Mount Alto down? 

Mr. Broyui.t. He doesn’t say. He says it is inadequate. 

Mr. Puiiirs. You don’t know what they are going to do with it? 

Mr. Broyum.. No. This is not to replace Mount Alto but to sup- 
plement it because we have the need for the additional 750 beds. We 
are asking for 500. 

I will continue with the letter : 


The above facts, together with the increased demand for beds in this area 
definitely indicates the need for a modern, as well as a larger capacity G. M. & 8S. 
hospital near the Washington area to provide adequate care and treatment for 
the veterans in Virginia, Maryland, and the District of Columbia. 

In the original contractual Presidential authorization on August 2, 1946, 
the then proposed 750-bed G. M. & S. hospital, excluding the regional office 
medical outpatient facilities, was approved for $11,863,800. However, between 
this first approval and the present time there have been new requirements 
brought into the picture. These requirements in the main include complete air 
conditioning, a building for the Washington Regional Office Medical Clinics, and 
a bomb-resistant building to meet the requirements of civil defense. As you 
can appreciate, these additional factors have materially changed the overall 
picture and have increased the cost over the original Presidential approval. At 
this time to construct a 750-bed hospital it is estimated that an expenditure of 
approximately $25 million will be required. The above cost figure does not 
reflect the cost of the site location which has been acquired. With respect to 
the Washington regional office you are no doubt aware that we are occupying 
space at the corner-of 19th and H Streets, NW. This is a building leased by the 
Government which at the present time General Services Administration is en- 
deavoring to vacate in accordance with the administration’s policy to reduce 
leased space. 

The site at the Soldiers’ Home is an ideal one for a hospital location. It is 
centrally located on a main-road system and transportation facilities are im- 
mediately available. It is also close to the Medical Center of Washington which 
will assure the Department of Medicine and Surgery the maximum opportunity 
for collaboration, consultation, and professional assistance from the local medi- 
cal profession. 

Very truly yours, 
J. T. Boone, 
Vice Admiral (M. C.) United States Navy, rtd., 
Chief Medical Director. 


That concludes my statement, Mr. Chairman. 

Mr. Puiurrs. Thank you very much. It is a comprehensive state- 
ment. It has given us some information we weren’t too sure about. 
Do you want all of this put in? 

Mr. Brorum. It is a complete report. 

oa Puiites. Without objection, it will be made a part of the 
record. 

(The material referred to is as follows :) 


¢Charts I, IT, and III, and exhibits A and Bare not included.) 
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VeTERANS’ HOSPITAL IN THE NORTHERN VIRGINIA AND WASHINGTON, 
D. C., AREA, WitH SPecIAL REFERENCE TO THE PRoposAL To BuiLp a NEW 
VETERANS’ ADMINISTRATION HospiITAL AT Fort Hunt, Va. 


EXISTING VETERANS’ HOSPITAL FACILITIES IN THE AREA 


Nine veterans’ hospitals are located in or around northern Virginia and 
Washington, D. C. These include 2 neuropsychiatric hospitals (the 1,830-bed 
Perry Point, Md., hospital and the 2,000-bed Roanoke, Va., hospital) ; 1 tuber- 
culosis hospital (the new 289-bed hospital in Baltimore) ; and 6 general hos- 
pitals, the size and location of which are as follows : 


Humber of 
eas 


On September 30, 1953, the average daily patient load at these 9 hospitals 
varied from 77.2 to 94.7 percent of the number of operating beds. Tables 1 and 2 
indicate the types and sizes of bed section in each hospital, the average daily 
patient load by type of bed section, and the average daily patient load as a 
percent of total operating beds. 

Of the 9 hospitals, 4 are new (at least as Veterans’ Administration facili- 
ties) since the end of World War II; 2, the Richmond and Martinsburg hos- 
pitals, were transferred to the Veterans’ Administration from the Army in 
April and. November 1946, respectively. The Clarksburg hospital in West Vir- 
ginia, and the tuberculosis hospital in Baltimore were constructed by the 
Veterans’ Administration, the first opening in March 1951 and the second in 
October 1952. 

To supplement the space in the regular Veterans’ Administration hospitals in 
the area, the Veterans’ Administration provides by contract for the treatment 
of veterans in certain non-VA hospitals. At the present time there are 50 
eontract beds at the National Naval Medical Center in Bethesda, Md., 10 at 
Walter Reed Hospital, and 350 at St. Elizabeths Hospital. The beds at St. 
Elizabeths are for neuropsychiatric cases. 

Tables 3 and 4 (and chart I) show the relationship between veteran popula- 
tion and the number of veterans’ hospital beds in the District of Columbia, 
Maryland, Virginia, West Virginia, selected other States and the United States 
as a Whole, in various years. As will be discussed later in this report they 
indicate that Virginia has a good supply of veterans’ hospital beds compared to 
other States, but that the supply in Washington, D. C., is very low. 

Table 5 gives the number of veterans eligible for treatment but not yet sched- 
uled for admission (i. e., on the waiting list) on August 31, 1955, at the nine 
hospitals in the Washington-northern Virginia area listed above. The table 
shows that waiting lists are longer in Virginia than they are in the District 
of Columbia, Maryland, and West Virginia, and that the majority of veterans 
on those lists are neuropsychiatric cases. 

The maps in charts 2 and 3 show the location of veterans’ hospitals in the 
Washington-northern Virginia area—all types, and general medical and surgical 
only, respectively. Circles drawn on the maps indicate areas within 40 and 75 
miles (approximately) of the hospitals. 


PROPOSED NEW VETERANS’ HOSPITAL ON SOLDIERS’ HOME GROUNDS 


It would seem to be generally agreed that the Washington, D. C., area is en- 
titled to additional veterans’ hospital space. If need is measured in terms of 
the relation between veteran population and beds available (not including con- 
tract beds), the District of Columbia has more need for Veterans’ Administration 
hospital beds than most other parts of the United States. In January 1949 the 
ratio of veterans to beds in Washington, D. C. (409 to 1) was higher than that 
in any State but Utah, Oklahoma, Nebraska, Connecticut, Rhode Island, and 
New Hampshire. Even if all proposed new beds were completed and ready for 
use, the ratio (168 to 1) would still be appreciably higher than the national 
ratio (149 to 1) and the ratios for such States as New York (142 to 1), Illinois 
(127 to 1). and Massachusetts (122to1). (See tables 3 and 4.) 
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On October 16, 1945, the Veterans’ Administration approved in principle a 
proposal to build a new veterans’ hospital to serve the District of Columbia and 
its surrounding area, including northern Virginia. In 1948 they purchased for 
$1,692,117 a 25.4-acre tract (the Nevius tract) in Arlington County, Virginia, 
adjacent to Arlington Cemetery, on which to build the hospital. It was orig- 
inally planned that the hospital, which was to be a general medical and surgical 
hospital, should have 750 beds. 

The Nevius tract had several shortcomings as the site for the new hospital: 
First, the cost of the property ($1,692,117) for 25.4 acres) seemed excessive 
when there was little doubt that other suitable land was available for less 
money; second, Arlington County, a large percentage of whose taxpaying prop- 
erty was already withdrawn by the Federal Government from taxation, was 
opposed to any further Federal purchase or condemnation of property in the 
county; third, a veterans hospital on the Nevius tract would overlook the 
Arlington Cemetery, and it was felt by some that this would not be pleasant 
to the patients ; fourth, since the site was in line with one of the runways of the 
National Airport, planes would continually fly directly over the hospital. 

Opponents of the site expressed their objections so strenuously that before 
the Veterans’ Administration could obtain title to the land, the House Appropria- 
tions Committee wrote into a Veterans’ Administration appropriation bill a 
prohibition against any of the funds being used to purchase the Nevius tract. 
The Veterans’ Administration tried at this time to halt its purchase of the 
Nevius tract; but condemnation proceedings had already started and the Vet- 
erans’ Administration was refused permission by the courts to withdraw its 
application for purchase, 

Late in 1949 the Veterans’ Administration developed plans for building the 
hospital on a different site, on the grounds of the United States Soldiers’ Home 
in the District of Columbia. (See exhibit A.) On April 4, 1950, the Army 
declared surplus 130 acres of land in the southern section of the Soldiers’ Home 
grounds. Of this land 47 acres were made available as the site for a proposed 
1,000-bed Washington hospital center. This hospital center, a project of the 
District of Columbia Government, will merge Episcopal, Emergency, and Gar- 
field Hospitals. The remaining 83 acres were assigned to the Veterans’ Admin- 
istration—389 acres for a new office building to house all Veterans’ Administration 
activities in the Washington area, and the other 44 acres for the new veterans’ 
hospital. (See exhibit B.) 

The Soldiers’ Home hospital site was formally approved on April 10, 1950, and 
title to the land had been acquired. In May 1950 the Veterans’ Administration 
declared the Nevius tract excess to its needs and transferred jurisdiction of the 
land to the General Services Administration. 

A year earlier, on January 10, 1949, when President Truman announced in 
his budget message that he was cutting down the total Veterans’ Administra- 
tion hospital program from 53,000 beds to 37,000, the number of beds in the pro- 
posed new hospital in Washington had been reduced from 750 to 500. In No- 
vember 1951 the Medical Department of the Veterans’ Administration recom- 
mended to the Bureau of the Budget that the hospital be restored in size to 
750 beds. The veteran medical load in the District area was already great and 
was increasing to such an extent, it was felt, that the additional beds would be 
needed. But since virtually none of the veterans unable to gain admittance to 
veterans’ hospitals in the area required treatment for service-connected dis- 
abilities, the Bureau of the Budget opposed the increase. On April 2, 1952, 
President Truman formally rejected the request for 750 beds. 

At the present time the Soldiers’ Home hospital is not yet under construction. 
In June 1952, when the budget for fiscal year 1953 was before Congress, Senate 
and House conferees deleted appropriations which would have enabled the Vet- 
erans’ Administration to start building the hospital. The conferees recognized 
an urgent need for neuropsychiatric and tuberculosis hospitals, but felt that 
other hospital construction could be postponed. In 1953 an appropriation for 
the hospital was included in the Truman budget but was omitted in the Kisen- 
hower budget and not restored by Congress. 


POSSIBILITY OF TRANSFERRING PROPOSED NEW HOSPITAL TO FORT HUNT SITE 
A new general veterans’ hospital in the Washington area might be built on 


the Fort Hunt site in Virginia rather than on the Soldiers’ Home grounds in 
Washington, D.C. Already changed once from the Nevius tract to the Soldiers’ 
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Home plot, the site of the proposed new hospital might be changed a second 
time, from the Soldiers’ Home to Fort Hunt. While the Veterans’ Administra- 
tion might be reluctant to consider a second change, construction of the hospital 
on the Soldiers’ Home site is not yet under contract, and the Veterans’ Admin- 
istration presumably could still dispose of the site if it wished to do so, The 
question would be: Is the Fort Hunt site sufficiently better than the Soldiers’ 
Home grounds as a location for the new hospital, to justify the delay and trou- 
ble that would be involved in changing the site at this time? 

Possible arguments in favor of the transfer are: 

(a) No new veterans’ hospital (as distinguished from transferred hospitals 
and additions to existing Veterans’ Administration hospitals) has been built 
in Virginia since World War II, although during that time 53 new hospitals 
have been completed in other parts of the United States, and 10 are in process 
of construction. Only one of the new hospitals, the Baltimore tuberculosis 
hospital, is within 75 miles of northern Virginia. 

(b) A veterans’ hospital at Fort Hunt, Va., is so close to Washington that 
it could serve veterans in the District of Columbia and draw on specialized medi- 
cal resources there almost as well as a hospital in the District itself. 

(c) Today Virginia has more veterans for every Veterans’ Administration 
hospital bed than it had either in 1945 or 1949. It is estimated that on July 
31, 1945, there were 65 veterans per bed. By January 5, 1949, the number 
had risen to 96, while at the end of 1952 it had reached 105. The ratio of 
veterans to beds has grown in spite of the fact that the number of hospital 
beds in the State has more than doubled, increasing from 1,887 in 1945 to 3,704 
in 1952. (See tables 3 and 4, and chart I.) 

(d) While Washington, D. C., already has one veterans’ hospital (Mount Alto), 
in northern Virginia there are large areas which have no veterans’ hospital of 
any kind within 40 miles and considerable areas which are more than 75 miles 
from such facilities. (See chart II.) Areas without a general veterans’ hospital 
within 40 or 75 miles are even larger. (See chart III.) 

(e) The cost of a hospital of equal quality and bed capacity would almost 
certainly be less at Fort Hunt than it would be in Washington, because of the 
need for atomic warfare protection in an important urban center. In July 1950 
the Veterans’ Administration announced that they were changing the plans for 
the Soldiers’ Home veterans’ hospital in order to make it an atomic-bomb-resistant 
hospital. They were doing this at the request of the National Security Resources 
Board and its Civilian Mobilization Office. It was estimated that the cost of 
the reinforced hospital would be about 20 to 30 percent higher than the cost of 
a conventional hospital, i. e., about $8 million compared to about $6 million. 

(f) As of August 31, 1953 (the most recent date for which complete figures 
are available), Virginia had a total of 317 veterans on the waiting list for treat- 
ment at the 2 general veterans’ hospitals in the State (Kecoughtan and Rich- 
mond), while there were only 25 on the waiting list at Mount Alto in Washington 
and only 38 on the waiting lists for general hospitals in Maryland. (See table 5.) 
_ Possible arguments against the transfer include: 

(@) While Virginia has not had any new veterans’ hospital since the end of 
World War II, the number of hospital beds available to veterans in northern 
Virginia has been increased by the transfer of military hospitals to the Vet- 
erans’ Administration and by additions to existing hospitals. Of 29 military 
and other hospitals in various parts of the country transferred to the Veterans’ 
Administration in this period, two (McGuire General Hospital in Richmond and 
Newton D. Baker General Hospital in Martinsburg, W. Va.) are situated where 
they may serve the northern Virginia area. Three out of 48 additions (completed 
or under contract) are in Virginia or within 75 miles of northern Virginia. Thus 
656 beds have been added to the neuropsychiatric hospital at Roanoke, Va.; 
79 beds, to the general hospital at Fort Howard, Md.: and 328 beds, to the neuro- 
psychiatric hospital at Perry Point, Md. 

(bo) A hospital at Fort Hunt would be farther away than one at the Soldiers 
Home site from other medical resources and hospital facilities in the area. The 
Veterans’ Administration has stated that the “most important accepted factor” 
in the location of veterans’ hospitals is that they should be near “recognized 
medical centers.’ They feel that this is the only way to obtain the services 
of an adequate number of highly qualified physicians, dentists, nurses, and other 
health personnel, and to “insure to veterans a quality of care and treatment 
second to none * * *” (See Exhibit C.) A veterans’ hospital at the Soldiers 
Home site would have the most ready access to other medical and hospital fa- 
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cilities in the District. It would be located next door to the proposed new 
Washington Hospital Center. 

(c) Measuring need for additional veterans’ hospital space in terms of the 
relation between veteran population and beds available, Virginia has less need 
for a new hospital than the majority of States. In January 1949, the only 
States which had fewer veterans per bed than Virginia were Alabama, Arizona, 
Arkansas, Kansas, South Dakota, Tennessee, and Wyoming. (See table 5 and 
chart I.) In December 1952 Virginia would have remained below the na- 
tional average even if all proposed expansion of Veterans’ Administration hos- 
pitals throughout the country had been completed. (See Table 4 and chart I.) 
It would probably be. possible for a veterans’ hospital in northern Virginia to 
care for the veterans from “high-ratio” Washington, D. C., but the Veterans’ Ad- 
ministration has ruled that new hospitals should be built “as near as prac- 
ticable to the residence center” of the group of veterans to be served. (See Ex- 
hibit C.) 

(d) The Veterans’ Administration has stated that despite the cost of atomic 
warfare protection, it would prefer wherever possible to build hospitals in cities 
close to medical centers. The administration feels that such hospitals are 
easier to staff and thus the difference in cost is justified. 


POSSIBILITY OF BUILDING AN ADDITIONAL HOSPITAL ON THE FORT HUNT SITE 


As an alternative to transferring the proposed 500-bed general hospital to Vir- 
ginia, it might be possible to build on the Fort Hunt site a smaller general hos- 
pital or a specialized tuberculosis or neuropsychiatric hospital to supplement 
the Soldiers Home hospital. 

The case for a tuberculosis hospital is perhaps the least strong. On August 
31, 1953, veterans’ hospitals in Washington, D. C., and Virginia had waiting lists 
of only 0 and 9, respectively, for treatment of tuberculosis and the waiting lists 
in Maryland and at the Clarksburg and Martinsburg hospitals in West Vir- 
ginia totaled less than 50. (See table 5.) It will be remembered that a new 
tuberculosis hospital was opened in Baltimore as recently as October 1952. * 

The need for a neuropsychiatric hospital in the area is clearly much greater. 
At the end of August this year, Virginia had a total of 357 veterans (140 at 
Roanoke and the remainder at Kecoughtan and Richmond) eligible for treatment 
of mental illness in a veterans’ hospital but not yet scheduled for admission. 
At the same time the Perry Point (Maryland) Neuropsychiatric Hospital had 
a waiting list of 236. Given the need for a neuropsychiatric hospital, it may be 
argued that the institution is better located outside a large city than inside a 
heavily populated area. Washington, D. C., has an unusually good supply of 
psychiatrists and other specialists who might serve full time or part time on the 
staff of a neuropsychiatric hospital at Fort Hunt. 

A small general hospital supplementing the Soldiers Home Hospital might 
well serve a useful purpose. It will be recalled that the Veterans’ Administration 
urged in 1951 that Washington’s increasing veteran population warranted a 
750-bed rather than a 500-bed hospital on the Soldiers Home site. It has been 
seen that even if all proposed new beds were completed; Washington would still 
have considerably more veterans per bed than the national average. While it 
might be possible to find a site for a supplementary general hospital closer to the 
District than Fort Hunt, the Fort Hunt location would be within a reasonably 
short distance of the city. One important stumbling block might be opposition by 
Congress and the Bureau of the Budget to further construction of general veterans’ 
hospitals. (See, e. g., pp. 5-6.) 

But it is perhaps doubtful that any proposal for a “supplementary” veterans 
hospital in northern Virginia would receive much official support as long as funds 
are withheld for constructing the main hospital on the Soldiers Home grounds. 

Also there is some feeling that no new hospitals other than those already 
planned should be constructed until the total hospital-bed situation in the Nation 
can be reexamined. Thus, in July 1953 the House Appropriations Committee 
stated: 

“* * * Until such time as a commission or committee has had an opportunity 
to make the survey (of total hospital facilities) and submit its recommendations 
as to the best use which can be made of all VA and other Federal hospitals, 
plans for further expansion (of VA hospital facilities) should be deferred: 
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TaBLe 2.— Average daily patient load rh ieee of total operating beds (Sept. 30, 
1 


4 Salty 

otal | Average daily| Patient load 

operating as percent of 
beds patient load Operat- 


g beds 
ni of Columbia: Mount Alto...........................- 335 204 87.8 
ar 

Baltimore CEB) 289 263 91.0 

iad 491 404 82.3 

1, 037. 92.7 

2, 000 1, 83 91.6 
West Virginia: : 


Source: Supplement to Monthly VA Statistical nage il latest available figures by telephone, Nov. 
17, 1953, from Mr. Dawkins, Veterans’ Administration i. 


TABLE 3.—Veterans’ Administration poe beds releated to estimated veteran 
population on July 31, 1945, and Jan. &, 1949, by selected areas 


July 31, 1945 ; Jan, 5, 1949 
Estimated | Authorized Estimated | Authorized 
veteran | standard ae veteran | standard on 
population! beds per population s pe 
Total continental United States_.- 6, 639, 000 71, 210 93 | 18, 668, 000 104, 591 178 
District of Columbia... ..-_---.- 53, 000 327 162 , 000 335 409 
90, 000 1,811 50 263, 000 2, 219 119 
SPORE et 78, 000 293 240, 000 1, 290 186 
119, 000 1, 837 65 357, 000 3, 704 96, 
699, 000 7. 96 | 2,047,000 9, 369 218 
432, 000 6, 018 72 1, 213, 000 8, 543 142 
er 237, 000 3, 207 674, 000 4, 602 146 
eres idwsecusnnesnanten 526, 000 4, 767 110 | = 1,346, 000 7, 924 170 
Source: U. 8. C House Committee on Veterans’ Affairs. Testimony of the Administrator of 


Veterans’ Affairs and rematks of the Chief Laoag | Director of the Veterans’ Administration. Hearings 
on Feb. 4, 1953. 83d Cong., Ist sess., Washington, U. S. Government Printing Office 1953. Chart No. 24, 
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Excerpts from an outline *f the manner in which sites are selected and funds 
authorized for the building of hospitals and homes for the care of former 
members of the Armed Forces. Document prepared by the veterans’ Administra- 
tion and placed in the record (pp. 257-271) of hearings held by the Senate 
Committee on Labor and Public Welfare, Subcommittee on Veterans Affairs, on 
the Veterans’ hospital program, February 6, 1948. 

“* * * After adoption of a general program designating tentative distribution 
of the authorized beds by type and general geographic location, studies are made 
by the Veterans’ Administration * * * to determine specific locations for the 
additional beds. On the basis of these studies the Veterans’ Administration sub- 
mits to * * * the President for approval recommendations for construction of 
new hospitals or additions at existing Veterans’ Administration hospitals. The 
Veterans’ Administration later submits * * * for Presidential approval the 
specific sites selected for the new hospitals. Following this action, there is in- 
cluded under a separate heading in acts making appropriations for the Veterans’ 
Administration, sufficient funds for providing the anticipated number of beds 
that should be added to existing facilities, for the building of new units, or for 
major items of alterition, renovation, and replacement * * *. 

“Tt is the announced policy of the Veterans’ Administration * * *, when select- 
ing sites for the iocation of new hospitals for use by the Veterans’ Administra- 
tion, to give consideration to the prospective number of veterans to be served in 
the particular area and to select sites as near as practicable to the residence 
center of such veteran group. The most important accepted factor, however, in 
the loeation of hospitals is that they be near recognized medical centers where 
the Veterans’ Administration may have immediately available as consultants the 
services of outstanding specialists and members of university teaching staffs. 
In such medical centers it is also possible to secure the services of highly quali- 
fied resident physicians as full-time members of Veterans’ Administration hos- 
pital staffs who are attracted to the service in order that they may simultaneouly 
be trained as specialists in their chosen fields under the tutelage of nationally 
recognized experts. Only in this manner does the Veterans’ Administration feel 
that it can apply the techniques and knowledge of modern, progressive medicine 
which will insure to veterans a quality of care and treatment second to none, and 
thus be able to attract and recruit an adequate number of highly qualified phy- 
sicians, dentists, nurses, and other personnel for the operation of its hospitals. 
This doves not mean, however, that medical centers will be selected to the exclu- 
sion of other areas. Locations other than metropolitan areas may be utilized 
for cases that are not difficult of diagnosis or do not require specialized treatment 
that can be obtained only at the larger centers. These will necessarily be 
smaller units, staffed by Veterans’ Administration doctors, assisted by local 
medical talent wherever possible. The great bulk of the highly specialized medi- 
cal work, however, will be concentrated in the medical centers just described. 

“In a report submitted to the Committe on Labor and Public Welfare under 
date of May 27, 1947, dealing with various legislative proposals concerned with 
the selection of sites and the construction of hospitals for the care of former mem- 
bers of the Armed Forces, the Veterans’ Administration stated: 

“‘In view of the well-established policy governing the selection and construe- 
tio nof hospitals and the manner of appropriating funds for this purpose, enact- 
ment of legislation covering particular localities-appears not only unnecessary 
but undesirable.’ ” 


VETERANS’ ADMINISTRATION, 
Wasuineron, D. C., 
December 29, 1958. 
Hon, Joe. T. 
House of Representatives, 
Washington, D.C. 

Dear Mr. BroyuiLi: The original construction and expansion program of 
the Veterans’ Administration authorized a 750-bed hospital in or near the Wash- 
ington area. This authorization was approved by the President on October 16, 
1945,'under Resolution No. 190 of the Federal Board of Hospitalization. 

After an inspection of approximately 75 available sites, it was determined that 
the Soldiers Home site located off of Michigan Avenue would be the most de- 
sirable for the location of the proposed hospital. 
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At the present time the Veterans’ Administration is operating the Mount 
Alto Hospital on Wisconsin Avenue, This facility was originally leased on 
June 15, 1919, by the Public Health Service from the National School of Domes- 
tic Arts and Sciences. By means of conversion and new construction the Vet- 
erans’ Administration has established an authorized bed capacity of 335 for 
veterans’ utilization. These beds have been obtained at the expense of serious 
overcrowding and very inferior physical facilities. The rather obsolete build- 
ings were so designed as to make the operational aspect of this hospital most 
cumbersome. At this time, due to the age of the buildings the hospital is 
definitely a maintenance problem with an ever-increasing operating cost. In 
addition, a major fire at this hospital could very well result in a catastrophe. 

The above facts, together with the increased demand for beds in this area 
definitely indicates the need for a modern, as well as a larger capacity G. M. and 
S. hospital near the Washington area to provide adequate care and treatment 
for the veterans in Virginia, Maryland, and the District of Columbia. 

In the original contractual Presidential authorization on August 2, 1946, the 
then proposed 750-bed G. M. and 8. hospital, excluding the regional office medical 
outpatient facilities, was approved for $11,863,800. However, between this first 
approved and the present time they have been new requirements brought into 
the picture. These requirements in the main include complete air condition- 
ing, a building for the Washington Regional Office Medical Clinics, and a bomb- 
resistant building to meet the requirements of civil defense. As you can ap- 
preciate these additional factors have materially changed the overall picture 
and have increased the cost over the original Presidential approval. At this 
time to construct a 750-bed hospital it is estimated that an expenditure of ap- 
proximately $25 million will be required. The above cost figure does not re- 
flect the cost of the site location which has been acquired. With respect to 
the Washington Regional Office you are no doubt aware that we are occupying 
space at the corner of 19th and H Streets NW. This is a building leased by the 
Government which at the present time General Services Administration is en- 
deavoring to vacate in accordance with the Administration’s policy to reduce 
leased space. 

The site at the Soldiers Home is an ideal one for a hospital location. It is 
centrally located on a main-road system and transportation facilities are im- 
mediately available. It is also close to the Medical Center of Washington 
which wil! assure the Department of Medicine and Surgery the maximum op- 
portunity for collaboration, consultation and professional assistance from the 
local medical profession. 

Very truly yours, 
J. T. Boone, 
Vice Admiral], Medical Corps, United States Navy, retired, Chief Medical 
Director. 


Mr. Puiirres. When you go over the transcript, if you want to re- 
vise it, you may do so. L 
Mr. Tuomas. It has been nice to see you. 


Vererans’ Apministration Hosprrat, Fareo, N. Dax. 


WITNESS 


HON. MILTON R. YOUNG, A UNITED STATES SENATOR FROM THE 
STATE OF NORTH DAKOTA 


Mr. Puiturrs. We have before us today Senator Young, of North 
Dakota, who wishes to present a statement regarding the veterans’ 
hospital at Fargo, N. Dak. Senator, we are very happy to see you. 

If you have a general statement, would you please proceed. 

Senator Youne. Mr. Chairman, I appreciate the courtesy you are 
extending to me in giving me an opportunity to submit to you and the 
members of your committee certain information dealing with the Vet- 
erans’ Administration facilities in North Dakota which I acquired dur- 
ing the past congressional recess. 
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On an inspection visit of the hospital at Fargo, I found a startling 
situation pertaining to the housing facilities presently in existence. I 
refer to the temporary quonset houses which were erected approxi- 
mately 6 years ago. These have deteriorated quite badly, not through 
neglect nor lack of maintenance, but primarily because temporary con- 
struction of this nature is short-lived at its best. 

It is my understanding that as early as 1947 preliminary plans for 
the construction of permanent housing facilities were undertaken, and 
the following year a more detailed survey was developed but never 
completed. The plan was to include housing facilities for the manager 
of the hospital, chiefs of professional services, medicine and surgery, 
as well as the engineering officer. 

It is estimated that $275,000 would be needed to construct a 4-apart- 
ment house and a residence for the manager, making a total of 5 house- 
keeping quarters at Fargo. 

As the members of this subcommittee know, existing Veterans’ Ad- 
ministration regulations require that the engineering officer live on 
the hospital site. Present housing, in my opinion, is totally inade- 
quate, difficult to heat, and presents numerous other problems. The 
—— could best be understood by a personal investigation such as 

made. 

If the Veterans’ Administration facilities in North Dakota are to 
function as such, providing medical care and treatment to the veterans 
in that area, it is essential, as we all know, to have qualified doctors 
and other professional mei. The inducement to obtain and keep this 
type of specialist is becoming exceedingly more difficult and is due 
egos! to the lack of adequate living conditions at Fargo. Trans- 

ers of well qualified men have been effected, only to have the in- 
dividuals concerned resign from the Veterans’ Administration rather 
than reside and attempt to maintain a home in the existing inadequate 
housing facilities. 

Congressman Krueger, of your committee, and the new manager at 
the Fargo hospital have recommended that the regional office quarters 
presently located in downtown Fargo be moved to the hospital reserva- 
tion where they could occupy space in the so-called old hospital. This 
is a most commendable suggestion, and I would like to join with them 
in strongly urging that this be done. It could be accomplish with very 
little expense and would result in a saving of over $40,000 a year which 
is currently being paid for office rent for the present quarters of the 
regional office. As a matter of fact, if living quarters were provided 
and the office centralized, I am confident that the Veterans’ Adminis- 
tration would have a most outstanding facility in every respect at 
their Fargo hospital. 

As the members of this subcommittee know, the Bureau of the 
Budget has looked unfavorably on nonbed hospital construction, 
which includes living quarters for personnel. The Veterans’ Admin- 
istration, following directives, has been reluctant to press for funds 
to do this job. With the existing situation as it is, it appears to me 
that the only way in which this entire matter can be resolved is by con- 
gressional action. The need is ever present and is becoming more 
acute each year. I am hopeful, Mr. Chairman, that your committee 
will see fit to appropriate the funds for this construction at Fargo 


this year. 
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If the committee has no objection I would like to have a statement 
which was prepared by Mr. T. O. Kraabel, director of the national re- 
habilitation commission of the American Legion, inserted in the 
record, 

Mr. Puu.ies. That will be all right. 

(The statement is as follows :) 


STATEMENT ON NEED FOR PERSONNEL QUARTERS, VA HospiraL, Fargo, N. Dax. 


On page 166 of the volume setting forth the United States budget for fiscal 
year 1955 there appears a breakdown of a request for $3,400,000 for major altera- 
tions, improvements and repairs, Veterans’ Administration. ‘The comment sup- 
porting the request says that it is for “non-bed-producing construction projects 
costing less than $250,000 each at hospitals and homes, and for alterations and 
improvements to regional offices and supply depots.” 

We refer to this in connection with our intense interest in obtaining adequate 
housing for key personnel at the Fargo, N. Dak., VA hospital. We understand 
that a few years ago money was earmarked for this project but was never ap- 
plied by the then branch office at Fort Snelling, Minn. The distinguished depart- 
ment adjutant of the American Legion of North Dakota, Mr. Jack Williams, com- 
ments: “* * * instead of using these funds for betterment of the North Dakota 
institution, that office applied these funds to their own benefit at Fort Snelling 
and shipped some used quonset huts and surplus lumber to build some shacks for 
housing at Fargo.” 

Upon checking with the central office of the Veterans’ Administration we 
learned that an amount of approximately $200,000 was in the VA budget as late 
as fiscal year 1952 for this purpose. However, the project was placed in priority 
5, funds were reduced and nothing materialized. 

Under date of May 20, 1953 the Director of the Bureau of the Budget in a 
communication addressed to the Administrator of Veterans’ Affairs instructed 
that official that in the development of the new program all projects should 
conform to certain policies. The first of these cited is: “Construction of quar- 
ters for personnel at existing hospitals is to be deferred.” 

We ealied the attention of the Budget Bureau to the importance of the Fargo 
project, and under date of August 27, 1953, we received this reply: “‘Whether 
the situation at Fargo, N. Dak., is one which would justify the Veterans’ Admin- 
istration requesting an exception to the overall policy is a question which the 
Administrator of Veterans’ Affairs properly should consider in the light of the 
udministration’s budget policies.” 

We then went to the Chief Medical Director of the Veterans’ Administration, 
who responded under date of November 9, 1953, that this matter had been care- 
fully reviewed in connection with the overall VA construction program, and that 
it is proposed to resubmit the project in the next budget submission. 

Under date of November 16, 1953, the Deputy Director of the Budget Bureau 
udvised Senator Milton Young, of North Dakota, as follows: 

“The Bureau of the Budget does not now have before it for consideration any 
project proposing construction of quarters at Fargo. In general and as a matter 
of policy, the construction of quarters for personnel at existing hospitals has 
heen regarded as deferrable for the time being. Whether the situation at Fargo 
is such as to worrant an exception to this policy is a matter for the Administrator 
of Veterans’ Affairs to consider in the light of the administration’s budget 
policies. In the event that the administration proposes such an exception and 
submits an appropriation estimate, you may be assured that it will receive care- 
ful consideration.” 

Pursuing the matter further with the Administrator of Veterans’ Affairs, we 
were advised by him under date of December 16, 1958, that the Chief Medical 
Director’s staff “is in process of preparing their fiscal year 1956 program which 
will include 2 resubmission of a project for additional quarters at Fargo, N. Dak.” 
We understand further that the project being planned includes managers’ quar- 
ters and a 4-apartment structure. The estimated cost is placed at $275,000. 

My special plea today is that this project be included in the planning and 
funds for fiscal year 1955, This is based on the fact that the Administrator 
of Veterans’ Affairs was prohibited from planning for quarters for personnel in 
the spring of 1953; and further, that the Budget Bureau said it did not have 
such a project submitted to it by the Veterans’ Administration. In other words, 
the project got caught in the squeeze between Budget Bureau instructions and 
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compliance therewith by the Veterans’ Administration. A whole year has been 
lost. This long overdue addition and improvement should be authorized imme- 
diately. The cost is not excessive. This improvement will make it possible to 
attract doctors, thereby activating more beds and more fully utilizing the plant. 

In our studies of VA hospitals and the veterans’ hospitalization program dur- 
ing the past several years we have occasionally encountered a comment as to 
the need and effectiveness of «1 VA hospital in this locality. If there should be 
any doubt in the minds of the members of this committee as to the need for 
this station in the VA system, let it be dispelled at once. Check with the mem- 
bers of the congressional delegation from the State of North Dakota. Check 
with the Greater North Dakota Association, the Fargo Chamber of Commerce, 
and similar bodies in the western and northwestern part of the State of Minne- 
sota. This hospital has a big area to serve. North Dakota National Guard 
units and other armed groups from that area have a splendid record in World 
Wars I and II and the Korean conflict. The veteran population served by this 
institution is estimated at 100,000. There is every justification for the recom- 
mended improvement and continuance of this hospital at the adjusted capacity 
recommended by the manager and central office authorities. 

We recognize that urging the inclusion of an item in the current budget which 
is planned for the following fiscal year is somewhat unusual. However, we feel 
that the circumstances which caused this delay fully justify this committee's 
favorable attention in including this project for fiscal year 1955. 


VETERANS’ ADMINISTRATION 


(The following letter was received by the committee and authorized 
to be inserted in the record.) 
AMVETS, 
NATION AL HEADQUARTERS, 
Washington, D. C., March 3, 1954. 
Hon. JOHN PHILLIPS, 
Chairman, Independent Offices Subcommittee, 
Committee on Appropriations, House of Representatives, 
Washington, D. C. 

My Dear Me. Puitries: AMVETS are aware of the time element facing the 
Independent Offices Subcommittee as you consider appropriations for the many 
Government agencies under your jurisdiction. For this reason we have de- 
cided not to request an appearance before your committee, but instead to ask 
that you insert this letter into the record of hearings as our official position on 
appropriations for the Veterans’ Administration. 

We have studied the request for funds for the Veterans’ Administration sub- 
mitted to you by the Bureau of the Budget. We are generally pleased with the 
contents of this budget, and trust that your committee will find it possible to ap- 
prove the funds requested. Particularly we feel that the amounts requested for 
hospital and medical services are adequate with the exception that no funds are 
provided for a hospital in Washington, D. C. We would urge that you give this 
latter matter additional consideration. 

You are aware, I am sure, of AMVETS historic position of attempting to assist 
your committee in arriving at a Veterans’ Administration adequately staffed, 
fulfilling its basic functions, but devoid of frills and luxuries. We feel that 
much action in this regard has been taken during the last year. 

In our opinion, the Veterans’ Administration has taken dynamic action to 
clear up confusion caused by the so-called pauper’s oath on non-service-con- 
nected hospitalization. The VA has also taken extensive steps to curtail the 
cost of veterans’ dental care. Likewise the VA is proceeding with a reorgani- 
zation plan which, in our opinion, has as its basic premise more economy and 
efficiency in Government. We believe that these matters indicate that the Admin- 
istrator of Veterans’ Affairs is attempting in every way possible to assist your 
committee in arriving at its ultimate goals. 

We still feel, however, that additional action can be taken by the Veterans’ 
Administration to save Federal funds. In this regard we suggest: 

1. We believe that all Veterans’ Administration district offices should be con- 
solidated into three locations, with Veterans’ Administration death claims being 
decentralized to regional office level. 

2. We believe that it is possible to close some regional offices of the Veterans’ 
Administration with an expanded contact service in the areas affected. 
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3. We believe that compensation to disabled veterans in the 10 and 20 percent 
brackets can be paid on a quarterly rather than a monthly basis. 

4. We believe that the yearly billing system which has been tested success- 
fully in Fort Snelling Veterans’ Administration district office on GI insurance 
can be extended to a nationwide level. 

5. We believe that some action can be taken to force insurance companies which 
have prohibitive clauses on Federal hospitalization to remove any such clauses 
from their policies, 

AMVETS are vitally aware of the fact that your committee is attempting to 
assist the Nation in reducing the cost of Federal expenditures. However, we 
cannot refrain from once again expressing our emphatic opposition to legisla- 
tion on appropriation bills. We are sure that you share our concern regarding 
this problem which faces veterans today. Recent history indicates that very 
complex subjects have been considered through this medium. It matters little 
that honorable objectives are sought. It matters not that good moves are some- 
times made through this medium. And it matters not that even AMVETS might 
believe in the purposes being sought. The important thing is that the long hard 
battle for legitimate veterans’ benefits can be seriously and adversely affected 
through this process. We respectfully petition your committee to take note of 
our opposition to legislation by appropriation. 

AMVETS are aware of the tremendous problems facing the Independent Offices 
Subcommittee as it considers VA appropriations. We are aware that the temper 
of the country is pointed toward holding the line on present programs. We 
cannot argue with this basic position. 

We have consistently attempted to indicate to the American public our belief 
that any program not good for the country as a whole cannot ultimately be of 
benefit to veterans. Each of the suggestions contained herein is based on this 
premise. We pledge to you our continuing support in arriving at this cherished 
goal. 

Sincerely yours, 
Henry J. MAnapy, 
National Commander, AMVET'S. 


Turspay, Marcu 2, 1954. 
Situm CLEARANCE 


WITNESS 


YATES COOK, DEPARTMENT OF REHABILITATION, NATIONAL ASSO- 
CIATION OF HOME BUILDERS 


Mr. Puiuies. The committee met a little earlier this morning in 
order to see the pictures and listen to Mr. Yates Cook. 

Mr. Cook, what is your official connection, or title ? 

Mr. Coox. Up until March of last year, I was in the Baltimore City 
Hall working for Mayor D’Alesandro and last March I went with the 
National Association of Home Builders, department of rehabilitation, 
and am now acting as a consultant to cities across the Nation. 

_Mr. Putuirs. We are greatly indebted to you for bringing these 
pictures to us. 

Ihave felt for some months, in fact for almost a year, that we should 
see your pictures and hear your comments, which have been recom- 
mended to me by my friends in the Housing Administration and by 
those on the outside interested in public housing and by those who 
favor privately built housing. So I thought it was about time this 
subcommittee had a chance to see and hear what you had to say, and 
we are very much indebted to you. And I think this is an appro- 
priate time for you to show it. 
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Mr. Coox. I would just like to make one remark. I do feel very 
strongly on this. We need influential aid. I can talk to you and 
persons who are interested; I can talk to the builders; but when you 
get across the country, down through Texas and out into New Mexico, 
a lot of the thinking that we have today is being influenced quite a 
bit and too much, many times, by the problem in Chicago and New 
York—the big cities. I do not know what the answer would be, or 
where to start just to get public opinion mustered. When you get 
across the vast reaches of this country in the smaller communities and 
towns, a large not of this problem is in — the thinking on 
financing and the existing laws so that means may be made available 
for legitimate modernizing. I feel that is the key to the large prob- 
lem that confronts us. 

Mr. Puiuurps. We thank you. 

Mr. Yates. I appreciate this last remark of yours, except, of course, 
coming from Chicago I have to be concerned with what to do for 
housing in cities such as the city of Chicago. 

- Did you make a survey of the city of Chicago? 

Mr. Coox. Yes. 

Mr. Yares. Did you talk to Mayor Bell? I know he is very much 
interested, 

Mr. Cook. I just met last week with Mr. Craven and Floyd Murray. 
I did not mean to infer that I am not concerned about Chicago and 
New York. I am just saying we have to be bolder, much bolder, in 
Chicago and New York than we need to be in Santa Fe, Albuquerque, 
or San Antonio. I mean a lot of our approach will have to be bolder, 
because the problem in Chicago is like the Puerto Rican problem of 
New York. In New York today there are more slums than they had 
10 years ago, with all of the millions of dollars that have been spent, 
because they have almost 1,000 Puerto Ricans a week flying into New 
York. And when we come to deal with what is creating the problems 
and the causes, especially in Chicago and New York, that is one of the 
things you have to deal with. 

Mr. Yates. Have you found that housing supply is keeping up with 
the demand ¢ 

Mr. Coox. No, sir. Our home supply is not keeping up with the 
demand, and I have a study that we ee had made over the past 4 or 
5 years that we can work on right now. By 1960 we are going to feel 
the pressure from the family formations of the last war, because we 
will have the children of marrying age from the high birth rate that 
took place in the last war. It is estimated now that we have a place 
for a million homes a year, and around 1960 we will need nearly 2 
million homes a year. 

Mr. Purtiirs. How many Puerto Ricans did you say were flying 
into this country every month ¢ 

Mr. Cook. It is estimated there are 1,000 a week. 

Mr. Anprews. Why do they come to the United States; what do they 
do after they get here besides coming down to Washington and shoot- 
ing up Congressmen / 

r. Coox. Of course it is easy for them to come in, because in New 
York, with their welfare program, you do not have to have a residence 
status to get on the relief rolls. 

y <4 Anprews. Do the most of them get on the relief rolls in New 
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Mr. Coox. If you would ever go through that area I do not see 
why all of them ought not to be on the relief rolls. But that is the 
complaint of some of us. And it is hard to visualize. I saw 5 apart- 
ments consisting of 25 rooms where the owner was netting between 
$26,000 and $28,000 a year, and 60 families sharing 1 toilet. 

Mr. Putuies. How do they get that—by city law or State law? 

Mr. Cook. Yes, sir. I told them in New York, “Gentlemen, if you 
don’t try to lessen this influx to the city and maintain what you have, 
they are getting off the pier and taking you farther and farther down 
the road to municipal Ricovetce-saocte! and economic.” Part of 
my remarks are about the growth of crime, and there are a lot of 
minority groups in America, I have seen a lot of white groups taken 
out of the slums and put in good housing and seen the results. In 
other words, if we do not change the attitudes, along with maintain- 
ing decent structures, we cannot be too successful. 

Mr. Puss. Mr. Cook, I thank you again and I want to say we 
have been very glad indeed to see those pictures. 

We thank your assistants, too, for their help in the demonstration. 


Turspay, Marcu 2, 1954, 


Housine 
WITNESSES 


HON. WILLIAM H. AYRES, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF OHIO 

HON. LEO BERG, MAYOR OF AKRON, OHIO 

HON. ROBERT L. CARSON, MAYOR OF BARBERTON, OHIO 

EDWARD ERICKSON, CITY LAW DIRECTOR, AKRON, OHIO 

HON. ELMER WOLF, MAYOR OF CUYAHOGA FALLS, OHIO 

LEO GOODMAN, SPECIAL ASSISTANT TO SECRETARY-TREASURER, 
cIo 


Mr. Puivurrs. We have our distinguished and good friend Con- 
gressman William H. Ayres, of Ohio, displaying his customary in- 
terest in the affairs of his district. Mr. Ayres, you seem to have quite 
an entourage. What do you want to talk about in relation to public 
housing? 

Mr. Ayres. Thank you for those kind words. We have some very 
distinguished gentlemen here this morning to bring you up to date on 
the situation in Akron as far as public housing is concerned. I assure 
you they are fine gentlemen. Their weapons have been checked at 
my office prior to coming over. 

Mr, Puinurs. Do you mean to imply that they want liberty for 
Akron? 

Mr. Ayres. We have in the group the mayors of our leading cities, 
representatives of the American Federation of Labor, the CIO, and 
the chamber of commerce. It is quite unusual that we are all united. 

Mr. Jonas. No wonder you took their weapons away. 

Mr. Ayres. The gentleman who will introduce the growp, Mr. Chair- 
man, is the mayor of the largest city in my district; Akron, the Hon- 
orable Leo Berg. 
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Mr. Bere. First, I would like to introduce Mayor Carson from Bar- 
berton, which is one of our adjoining cities which has quite the same 
problem. 

Mr. Puiuirs. Do they still make matches? 

Mr. Bere. Yes. I would like to introduce Mayor Elmer Wolf, of 
Cuyahoga Falls. We have Mr. George W. Brittain, who is the exeeu- 
tive secretary of the Akron Chamber of Commerce. 

Mr. Proiuures. You are Mr. Berg? 

Mr. Bere. Yes. We have Mr. Leo Dugan, who is the executive sec- 
retary of the CIO council of Summit County. We have Mr. Robert 
Shuff, who is the legislative representative of the AFL trades council 
at Summit County. 

We also have Mr. Edward Erickson, who is the Akron city law 
director and Mr. Ray J. Myers, also representing the city. 

Mr. Puiturrs. How about the man sitting behind you? 

Mr. Bere. This is Mr. Goodman from the national CIO. Is that 
correct ? 

Mr. GoopmMan. Yes. 

Mr. Putexres. You are not from Akron? 

Mr. Goopman. No; I advised with these folks. 

Mr. Tuomas. He is one of the outstanding authorities, in my humble 
judgment, on housing in this country. Whether you agree with him 
or disagree with him, one thing you can agree on is that he knows his 
subject. 

Mr. Putuurrs. Mr. Ayres, you have a very distinguished group with 
you. What would you like to talk about first ? 

Mr. Ayres. There is a prepared statement. which Mayor Berg’s law 
director, Mr. Erickson, will present. Mr. Brittain has a statement 
which I will ask unanimous consent to have inserted in the record. 

Mr. Pures. That may be done by anyone who is here. If the wit- 
nesses wish to revise their remarks afterward, they can do so. 

Mr. Ayres. We appreciate the time you have allotted us. I think 
Mr. Erickson can proceed with his prepared statement. 

Mr. Puuures. Do you have a copy to leave with the reporter ? 

Mr. Erickson. I will do that. 

This statement is a joint statement made in behalf of President. 
Eisenhower's recommendation for 140,000 units of low rental housing 
for presentation to the Independent Offices Subcommittee of the House 
Appropriations Committee. 

We are here in support of President Eisenhower’s recommendation 
that. Congress appropriate sufficient funds to permit construction of 
%5,000 units of public low-rental housing per year for the next 4-year 
period, or a total of 140,000 units. 

Believing that this is a proper area for governmental intervention, 
the fundamental question arises as to whether there is a need for addi- 
tional Jow-rental units. We, of course, can only speak of the need as it 
relates to the Akron area. 

Upon the basis of information and data available to us, we conclude 
that there is a definite need in our community for additional public 
housing for low-income families. 

We believe, however, that public housing should be restricted to the 
low-income families for whom private interests are unable to profit- 
ably build suitable housing. We do not believe that public housing 
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should compete with private enterprise in furnishing homes to those 
families above the minimun income level. Above that level, we think 
rivate builders can and should meet the existing need. We are confi- 
ent they can and will discharge this responsibility in our community, 
yarticularly if Congress enacts into law the recommendations of the 
resident’s Housing Advisory Committee. 

Akron is a community of some 283,000 population. The metropoli- 
tan area of Summit County, which inefadee the neighboring com- 
oo of Barberton and Cuyahoga Falls, has a population of about 
428,000. 

There are in the metropolitan area eight public housing projects all 
pe sears by the Akron Metropolitan Housing Authority. Three of 
these projects are permanent low-rental units for low-income families, 
and the remaining five are Lanham Act projects not restricted to low- 
income families. ‘Two of the low-income projects are located in Akron 
proper, having been built in the years 1939 through 1941, furnishing 
a combined total of 550 units, and having a rental from $21 to $54 per 
month, including utilities. 

The Ohio Legislature has specified that the income limits which 
apply for admission to low-rental housing shall be $2,400 per year, 
plus $200 per child. We are here concerned, then, with the housin 
needs of those families whose income is not in excess of this pittacribed 
limitation. 

The most recent study made in our community relative to the hous- 
ing needs of such low-income families was conducted in November 
1953, by the research committee of the United Community Council of 
Summit County. The occasion for the study arose from an order 
issued September 10, 1953, that 469 families living in temporary 
mobile housing units must vacate before February 28, 1954, or face 
eviction. A detailed analysis was made by the research committee, 
not only of the families involved, but also of all other pertinent data. 

This a revealed that as of November 1953, there were 244 
qualified applicants for public housing on the waiting list of the low- 
rental housing projects, 200 families below the prescribed income 
limitations that were being assisted by various social agencies and 
living in crowded, undesirable quarters, and 58 families living in the 
so-called mobile units whose incomes were below the maximum. The 
elimination of duplication revealed a total of 450 families in the low- 
income level, living in undesirable, substandard housing. 

Mr. Puiuirs. What happened on February 28? 

Mr. Ertcxson. Mr. Chairman, a little bit later I cover that. 

The report concluded : 

These figures imply that this community is in urgent need for additional 
housing units for low-income people, and also for housing units above the lowest 
— but having serious housing problems arising from number of children 
or color, 

A reliable indication of the housing need in Akron is the current 
account of what has happened to the 469 families who last September 
were ordered to vacate the mobile units by February 28, 1954. In- 
formation available February 27, 1954, 1 day before deadline, indicated 
that 308 families had moved, leaving 161 who had, in the 6-month 
period, been unable to find other quarters. Of the 308 families who 
moved, 34 were able to purchase homes, and 215 found other rental 
housing. 
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Mr. Puiuips. Does that suggest that the 34 were inside the income 
limitations ? 

Mr. Errxson. Mr. Chairman, there were no income limitations to 
the war housing. These were Lanham Act housing units for con- 
struction workers. 

Of the latter 215, half were Negro families and of the hundred-odd 
Negro families who have vacated, 50 percent were able to find other 
quarters only by doubling up with other families. 

The 1950 census also supports the conclusion of a definite and urgent 
need for additional low-rental units for low-income families in the 
Akron area. The 1950 census analysis revealed there were 11,618 sub- 
standard dwelling occupied in Akron, of which 1,393 were dilap- 
idated according to Government standards. Of the families living 
in substandard dwellings, 3,498 had incomes of $2,500 or less per 
year, the great majority of which would be below the income limita- 
tions prescribed by the Ohio Legislature for admission to low-rental 
housing units. 

We concur in the conclusion reached by the research committee 
of the United Community Council of Summit County that there is an 
urgent need for additional low-rental units for low-income families 
in the Akron area. 

Before concluding, we would like to direct the subcommittee’s at- 
tention to the much-publicized referendum adverse to public housing 
114 years ago. 

In 1952, the city council of Akron passed legislation authorizing 
the Akron Metropolitan Housing Authority to take the necessary 
steps for the construction of 400 low-rental units for low-income fam- 
ilies in the city of Akron. 

Mr. Puiures. Would you identify that referendum? I am not 
familiar with it. 

Mr. Ertcxson. The ordinance passed by the council was taken to 
referendum on petition and circulated by a group that was organized 
known as Citizens Against Socialized Housing. 

Mr. Yates. I didn’t hear that answer. May I have it repeated by 
the reporter or by the witness? 

Mr. Erickson. The ordinance passed by the council was taken to 
referendum on petition and circulated by a group that was organized 
known as Citizens Against Socialized Housing. 

Mr. Ayres. I might add at this point, Mr. Yates, that it has been 
estimated that there was $10,000 spent in this campaign—— 

Mr. Yares. In opposition to public housing? 

Mr. Erickson. That is right. 

Mr. Ayres. If that is of interest to you, I am certain we can get 
copies of the advertisement. : 

Mir. Pures. I just wanted to identify it. 

Mr. Errcxrson. I have copies with me. 

Mr. Yares. I should like to see them later. 

Mr. Proceed. 

Mr. Erickson. The ordinance was, thereafter, by referendum peti- 
tion submitted to the voters of Akron for their approval or disap- 
prval, in the following May 1952 primary election. Public housing 
was defeated in that primary election by a 2-to-1 vote, 43,000 to 
21,000. That action has been cited as proof that the peepee do not 
want federally subsidized housing for low-income families. 
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We do not concur with that conclusion, as applied to Akron. 

It should first be pointed out that the Akron City Council, which 
was at that time constituted with a Republican majority, approved 
the low-rental housing by a 9 to 4 vote. This vote came after 
extended hearings, at which proponents of both sides of the question 
had the fullest opportunity to present their respective viewpoints. 
The council decision was made only after a careful weighing of thie 
evidence, 

It should further be pointed out that the Akron Beacon Journal, 
published by Mr. Jack Knight, after careful study, editorially sup- 
ported the action of the council and urged the voters of Akron to 
do likewise. 

Secondly, this issue was placed on the ballot at a primary election, 
when the percentage of voter participation is particularly low. 

Third, it should be understood that Akron homeowners had just 
received a boost in property valuations, resulting in an increase in 
property taxes, and were looking forward to another considerable 
increase in property taxes by reason of another anticipated rise in 
property valuations. Federal income taxes were also at a high level. 

It was against this background that a group professing to speak 
for the property owners and taxpayers began a misleading, distorted, 
well-financed campaign against low-rental housing by means of news- 
paper and radio advertising and press releases. ot once in their 
campaigns did this group dwell on the merits of the question. 

A series of ads were placed in the Akron Beacon Journal, of which 
the following is typical: 

Are you sick of high taxes? You can be instrumental in stopping the stampede 
toward socialism in Akron by voting against the political socialized public- 
housing ordinance. If you are sick of watching freedom and liberty slip away 
from you, and if you believe your taxes are now too high, then vote against 
political subsidized housing. 

On the other hand, there was no organized campaign and virtually 
no money spent urging support of the housing measure. 

The campaign tactics worked—worked so well that the voters 
rejected not only public housing, but also funds for the operation 
of our municipal university and Sends for the construction of sewers. 

We do not Lataes this light primary vote reflected the considered 
judgment of the people of Akron. This belief is not based upon 
conjecture. For at a succeeding general election, participated in by 
more of our voters, conducted in a calmer, more rational atmosphere, 
our pone approved the funds for our municipal university denied 
in May 1952, and approved bonds in double the amount which they 
had rejected in that same May 1952 primary election. 

We believe the voters of Akron if given the facts upon which to 
base their decision will likewise reverse their position on low-rental 
housing. We are hopeful that Akron’s voters will be given an 
opportunity to do just that. 

he fact is that the interests which so glibly informed our people 
in 1952 that there was no need for subsidized housing because private 
interests could and would meet the need have since intimal not a 
single unit of low-rental housing. The present administration of 
Akron has held many conferences with individual builders concern- 
ing Akron’s housing problems. Without exception, the builders have 
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flatly stated they cannot profitably build rental units for low-income 
families. 

The Government, therefore, is not competing with private enter- 
prise in this area of housing. And it is cheaper for the taxpayer, in 
the long run, to subsidize proper housing for low-income famiiles, 
than to permit them to continue living in substandard areas which 
while producing little tax revenue because of low tax valuation, claim 
far more than their proportionate share of tax funds spent for police, 
fire, health, and like services. 

We respectfully urge the committee to recomment the appropria- 
tion by Congress of sufficient funds for financing the lowrental hous- 
ing program recommended by President Eisenhower. 

r. Pures. Mr. Erickson, there are a good many people in Con- 
gress—lI state this as a sort of introduction to a question—who would 
vote against public housing on the part of the Federal Government, 
yet who would feel that that is a State matter or a local matter. You 
don’t even mention the possibility here of Ohio, Summit County or 
Akron doing this building without coming down here to Washington 
to ask for money. You may have heard that Ohio has a lot more 
money than the Federal Government. 

Mr. Errcxson. I haven’t heard that. 

Mr. Priuies. We are $274 billion in debt and still facing a deficit 
budget. Ohio—I had the figures on all the States—has money in its 
treasury. 
ag Mr. Chairman, local government is not nearly as 
autonomous as many people might think. They are definitely limited 
in the manner in which they can raise funds. Taxes are at a fairly 
high level on a local level. Ona State and Federal level they are very 
high. Under those circumstances it is very difficult to entice the voters 
who own property to support property tax increases under the exist- 
ing conditions. 

r. Putiurrs. This committee is not completely ignorant of the 
laws and regulations and background of local governments. 

Mr. Erickson. I am sure it is not. 

Mr. Pues. Would you sugegst that if the people in the local 
overnments are not interested enough to put up the money to build 
ouses, that might have an influence upon the Federal Government ? 

Mr. Ertcxson. I don’t think it is a lack of interest on the local level, 
but I think it is a lack of financial ability on the local level. We are 
limited by the means in which we can raise funds. 

Mr. Puiurs. We thank you very much. Did you want to have 
somebody else speak ? 

Mr. Ayres. Mayor Carson of Barberton has a statement to insert. 

Mr. Yates. Will we be given the opportunity later to ask questions 
of Mr. Erickson ? 

Mr. Putures. Now or later. 

Mr. Yates. I would like to ask a couple of questions on the state- 
ment he has given us. 

Mr. Putures. Maybe we should have all the statements first. Will 
you come up, Mr. Carson? 

Mr. Carson. On behalf of the citizens of Barberton, if I may, I 
would like to insert in the record that in Barberton, with our 56 indus- 
tries and 30,000 to 35,000 population, we passed in the city council last 
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November an ordinance in which we asked the Akron Metropolitan 
Housing Authority to place application for 300 dwellings for our 
south Barberton area. I have here, Mr. Chairman, some photographs 
to add to the brief that I am presenting. 
Mr, Putcres. Thank you very much. We can’t put the photo- 
ce in the record. We will put your letter and your statement in. 
er 


aps if you will give the photographs to the clerk, he will show 
them around. 


(The material referred to is as follows:) 


Ciry oF BARBERTON, 
OFFICE OF THE Mayor, 
Barberton, Ohio, March 1, 1954. 

GENTLEMEN : I would like to take this opportunity to appeal for a development 
of possibly 300 dwelling units of low-rent public housing for Barberton, Ohio. 

There exists in the city of Barberton a need for such low-rent public housing 
at a rent level within the means of low-income families including families of 
living or deceased veterans and servicemen, which need is not being met by pri- 
vate enterprise, 

The existence of such conditions as pictured in the attached photographs 
constitute a menace to the public health, welfare, safety, and morals of the 
inhabitants of the city of Barberton. 

I am also attaching a copy of ordinance No. 102, 1953, passed by the city 
council of Barberton Nuvember 2, 1958, approving application of the Akron 
Metropolitan Housing Authority to the Public Housing Administration on the 
same subject. 

Anything you can do for us in this industrial city of 30,000 to 35,000 population 
with 56 industrial plants will be greatly appreciated. 

Very truly yours, 
Rosert L. Carson, 
Mayor of Barberton. 


Mr. Putires. Do you have a copy with you of the ordinance that 
you referred to? 

Mr. Carson. Yes. 

Mr. Putters. How long is it? 

Mr. Carson. Would you like to have me read it? 

Mr. Ayres. I think it would be advisable to make it a part of the 
record. 

Mr. Carson. I will submit it. 

(The material referred to is as follows:) 


ORDINANCE No. 102, 1953—AprrRoVING THE APPLICATION OF THE AKRON METRO- 
POLITAN Housing AUTHORITY TO THE PuBLIC HousING ADMINISTRATION FOR A 
PRELIMINARY LOAN So as To ENABLE THE SArIp Housing AuTHORITY To PROCEED 
WITH PLANS FOR A DEVELOPMENT oF Not To Exceep 300 DWELLING UNITS OF 
Low-Rent Pusiic HousiInG, AND DECLARING AN EMERGENCY 


Whereas the Akron Metropolitan Housing Authority, in accordance with the 
provisions of the Housing Act of 1937, United States of America, as amended, 
is applying to the Public Housing Administration for a preliminary loan in the 
amount of $52,500 to cover the costs of service and planning in connection with 
the development of not to exceed 300 dwelling units of low-rent public housing; 
and | 

Whereas there exists in the city of Barberton a need for such low-rent public 
housing at a rent level within the means of low-income families, especially families 
of living or deceased veterans and servicemen, which need is not being met by 
private enterprise ; and 

Whereas the existence of such a condition constitutes a menace to the public 
health, welfare, safety, and morals of the inhabitants of the city of Barberton: 
Now, therefore, be it 

Ordained by the Cowncil of the City of Barberton, State of Ohio: 

Section 1. That the Council of the City of Barberton does hereby approve the 
application of the Akron Metropolitan Housing Authority to the Public Housing 
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Administration for a preliminary loan in an amount not to exceed $52,500 to cover 
the cost of service and planning in connection with the development of not to 
exceed approximately 300 dwelling units of low-rent public housing in the city 
of Barberton, and does hereby declare its intent to enter hereafter into an agree- 
ment with the said Akron Metropolitan Housing Authority for the local coopera- 
tion by the city of Barberton in the provision of said low-rent public housing 
which may be required by the Public Housing Administration pursuant to the 
United States Housing Act of 1937, as amended. 

Sec, 2. This ordinance is hereby declared to be an emergency measure necessary 
for the immediate preservation of the public peace, health, and safety for the 
reason that said additional dwelling units should be provided at the earliest time 
possible for the welfare of low-income families, and provided this ordinance 
receives the affirmative vote of two-thirds of the members elected or appointed 
to council, it shall take effect and be in force immediately upon its passage and 
approval by the mayor; otherwise, it shall take effect and be in force at the 
earliest time allowed by law. 

Passed November 2, 1953. 

JacKSON HUNGER, 
Clerk of Council. 
JosePH BING, 
President of Council. 

Approved November 3, 1953. 

JOSEPH ZEIGLER, Mayor. 

Mr. Prunus. Mr. Mayor, I used to be familiar with Barberton. It 
used to have a higher than average financial standing, among its citi- 
zens. Akron used to have a quite high financial rating. What has 
happened to Akron that it has to come down to ask the Federal 
Government for help? 

Mr. Carson. Perhaps I can let the mayor of Akron answer that. 

Mr. Prius. I am asking Barberton now. 

Mr. Carson. I can speak for Barberton. We still have a number 
of industries in our city, 56, employing about 17,000 industrial 
workers, some living inside and some outside the city. 

The wage scale in this particular area, where we feel we need the 
housing, is low, some $2,000 to $2,500 yearly. 

Mr. Puitures. Why don’t you raise the wages? 

Mr. Carson. I might say that citywide it is between $3,000 and 
$4,000 as an average. 

Mr. Primes. I was there in 1912 and 1913, and there was a little 
discussion about the wages in Akron. 

Mr. Carson. I was born in 1913, Mr. Chairman. Mr. Chairman, 
I might state that since I have been mayor since the first of the year, 
we have taken on a city income tax, effective April 1, to help us with 
our financial problems. We have them in Barberton. We recognize 
the money must come from somewhere. We are putting on a city in- 
come tax effective April 1 to run for 2 years. This ordinance was 
passed without opposition and, by the way, I am leaving that as part 
of the record. 

Mr. Pritures. Any ordinance suggesting that the Federal Gov- 
ernment pay the bills for the local communities is apt to be passed 
without opposition ; is it not? ’ 

Mr. Carson. May I have that again? 

Mr. Puiturrs. Any ordinance suggesting that the Federal Gov- 
ernment pay the bills for the local communities is apt to be passed 
without opposition; is it not? I once served on a city council. 

Mr. Carson. Yes, undoubtedly that would be passed without 
opposition. 
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Mr. Bera. I might add here, answering your question, that I think 
the problem of any industrial city is this: 

e have the financial problems that we all are faced with. The 
people with financial means, the taxable portion of your community, 
must of necessity furnish the services for those who live beyond the 
taxable area. It has become quite a problem to all of us. I expect 
Mayor Carson has experienced that with his city. I know we in Akron 
are called upon to furnish many, many services that we derive no 
taxation from for citizens who live beyond our metropolitan areas. 
I think that is the answer to your industrial cities. 

Mr. Puiturrs. Thank you very much, Mr. Berg. 

Mr. Ayres. We have a statement by Mr. Brittain, the executive sec- 
retary of the Akron Chamber of Commerce. 

Mr. Brirrarn. Mr. Chairman, I am George W. Brittain, executive 
secretary of the Akron Chamber of Commerce. I am speaking for 
es president of the Akron Chamber of Commerce, Mr. Thomas A. 

erns. 

The Akron Chamber of Commerce realizes the need for low-cost housing in 
the city of Akron. Although over 60 percent of the citizens in Akron are proud 
owners of their own homes, there are some families which, because of their 
limited incomes, will never be in a position to purchase a home. 

It is the hope of the Akron Chamber of Commerce that the Congress will imple- 
ment the housing recommendations of the President. 

Mr. Suurr. My name is Robert Shuff. I am appearing in behalf 
of the Akron Poknehen of Labor. I would like to say we are con- 
templating very seriously this matter of another referendum vote. 
I discussed it with Mr. Dugan quite thoroughly. We feel that is 
essential. I think the people who were in opposition to us have swung 
over and have seen what the need is at the present time. 

Mr. Puitures. Mr. Ayres, do you have a project actually on the 
list that was contracted for? We thank you for bringing this problem 
to our attention and for bringing this Sant tes to us. 

Mr. Corron. I for one am quite in sympathy with the President’s 
recommendations. It is my recollection that the President said he 
wanted the public-housing policy now to try to cooperate with slum 
clearance, to try not only where the slums are razed to build new 
projects, but to encourage the repair and rehabilitation of old struc- 
tures, and that he wanted to devote as much of the Federal Govern- 
ment’s resources insofar as they are devoted to this cause to helping 
eliminate slum situations in the cities. 

I think that is apparent to us all. We have just seen a lecture in 
which are shown several pictures of slum conditions in Akron. 

Mr. Bera. Those two houses have been torn down, 

Mr. Corron. I wondered how far you people were going. What 
steps you are taking to try to clear up your slums, to enforce your 
building ordinances as a preface to any aid that you are expecting 
from the Federal Government ? 

Mr. Ertcxson. If I may answer that question, we are now and 
have been for several weeks holding public hearings in council on 
a rehabilitation program for the city of Akron. 

We contemplate in the near future that there will be legislation 
introduced in Akron which will combine the building inspections, 
health inspections and fire inspections to try to rehabilitate those areas 
such as you saw pictures of this morning. 
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Mr. Ayres. Mr. Cotton, as conscientious a member as you are, and 
the manner in which you conducted yourself on the floor yesterday, 
I can assure you that if you were representing a district such as I 
represent you too would be interested in this problem, more so than 
perhaps you have a right to be coming from the great State of New 

ampshire. 

Our problem there, Mr. Cotton, is the low-income groups. There 
isn’t any point in ducking the issue. They are primarily Negroes. 
It is a more serious problem than just one of decent housing. eir 
economic standard isn’t going to be raised quickly. 

Mr. Jonas. This may not be a fair question and if you don’t care 
to answer it without giving it some study I will even withdraw it. 

My own feeling about public housing is that it ought to be a part 
of slum clearance and rehabilitation. I wouldn’t object, as a Mem- 
ber of Congress who voted against public housing last term, to voting 
some funds or letting the Federal Government match funds raised by 
local communities, States, or cities to take care of these problems. But 
I have difficulty accepting the fact that the taxpayers in my town, for 
example, should pay for public building housing units in Akron. If 
the city of Akron has a slum-clearance development, will put up some 
of the money, and if the State will put up some of the money and the 
Federal Government puts up some, I can go for a proposition like that. 
But to say that the entire project should be financed by the Federal 
Government and that it should put up all the money is another thing. 
It is easy for the city to pass an ordinance for a public housing project 
if the Federal Government is going to put up all the money. 

What would you think of tying it all in together and having the 
local community bear part of the cost? 

Mr. Erickson. Just off the cuff, in highway expenditures, for in- 
stance, on the local level, we matched 25 percent against the State and 
Federal Government. If Congress were to work out a procedure like 
that, it would be difficult to raise funds on the local level—I believe 
far more difficult for this purpose than it would be for highways be- 
cause the tangible results are not seen by the citizens quite so well as 
they are on a highway program. But, fundamentally, I would see no 
objection to local participation. 

Mr. Jonas. One of your arguments is that to do this will eliminate 
the necessity of providing additional tax funds for police and other 
services. ‘Those funds that you would save are funds that you save 
for yourself, not for the Federal Government. 

Mr. Ertcxson. I could only point to the enlightened group of home 
builders, where we have well-educated and experienced men, and I 
believe it has only been in recent years that they have decided there 
is a responsibility on their part, for instance, in further rehabilitation 
of community facilities. The average person who has not the experi- 
ence that the home builder has is certainly not as well aware of the 
problem as the home builder would be. 

Mr. Putuirs. Would you say Akron today is enforcing its health 
restrictions, its building regulations, its sanitary precautions to the 
fullest as they apply to Theos blighted areas? 

Mr. Bera. I would say so, in the main. I think Akron is pretty 
strict in its building code in all phases and its enforcement of that 
code. We do have structures there where we actually put our empha- 
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sis on the sanitary part of it, the health structure rather than the 
physical appearance of the structure. 

r. Tuomas. Mr. Chairman, I would like to make a little state- 
ment and then address 1 or 2 questions to this distinguished group 
of mayors, my old friend Mr. Leo Goodman, the gentleman from 
the AFL, and my old friend, the Member from Ohio, 

This committee has developed a little plan. In here we call it the 
“Thomas plan,” or the “X plan,” and it works something like this: 

We realize the people have to have a decent place to live. When you 
say that, it means the slums must go. The public-housing plan and 
the slum-clearance plan are two separate and distinct propositions. 
We all realize that slums are going to have to be removed and to be 

ursued more vigorously than the Public Housing Administration has 

ollowed it in the last 3 years. They have done far too little in that 
regard, It may not be their fault entirely. It may be the fault of the 
cities in conjunction with the Public Housing Administration. But 
to say the least the program has not been pushed. 

Getting back to housing, we have thought of a plan in here and it 
works something like this: Let these people build a neues under super- 
vision, of course. Down in my area $6,500 or $7,000 is going to give 
them a whole lot better house than they are living in, and I imagine 
in your area $1,500 more would give them a whole lot better house. 
That figure of $8,500 or $9,000 will be a whole lot cheaper than the 
public-housing unit they are now living in. 

This is going to belong to that individual. He is going to have title 
to it. We are going to give him 40 years in which to pay for it with- 
out 1 cent down payment. He will bea homeowner. He will be a king 
then. He becomes a property owner. He is not a vassal of your city, 
county, or municipality, where you can admit him if you want to and 
after you admit him you can kick him out in 30 days if you want to. 
He has nothing to say as to whether he ultimately lives in your house 
or not. It is not his; it is yours for all practical purposes because you 
tell him when to move in and when to move out. 

We are going to make him a king now. We are going to give him 
this house with no down payment, and give him 40 years in which to 
pay for it. Figure it any way on earth that you want to, from a social 
point of view certainly there is no argument against that, is there’ 
And from a financial point of view it will cost the taxpayers at least a 
third to a half less than the plan that is presently being pursued. 

Take the older folks. You can say that they are not going to live 
for 40 years or are not going to live 30 years or 25 years. Take some 
people who are physically handicapped to some extent—well, why not 
give them a subsidy to help make those payments for 40 years, whether 
it is 15 percent, 20 percent, or even a third of the payment. Take your 
pore and paper and still it will cost the taxpayers 30 to 50 percent 
ess than it costs them now, and you are building up this man’s morale 
all the time because he is a property owner. This is his castle and he 
is the king in that castle. You are making-.a better citizen of him. 
You are putting a responsibility on him. 

Would you be willing to get behind the committee’s plan and push 
that, or do you want to go or with this plan of putting him in your 
house, not his, and taking him vut of your house, not his, whenever 
you get ready ? 
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Mr. Erickson. We think both plans are highly desirable. In the 
Akron area there are very few available in the low-cost plot lands. 

Mr. Tuomas. Everybody can’t live on Main Street. 

Mr. Erickson. We are physically limited within the city of Akron 
where we can build housing. Your plan would enable private enter- 
prise to meet a great need which is not being met. 

Mr. Tuomas. The Government will totally finance thisthing. There 
will not be an argument about whether private industry will pick up 
the check ; the Government will do it. 

Mr. Puiuies. Why are you so limited for land, Mr. Erickson ? 

Mr, THomas, What about it, Mr. Mayor? 

Mr. Bere. Frankly, I think both plans are desirable. I do think 
your plan if properly pursued and accepted, and it is bound to be 
accepted 

Mr. Tromas. If the public housing people would pursue this idea 
and put just one-third as much energy and as much intelligence behind 
it as they are using on public housing wouldn’t it work ? 

Mr. Bera. I believe it will. I believe I have seen from experience 
that the pride from ownership certainly changes the complete 
complexion. 

Mr. Ayres. I would just like to add, Congressman Thomas, that 
the big difficulty in the northern cities has been that financing isn’t 
available to the Negro buyer. 

Mr. Tuomas. We are going to see that the Federal Government 
picks up the mortgage. We will set up a revolving fund to do it. 

Mr. Ayres. I would like to go on record to say that if financing is 
available to the low-income group in the northern cities, then there 
won't be the need for public housing. 

Mr. Tromas. We will set up that revolving fund and see that 
FNMA does it. 

Mr. GoopMan. I appreciate the opportunity publicly to pay tribute 
to whoever wasthe author of that plan. 

Mr. Anprews. Mr. Thomas is the author. 

Mr. GoopmMan. My heartiest congratulations. You are from Texas, 
Mr. Thomas, and I believe as a Texan you have, and ought to have, big 
ideas. Part of the problem of this proposal is that the announced 
intention is to do it on a small experimental basis rather than to try 
to make it meet the total problem. 

Mr. Tuomas. Why on an experimental basis? 

Mr. GoopMan. I am merely repeating the language that is in the 
report and bill, sir. 

Mr. Tuomas. This committee has been pushing this idea long before 
President Eisenhower's budget came out. You know that. I talked 
to you about it some 3 years ago. 

Mr. Goopman. We support this idea. But you have the tragic 
problem that (a) it is intended to do it only on a small seale and (>) 
that you can’t do it in the big cities of Chicago, San Francisco, and 
New York City. Let me point out a problem 

Mr. Tuomas. Why not in San Francisco and Chicago? If you need 
a multiple unit do it on a cooperative basis. 

Mr. Yares. Didn’t the Congress turn that plan down in the 81st 
Congress? 
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Mr. Txomas. The same idea can be used. Let the man own his 
own apartment even if it is in a building five stories high. 

Mr. Goopman. Many of the people who opposed your position in the 
past will come around and support your plan, but you still have to 
meet the building requirements of the large number of people. Yes- 
terday we had here in the Congress a sad example of what happens 
in the worst kind of slums with 400,000 Puerto Ricans living or exist- 
ing in New York City. 250,000 of them are crowded together in the 
worst kind of possible living conditions. 

What happens? They get themselves all screwed up inside until 
they become fanatics and come down here and shoot the Members of 
the House. 

Mr. Tuomas. I don’t know what that has to do with what we are 
talking about. 

Mr. Goopman. The people that got into that movement lived under 
the worst slum conditions of New York City. 

Mr. Tuomas. I have a remedy for the Puerto Rican situation. 

Mr. Goopman. In New York we have the Puerto Ricans ; in Chicago, 
the Mexicans; in San Francisco, the Japanese and Chinese. We have 
to do something to solve the problem in the heart of our big cities. 

Mr. Tuomas. We can do that under this plan. 

Mr. Ayres. The gentleman’s remarks may be very appropriate to 
the overall situation, but in Akron we do not have any Puerto Ricans 
to speak of. Our problem is that they are good citizens but don’t 
have enough money to have good housing. 

Mr. Yares. Do you have enough land? 

Mr. Ayres. We have land. Here is what the Negro is up against. 
Everybody tries to duck the issue. If he wants to build a house in 
an area whois he is accepted, the bank says, “No, the neighborhood is 
too poor to build a house in.” 

r. Toomas. That is not going to be a problem here. You are go- 
ing to have to set up something inside F to finance this thing 
lock, stock and barrel. You are not going to depend on private in- 
dustry to pick up the mortgage even ihouak it is guaranteed. 

Mr. Ayres. The next thing we are up against, if a Negro wants to 

0 out and buy the lot next to me or any other of the gentlemen here, 
is that he is not accepted in the neighborhood. So we have blocked 
him insofar as his being able to purchase a home. Your plan will 
work, I am convinced, to perfection if financing is made available. 

Mr. Tuomas. I think financing is a key to it. We can handle that. 

Mr. Yates. Let me point out that dong the 81st Congress we had 
what was known as a proposal for a middle income housing program 
which came up shortly after we passed the Housing Act of 1949. The 
Le refused to accept a rule on it because it provided for direct 

ending. 

M Mr. Goopman. Just the same as the Thomas plan you are proposing 
ere. 

Mr. Tuomas. I think that Congress will accept this. It is much 
cheaper and you are doing a great social job. 

Mr. Yates. Mr. Thomas, you know what my attitudes have been 
with respect to public housing. I will certainly go along with your 
plan but I doubt that you can offer it as a complete substitute for 
public housing. 
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Mr. Tuomas. I think so, if the public-housing people will put their 
heart and mind and effort to this plan it will work. There is no if 
and but about it. 

Mr. Yares. It isn’t public housing; it is the question of the private- 
housing people putting their minds and hearts to it. 

Mr. Tuomas. You can’t depend on industry picking up this tab. 
You are not going to ask them to. The Government is going to finance 
it and keep its hand on it all the way through. 

Mr. Ayres. I want to thank you, Mr. Chairman, for being so 
courteous to us. 

Mr. Yares. Usually, in most of these cities, the chamber of commerce 
is opposed to the public-housing programs. Why is it in here sup- 
porting it now? Did you always support the public-housing pro- 
gram in the Akron Chamber of Commerce ? 

Mr. Brrrrarn. No. 

Mr. Yares. Did you oppose it previously ? 

Mr. Brrrrary. I woth ony we more or less did. We didn’t par- 
ticularly oppose it or openly support it. We remained quiet on the 
situation. 

Mr. Yates. Are you supporting it now ? 

Mr. Brirrain. Yes. 

Mr. Yares. When was the first time that you came out and actively 
supported it? 

r. Brrrrarn. I would say last fall. 

Mr. Ayers. It was then they realized there wasn’t ample housing 
for the low-income group in the city. 

Mr. Yates. What kind of taxation do you have in the city of Akron, 
ad valorem, personal property taxation and real estate? Do you have 
an income tax as well? 

Mr. Erickson. No. 

Mr. Yates. Do you find one of the reasons you are not able to pay 
for the services that cities have to provide for their citizens is because 
your tax rolls have gone down as a result of the spread of the blight 
in slum conditions? 

Mr. Erickson. Our overall tax situation has increased from about 
$400 million 4 or 5 years ago up to an excess of $600 million at the 
present time due to new construction within the city. 

Mr. Yates. You are talking about total dollar valuation. Hasn’t 
there been a diminution of assessment of more and more areas and 
an increase on additional areas? Hasn’t the diminution in value been 
in the slum areas? 

Mr. Ertcxson. That is true. 

Mr. Yates. Have you found that your blighted areas are spreading 
in Akron? 

Mr. Ertcxson. Very 

Mr. Yates. Have you tried all alternatives, such as the Baltimore 
plan, in Akron? 

Mr. Ertcxson. We now have under consideration in Akron a plan 
of rehabilitation where we will adopt a housing code and try to stop 
the spread of this blight. 

Mr. Yates. This is in conjunction, too, with the program you pro- 
posed this morning of destroying those properties that are not sus- 
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ceptible to rehabilitation and replacing them with new property? 
r. Ertcxson. That is right. 

Mr. Ayres. Mr. Chairman, again we thank you for the courtesies 
extended to us. This has been quite enlightening to me. It has been 
the first time I have been down to this committee. I think my good 
friends from Akron have benefited from the hearing of this. 

Mr. Erickson. In behalf of my boss and the delegation we would 
like to put in the record our appreciation to Mr. Ayres for his assist- 
ance and to the subcommittee for the time granted us. 

Mr. Jonas. Thank you, gentlemen. 


Pusuic Hovusine 


(The following statement by Mr. John W. Edelman, of the Textile 
Workers Union, was received and authorized to be inserted in the 
record. ) 


The Congress of Industrial Organizations recommends and urges that Con- 
gress vote funds on the amount needed to erect at least 200,000 units of low- 
rent public housing in the forthcoming fiscal year. The CIO insists that over- 
whelming and irrefutable testimony has been presented to congressional com- 
mittees in the past sessions, Showing the pressing and tragic need for a slum- 
clearance and public-housing program of these proportions. We are prepared 
to restate and revise our previous testimony as to the need for low-rent housing, 
when we appear before the Senate and House Banking and Currency Com- 
mittee within the next few days. 

The CIO is strongly of the opinion that the administration's recommendations 
for an appropriation of 35,000 units for the current year represents a rejection 
of the very carefully considered recommendation of the report made in December 
1953 by the President’s Advisory Committee on Government Housing Policies and 
Programs. The members of this subcommittee are well aware of the fact that 
the majority of the persons who served on the President’s Advisory Committee 
and who signed the report are businessmen whose political leanings are clearly 
those of the present administration. 

In its consideration, both of the problem of slum eradication and of the housing 
needs of low-income families (the distinction between the two is almost insig- 
nificant; the number of families of moderate income who live in slums is very 
small indeed), the President’s Adivsory Committee accepted the 1950 census 
data on housing supply and housing conditions as solid and dependable. Based 
on our firsthand contact with the housing situation in hundreds of urban and 
nonurban areas in all sections of this country, it is our considered view that 
the 1950 census understates rather than overstates the extent of degrading 
and dangerous slum conditions and the needs for additional housing supply for 
families of low and middle income. 

Nor do we know of any serious attack on the census data on housing by any 
responsible person or institution. These figures on housing can, of course, be 
ignored ; they cannot in our judgment be substantially impeached. 

The basic facts bearing on the present problem are, in summary, substantially 
those : 

There are in the United States some 15 million substandard dwelling units in 
both urban and farm areas. Between 10 and 11 million of those unsafe and un- 
sanitary units are in urban communities. 

Even if the assumption is made that only 10 million of these 15 million unfit 
units should be replaced, the country is faced with a housing problem of much 
greater proportions than Congress has ever faced up to. 

Over and above the number of dilapidated, unsanitary, or otherwise unfit 
dwellings in the 15 million overall total around 40,000 units are destroyed each 
year through fire or some other hazard such as windstorms or tornadoes. 
Demolition of existing dwellings by new highway constructioh or other types of 
public works adds up to a surprisingly large number each year. About 300,000 
units of war housing, most of which are still oceupied, must be torn down in 
the next few years or they will fall down through neglect. 
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There is the further problem of dangerous overcrowding in housing which is 
physically fit but becomes actually unfit when occupied by two or more families. 
The statistics show that over 2 million families are living in quarters providing 
less than 1 room per person. Even though the doubling up of families have been 
reduced somewhat in the past several years, the census shows 1.7 million fami- 
lies living doubled up. Most of the families do not live on top of each other by 
preference, but are forced to do so because of lack of income or inability to find 
separate housing within their means. 

In our later testimony before the Senate and House Committees on Banking 
and Currency we hope to outline more adequately our evidence on the extent and 
severity of the housing shortages for families in the lower and middle income 
brackets. 

At this time we merely wish to emphasize our view that the 35,000 units of low- 
rent public housing as suggested by the President for this year’s program is 
utterly inadequate. We insist that urban blight cannot be checked without a 
substantial public-housing program; equal to at least 10 percent of the total 
new housing starts for that year. CIO takes the position that a minimum of 
2 million new housing units of all types are needed every year for the next 10 
years. This gives us the figure of 200,000 low-rent public-housing dwellings 
per annum. 

The public housing program as authorized by the Housing Act of 1936 and 1949 
is by no means the final or ideal solution to the problems of slum eradication 
and the housing needs of low-income families. This is, however, the best program 
that has so far been devised and has proven to be a boom of inestimable value 
to hundreds of thousands of families in many communities, both large and small, 
in all sections of these United States. 

CIO is willing and anxious to explore modifications and extensions of the 
program. We insist that the Congress and the Government should seriously 
consider long-range measures to gradually reduce the amount of the subsidy pres- 
ently required ; we state most emphatically, however, that some annual subsidy 
will be absolutely essential for some years to come. CIO is in favor of experi- 
menting with different types of public-housing projects and especially favors 
study of the practicality of smaller projects and single-unit dwellings, especially 
in smaller communities. 

Finally, we protest against what we believe to be the indefensible attitude 
taken toward public-housing legislation in recent years by the Independent 
Offices Subcommittee. In effect, this subcommittee has vetoed and stifled a pro- 
gram adopted by the majority of the Congress and approved by a majority of 
oe citizens when placed before them in many hotly contested referendum 
elections. 

We further urge this subcommittee to remove other legal inhibitions on the 
public-housing program it has imposed which will, if not eliminated completely, 
kill the low-rent public housing in this country. 
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